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Feedback on Exposure Draft 72

The need for an accounting standard of transfer expenses to ensure consistency of reporting across
the board is understood and accepted.
One of the principal functions of our organisation is to provide funding, usually in the form of grants
or equity investment to third parties in order for them to develop and produce a film. Therefore, it is
essential that we understand how this standard should be applied to our business. However, the
standard was not written in plain English and it has required several readings of it to grasp what the
standard was trying to achieve.
The concept of “performance obligations” was confusing as the definition of “performance
obligations” per the standard is rather different from how we use the concept in our every day work
environment. I found it difficult to apply the proposed performance obligation approach to our
organisation.
It became increasingly obvious after reading the draft standard several times that it would be
preferable for an organisation to argue that it did not fall into the “performance obligations”
category. Applying the performance obligation approach would result in some rather interesting
reporting if the lifespan of the transfer expense was more than a year. The money could be out of an
entity’s bank account but still not be recognised as an expense until a future point in time, making it
very confusing for readers of the financial statements. This could also result in some entity’s having
to keep two sets of accounts: one for management decision making purposes, and one for annual
reporting purposes. Additionally, we report every grant given in a financial year in an Appendix of
our Annual Report, this data would not reconcile to the numbers shown in the financial statements,
which could make it confusing for our stakeholders. We would be forced to create a reconciliation
between what is reported in the financial statements, and what money was physically given out per
the appendix and this would be onerous and time consuming.

Conclusion:
The new draft standard is hard to read and hard to apply to our organisation. The outcome of this
standard could result in large amounts of additional administrative work, that does not lead to more
useful information for the readers/users of the financial statements.
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NZ On Air
Feedback on ED 72 – Transfer Expenses
Overview
NZ On Air is a Crown entity funding agency with the principal purpose of providing funding for public
media content (TV programmes, online content, music and radio). Once approved, funding is
recognised as an expense and paid out over time as contractual milestones are met.
Ownership of the content rests with the applicant. If the applicant differs from the primary platform
on which the content is to be initially delivered (which is the case for the majority of content
funded), there is a covenant from that platform (e.g. TVNZ) to publish/air/show the content for a
period of time but ownership of the content does not transfer to the platform. The platform itself
effectively pays for these rights through their “platform contribution” to the cost of the project.
The accounting treatment applied provides the readers of our financial statements with an
understanding of how the Crown revenue received in each year is being spent on a range of content
for NZ audiences.
ED 72
We acknowledge the value of the objective of ED 72 - to propose improvements to the relevance,
faithful representativeness and comparability of the information provided about transfer expenses.
Where there is no performance obligation, for our business, the ED is close to achieving the
objective, although we anticipate that there may be some debate around timing of expense
recognition.
However, we have concerns about transfers with performance obligations. We acknowledge that
there are some complex and material arrangements in place in the public sector where the proposed
approach for transfers with performance obligations might provide better information to the
readers (for example complex PPPs). However, where organisations are providing funding/grants to
providers to deliver services to third parties, the ED potentially adds a significant administrative
burden and would result in financial statements that are difficult to follow and lack comparability.
In our case, if we had concluded that we have performance obligations, we would only recognise an
expense as funded projects were completed and delivered to the platform either in their entirety or
episode by episode. With a time lag between approving funding and completion of up to two years,
the financial statements would not provide the readers with a clear view of how the Crown funding
for the year under review has been spent.
Further, we would be in the position of having management accounts for internal and governance
reporting with different financial statements for end of year reporting. The latter would include
reconciliations between the “correct” accounting treatment and how we actually allocate and spend
our Crown funding on content for NZ audiences.
Understanding the ED
We found the ED over long and complex. The language used is not conducive to arriving at a quick or
straight forward assessment of the principles of the ED. It took some detailed reading and
consideration to extract key information to enable an assessment of how this might apply to NZ On
Air. Some of the relevant and useful information was presented later in the ED, necessitating a full
and detailed read through before a conclusion could be reached.
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It would be more helpful to have all the definitions included in the standard rather than having to
reference to other standards (in this case EDs 70 and 71).
It would also be more helpful to have all relevant information to enable an assessment of how it
applies to an entity’s transactions early in the standard with the latter part simply providing the
necessary information on the accounting entries and disclosures.
Conclusion
The ED in its current form is overly long, difficult to follow and therefore makes it difficult to reach a
conclusion on how to apply it.
For a Government entity which provides funding/transfer expenses in the nature of e.g. social grants
for an NGO to provide services to the public, it is hard to see how, where there are performance
obligations, the ED would achieve the objectives to improve “the relevance, faithful
representativeness and comparability of the information provided about transfer expenses”.
In addition to this, there is likely to be a substantial increase in administration to collect information
on performance obligations in a way which aligns with the standards for a significant number of
grants/transfer expenses.
We acknowledge that the proposed accounting treatment where there are performance obligations
may be appropriate for complex contractual arrangements such as PPPs.
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Exposure Draft (ED) 72 - Transfer
Expenses
Specific Matters for Comment
SMC 1: The scope of ED 72.
CNC: The scope is clear as far as transfers are concerned. Nevertheless, we may not agree with
this concept because there is a profound lack in the scope to deal with the mirror of ED 70 (if
user charges and barrier fees are included) or ED 71 (if user charges and barrier fees are
included within ED 70), as we have already stated previously(“ED 70 SMC 01 The scope is clear
but we cannot agree with this concept, as it is not thorough enough to encompass user charges
and typical public sector revenues related to the removal of obstacles (e.g. fees) that are not
within the scope of ED 71. Moreover, there are several transactions within the public sector
with subsidized prices that seem to encompass ED 70. Nevertheless, it is hard to stretch
“performance obligations” within certain taxes that serve as entry fees (e.g. within the health
sector, for instance)”).

SMC 2: The distinction between transfer expenses with performance obligations and transfer
expenses without performance obligations.
CNC: We do not agree with the proposal. As in Portugal we do not lose control of the asset
(there is law enforcement) we do not favour a different treatment for binding arrangements
without performance obligations. Furthermore, as the operation is not the complete mirror of
ED 71, we would also experience difficulties with consolidation procedures.

SMC 3: The requirement that a transfer provider monitor the satisfaction of performance
obligations to apply the PSPOA.
CNC: It is exceedingly complex to assure continuous monitoring. Therefore, more guidance is
required when there are gaps in the time frame of monitoring the performance obligation (it is
inadequate to consider transfer from a performance obligation arrangement to a nonperformance obligation arrangement). We think that it should be taken into consideration the
administrative burden and costs, among other things.

Rua da Alfândega, n.º 5

1100 – 016 LISBOA PORTUGAL

secretariado@cnc.min-financas.pt

Tel. +351 214 723 385
www.cnc.min-financas.pt
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SMC 4: Recognition and measurement of transfer expenses with performance obligations.
CNC: We agree with the proposal, taking into consideration SMC 03.

SMC 5: Practicality of applying the PSPOA.
CNC: There are practical difficulties as already mentioned in SMC 03. There are data collection
issues, workflow approvals, administrative burden and costs, time frame for the
implementation, and new procedures approach. The monitoring should be framed in terms of
cost-benefit analysis.

SMC 6: Recognition and measurement of transfer expenses without performance
obligations.
CNC: We do not agree as explained in SMC 02. It should mirror ED 71.

SMC 7: Appropriateness of the different recognition points for transfer expenses without
performance obligations and revenue without performance obligations (ED 71).
CNC: We do not agree as explained in SMC 02 e 06. It should mirror ED 71.

SMC 8: Transfer expenses subject to appropriations.
CNC: We do not agree with this proposal as in Portuguese public administrative law without
appropriation authorization there are no enforceable rights by the recipient of resources.

SMC 9: Disclosure requirements.
CNC: We agree with the proposal, though we find rather hard to evaluate the balance between
“too much” or “too little”. Judgement from the preparer is necessary in terms of quantitative
and qualitative substance of the materiality of both classes of transactions and account
balances in the disclosure.

Lisbon, 1st September 2020

Rua da Alfândega, n.º 5

1100 – 016 LISBOA PORTUGAL

secretariado@cnc.min-financas.pt

Tel. +351 214 723 385
www.cnc.min-financas.pt
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Exposure Draft (ED) 72 - Transfer
Expenses
Specific Matters for Comment
SMC 1: The scope of ED 72.
Comment: The scope is clear as far as transfers are concerned. Nevertheless, this concept
determines new issues, once there is a lack in the scope to deal with the mirror of ED 70 (if user
charges and barrier fees are included) or ED 71 (if user charges and barrier fees are included
within ED 70), as already stated previously(“ED 70 SMC 01). The scope is clear but this concept
seems to bring new problems, as it is not thorough enough to encompass user charges and
typical public sector revenues related to the removal of obstacles (e.g. fees) that are not within
the scope of ED 71. Moreover, there are several transactions within the public sector, with
subsidized prices, that seem to encompass ED 70. Nevertheless, it is hard to stretch “performance
obligations” within certain taxes that serve as entry fees (e.g. within the health sector, for
instance)”).

SMC 2: The distinction between transfer expenses with performance obligations and transfer
expenses without performance obligations.
Comment: The proposal seems to determine more issues than benefits. As in Portugal we may
not lose control of the asset (there is law enforcement), a different treatment for binding
arrangements without performance obligations seems to bring only more complexity without
benefits. Furthermore, as the operation is not the complete mirror of ED 71, we would also face
difficulties considering consolidation procedures.

SMC 3: The requirement that a transfer provider monitor the satisfaction of performance
obligations to apply the PSPOA.
Comment: It is exceedingly complex to assure continuous monitoring. Therefore, more guidance
is required when there are gaps in the period of monitoring the performance obligation (it is not
considered adequate to assume transfers from a performance obligation arrangement to a nonperformance obligation arrangement). Furthermore, other elements such as administrative
burden and costs should be taken into consideration.

SMC 4: Recognition and measurement of transfer expenses with performance obligations.
1
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Comment: Agreed, taking into consideration SMC 03.

SMC 5: Practicality of applying the PSPOA.
Comment: There are operational difficulties as already mentioned in SMC 03. There are data
collection issues, workflow approvals, administrative burden and costs, period for the
implementation, and new procedures approach. The monitoring should be framed in terms of
cost-benefit analysis.

SMC 6: Recognition and measurement of transfer expenses without performance obligations.
Comment: The proposal seems to determine more issues than benefits, as explained in SMC 02.
It should mirror ED 71.

SMC 7: Appropriateness of the different recognition points for transfer expenses without
performance obligations and revenue without performance obligations (ED 71).
Comment: The proposal seems to determine more issues than benefits, as explained in SMC 02
e 06. It should mirror ED 71.

SMC 8: Transfer expenses subject to appropriations.
Comment: Disagreed, with this proposal as in Portuguese public administrative law without
appropriation authorization there are no enforceable rights by the recipient of resources.

SMC 9: Disclosure requirements.
Comment: Agreed with the proposal, though it may be rather hard to evaluate the balance
between “too much” or “too little”. Judgement from the preparer is necessary in terms of
quantitative and qualitative substance of the materiality of both classes of transactions and
account balances in the disclosure.

Tiago Melo
Coordinator of “Unidade de Implementação da Lei de Enquadramento Orçamental” (UniLEO) –
[Implementation Unit of the Budgetary Framework Law]
Lisbon, 14st September 2020
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Commissione svizzera per la presentazione della contabilità pubblica
Swiss Public Sector Financial Reporting Advisory Committee

Ross Smith
Technical Director
International Public Sector
Accounting Standards Board
International Federation of Accountants
277 Wellington Street, 4th Floor
Toronto, Ontario M5V 3H2
CANADA

Lausanne, October 12, 2020

Swiss Comment to
Exposure Draft 72 Transfer Expenses
Dear Ross,
With reference to the request for comments on the proposed Consultation Paper, we are pleased to
present the Swiss Comments to Exposure Draft 72 Transfer Expenses and the French version of the
answer to a FAQ about free transfers of assets and transfers in form of services provided free of
charge. We thank you for giving us the opportunity to put forward our views and suggestions. You
will find our comments for the Exposure Draft in the attached document.
Should you have any questions, please do not hesitate to contact us.

Yours sincerely,
SRS-CSPCP

Prof Nils Soguel, President

Evelyn Munier, Secretary

Swiss Comment to Exposure Draft 72 Transfer Expenses
FAQ Subventions non monétaires

Sekretariat | Secrétariat | Segretariato
IDHEAP | University of Lausanne |∙ CH – 1015 Lausanne
T 021-692.68.58 ∙ F 021-692.68.09

www.srs-cspcp.ch
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Introduction
The Swiss Public Sector Financial Reporting Advisory Committee (SRS-CSPCP) was established
in 2008 by the Swiss Federal Ministry of Finance together with the 26 cantonal Ministers of
Finance. One of its aims is to provide the IPSAS Board with a consolidated statement for all
three Swiss levels of government (municipalities, cantons and Confederation).
The SRS-CSPCP has discussed the ED 72 Transfer Expenses and comments as follows.

2.

General Remarks
The SRS-CSPCP welcomes that with this ED a gap in the recording of transfer payments is
closed. The mirroring with the Revenue Standards (ED 70 and ED 71) is very successful. The
different possibilities or requirements for recording expenses without performance obligation
are, however, considered to be problematic and the complexity of the ED seems high.
The SRS-CSPCP would like various matters to be clarified or treated in more detail.
•
The SRS-CSPCP finds that, in contrast to ED 71, the transfer contributions are not
governed. It should be clarified in particular how such transfer payments which pass
through several levels of government, have to be treated. Transfer contributions are
contributions, which the public sector entity A has received from another public sector
entity B (revenue) and are passed on in full to third parties C (expense). Expense is
incurred by both A and B, A and C record revenue. The recording should be governed
for all entities. This is an important element, especially in countries, which are
organized federally and decentralized, with several levels of government.
•
A definition of present obligations (analogous to ED 71) is lacking. It is therefore
unclear whether or not eligible expenditure also qualifies as present obligations.
•
Certain topics are not treated or treated only in passing. This concerns in particular
grants for capital expenditure and some cost-free transfers of assets and financial
guarantees. Free transfers of assets are quite important for Swiss public sector
entities. Transfers in form of services provided free of charge by a public entities to
other public or private entities are also numerous. This explains why the SRS-CSPCP
was called upon to offer accounting guideline in this regard. So did it by issuing an
answer to this FAQ. The French version of this answer is included as an appendix to
this comment.
•
Also not treated are lease contracts, when the property is not used directly by the
lessee, but by a third party or by the lessor (another administrative unit). The question
arises whether this would have to be treated analogously to IPSAS 13 – Leases or
whether here ED 72 is applicable.
•
By comparison with the Consultation Paper the time requirements on the provider side
are no longer mentioned. This is problematic above all in the case of promised annual
contributions; it is not clear whether or not they are subject to a present obligation.
If so, the expense cannot be recorded in the correct period. If for example the
Confederation (central government) concludes a performance agreement with the
universities for 4 years, pursuant to ED 72 it must record the expense for the entire 4
years when closing the accounts, because from this date a performance agreement
exists (and the annual budget agreement by the Parliament is only formal in nature).
Furthermore, prepayments result in earlier expense, ex post payments to later
expense.
•
It is in some case difficult to determine whether or not a binding arrangement is given
and at what time the current obligation arises. The expression binding arrangement is
also in part unclear. A binding arrangement arises not only though mutuality but also
through legal obligations. These should, however, not be seen as less binding than a
binding arrangement.
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As already in the discussion of the revenue side (ED 70 and ED 71), it is considered
important that, to the extent possible and sensible, expense and revenue are
recognized symmetrically. By the way the SRS-CSPCP expressed this wish already in
the Consultation Paper of August 2017. Further the SRS-CSPCP would have liked the
IPSASB to treat the expense and revenue sides in the same ED.
•
In particular in respect of the application examples, the Standard is less focused on
the problems of a public sector entity.
The SRS-CSPCP welcomes the fact that the performance obligation approach will be
implemented only if the performance of the transfer provider can be checked.
•

The SRS-CSPCP would like to draw attention to two possible errors:
1.
Step 5 (Paragraph 30ff) is described before Step 3 (Paragraph 46ff) and Step 4
(Paragraph 72).
2.
Comparing Paragraph 32 of ED 70 with Paragraph 35 of ED 72 (or also with IFRS 15 –
Paragraph 33) it is noticed that the definition of Control has not been taken over in its
entirety in ED 70.
This paragraph is included in IFRS 15, but not in ED 70:
“Control of an asset refers to the ability to direct the use of, and obtain substantially all of
the remaining benefits from the asset. Control includes the ability to prevent other entities
from directing the use of, and obtaining the benefits from an asset.”
This paragraph is included in ED 72, but not in ED 70:
“Control of an asset, which is defined in (draft) IPSAS (ED 70) refers to the ability of the
third-party beneficiary to direct the use of, and obtain substantially all of the remaining
benefits or service potential from, the asset. Control includes the ability to prevent other
entities from directing the use of, and obtaining the economic benefits or service potential
from, an asset.”
The SRS-CSPCP wonders whether these are errors or whether there is a reason for this
presentation.

3.

Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope
or definition of transfer expense would you make?
The SRS-CSPCP takes note that concessionary loans are explicitly not included in this Standard.
However, it wonders whether financial guarantees should also not be excluded. An addendum
in Paragraph 5 of this standard would be desirable.
While goods and services in kind are mentioned in this ED, the recording of such services
seems to be optional. Goods and services in kind may, however, involve significant amounts.
If they are not recorded, the financial position and revenue and expense of a public sector
entity cannot be reliably evaluated. The SRS-CSPCP therefore wishes that the recording of
such services, above all on the provider side, be required in the new Standard and therefore
also governed, even when it is clear that the value of goods and services in kind is difficult,
but not impossible to estimate. On the provider side the estimation of the value of goods and
services in kind is not particularly difficult, and therefore for the provider side stricter rules
should apply.

4
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Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
The SRS-CSPCP is in agreement with the proposed distinction. It points out however that the
distinction between expenses with performance obligation and those without performance
obligation is in practice sometimes difficult to implement. This distinction is particularly
difficult, if they are services to third parties. The following examples illustrate the difficulties:
Example 1: A canton pays for air filters to a waste incineration plant, in order that the air
complies with the legal requirements. Depending on who is the beneficiary, it is either an
expense with performance obligation (the beneficiaries are the residents of the canton) or an
expense without performance obligation (the beneficiary is the waste incineration plant).
Example 2: Based on an inter-state treaty the Confederation (central government) pays a
grant for capital expenditure to a canton (one of the 26 states) for a water project. This lasts
four years and millions are approved. The canton uses part of the money for the river
correction; but the canton has no performance obligation, but a present obligation for the
money, which it retains. Part of the money is passed on by the canton to its municipalities, in
order that they, for example, can maintain the water supply. Here it is unclear whether it is a
performance obligation or a present obligation of the municipalities. And so it is unclear
whether the Confederation must recognize the total expense on signature of the state treaty.
Example 3: This concerns payments by the Confederation to the Swiss Federal Technical High
School (ETH), for which contributions have been approved over several years. Does the present
obligation arise with conclusion of the (multi-annual) contract between the Confederation and
the ETH, does the Confederation have to recognize the total expense immediately; no accrual
is possible. On the other hand, the ETH can recognize the contributions received over the
duration of the contract.
Because of this wide possible asymmetry in the recognition, the SRS-CSPCP wishes that the
IPSASB defines in more detail what constitutes a performance obligation and what a present
obligation and when precisely they arise: at a specific point in time or over a certain period.
They would like this to be illustrated by several examples.
The SRS-CSPCP finds that the expressions over time and point in time are not defined in ED
72. There is also no definition of these expressions in the Conceptual Framework. Both derive
from IFRS 15 and are also found in ED 70. They are comprehensible here only if ED 70 is
already known. But ED 72 should itself be clear enough that prior reading of ED 70 is not
necessary.
Furthermore, not governed is how mixed contracts (expenses), that is those with and without
performance obligation, are to be treated. On the expense side there is lacking a rule, as is
foreseen for the revenue side. If an expense cannot be split up into its various components,
the ED does not govern which Standard has to be applied. For the SRS-CSPCP it is clear that
the response to SMC 2 belongs in part to SMCs 5 and 6.
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Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout the
duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?
The SRS-CSPCP is in agreement with the principle of this proposal. However, over a long period
it is difficult to ensure the monitoring duty. The monitoring problem arises above all, if third
parties are the beneficiaries. The SRS-CSPCP would like monitoring to be precisely defined. If
definitions are precise, different monitoring practices will be avoided, for example among the
various Swiss cantons.

6.

Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
(a) As already mentioned under SMC 2, the difficulty is the distinction between expenses with
or without performance obligation. If this difficulty is eliminated and if an expense can be
clearly identified as one with performance obligation, the SRS-CSPCP is in agreement with
the recognition rules for transfer expense with performance obligation.
(b) According to Paragraph 66 of the ED non-cash assets should be transferred at carrying
amounts. The SRS-CEPCP is of the opinion that this should be at market values.
The SRS-CSPCP is also of the opinion that BC 28 is not clearly formulated. The objective of a
“right” as defined under BC 28 is interpreted as an objective of a resource and not a receivable.
Clarification by the IPSASB is desired, as to how this right is to be recognized in the balance
sheet.

7.

Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
The SRS-CSPCP sees various difficulties in applying the recognition and measurement
requirements for transfer expenses with performance obligation. Firstly, the difficulty of
knowing at all whether there is a performance obligation or a present obligation. The example
of contribution to a canton and also the example of contributions to a waste incineration plant
(see response to SMC 2) illustrate these difficulties very well. A further point is the monitoring,
as was mentioned in the response to SMC 3. In addition, there is a risk that, if the difficulties
are greater, the transfer expenses will be considered to be without performance obligation.

6
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Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations
at the
earlier of the point at which the transfer provider has a present obligation to
provide resources, or has lost control of those resources (this proposal is based on the
IPSASB’s view that any future
benefits expected by the transfer provider as a result
of the transaction do not meet the definition
of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
(a) According to the ED a present obligation arises, when a binding agreement is concluded.
At this point the total expense must also be recognized. As already mentioned in the
Example in SMC 2, it is difficult to establish the time, at which a present obligation arises.
And above all the transfer provider is confronted by severe problems if the present
obligation arises at the beginning of a multi-annual contract. The SRS-CSPCP wishes that
it is clarified whether under a multi-annual contract the present obligation arises for the
provider at the beginning of the contract or whether it arises again each year. This cannot
be clearly seen from the ED, but for the recognition of expense in the transfer provider it
is of key importance.
In example 34 (IE180 to IE182) there is also talk of “future performance”. Although the
example of one is for a present obligation, a kind of performance obligation approach is
mentioned. For the user this is unclear and contradictory. There is another contradiction
between AG 94 and AG 95. In AG 94 it is stated that expense is recognized when the
present obligation arises or when payment is made, if this is earlier; in AG 95 it is stated
that prepayments may be accrued, if it is an expense with present obligation. This
therefore accords with the rule for prepayments under contracts with performance
obligation. They are not implemented until fulfillment of the obligation. The question
arises how prepayments per AG 95 can be distinguished from the case in AG 94. This
should be more clearly evident from the ED.
As already mentioned in the response to SMC 2, it should be more clearly evident under
what circumstances a present obligation arises over a certain time.
(b) According to Paragraph 114 of the ED non-cash assets should be transferred at carrying
amounts. The SRS-CSPCP is of the opinion that this should be at market values.

9.

Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the
transfer provider has a present obligation to provide resources, or has lost control of those
resources. ED 71, Revenue without Performance Obligations, proposes that where a transfer
recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
The SRS-CSPCP is not particularly enthusiastic about this lack of symmetry, but probably has
to tolerate it. The problem is that on the provider side given a present obligation the total
expense must be recognized too early, but on the recipient side the payment received can be
accrued and therefore spread over several financial years. The various asymmetries arise
because of the different information available to provider and recipient.
7
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The provider and recipient side should in principle not be treated asymmetrically. But it is
possible that the information is asymmetric and therefore symmetrical recognition is not
possible. Efficient monitoring can reduce such asymmetrical information. The SRS-CSPCP
agrees that in cases with an information asymmetry, recognition may also be asymmetrical.
If, as desired under SMC 6, the rules for recognizing expense without performance obligation
are clearer, the asymmetries between expense and revenue would probably be less. A
distinction must therefore be made between asymmetrical recognition and asymmetrical
information.

10.

Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it has a present obligation to transfer
resources, and should therefore recognize a liability, prior to the appropriation being
authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
The principle of “substance over form” is in the case of binding arrangements and present
obligations difficult to implement. The SRS-CSPCP wishes that examples be added from which
can be seen how in such cases the budget law has to be applied. In particular is to be clarified
whether the present obligation arises with the beginning of the budget year (e.g. 1.1.xxx) or
with the decision (e.g. 20.12.xx-1, i.e. in the year preceding the budget). Otherwise the SRSCSPCP agrees with the proposal.

11.

Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations,
to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
The SRS-CSPCP takes the liberty of repeating the responses to the disclosure requirements in
ED 70 and ED 71.
The SRS-CSPCP is of the opinion that the disclosure requirements of ED 72 are too extensive.
The SRS-CSPCP is of the opinion that the disclosure requirements are oriented too little to
the needs of a stakeholder in the financial report of the public sector.
A cost-benefit relationship should also be observed in respect of disclosure (that implies also
that all extensive disclosure requirements must be reviewed for every annual accounts as to
whether or not they are material). The disclosure requirements are predominantly of a
technical nature. But for the reader of the accounts the substance and possibly the
categories of transfer payments are of importance.

Lausanne, September 14, 2020
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Foire aux questions (FAQ)
Comptabilisation des subventions non monétaires, en nature

Le Conseil suisse de présentation des comptes publics SRS-CSPCP a traité de la question suivante
relative à la comptabilisation des contributions non monétaires, en nature.

Question
Comment une collectivité publique doit-elle comptabiliser une subvention, c’est-à-dire une
contribution, qu’elle octroie en nature plutôt que sous une forme monétaire à une entité tierce ?
Comment une telle subvention en nature doit-elle être comptabilisée par la collectivité publique
bénéficiaire, notamment pour tenir compte de la Recommandation 12 selon laquelle les
immobilisations appartenant au patrimoine administratif sont portées au bilan à la valeur vénale si
l’entité les acquiert gratuitement (Alinéa 12) ?

Réponse
A Une subvention en nature est une contribution –un transfert- octroyée par une collectivité
publique à une entité tierce sous une forme autre que monétaire. Elle peut se concrétiser par la
mise à disposition gratuite ou à un prix préférentiel de locaux, de terrains, de matériel et
d’équipement, par l'octroi de prêts à un taux réduit ou à un taux zéro (traité dans la réponse à
une FAQ du 18.06.2015 – Prêts à des conditions préférentielles) ou par la fourniture gratuite ou
à un prix préférentiel de prestations de services (par exemple : gestion de la paie, entretien d'un
bien, mise à disposition de personnel).
La contribution en nature peut concerner l’activité opérationnelle ou l’activité d’investissement.
On rencontre ce second cas, lorsque la propriété d’un actif comme un immeuble ou un terrain
est transférée gratuitement ou à prix préférentiel à une entité tierce et change ainsi de
propriétaire. Les dons et donations et les legs en nature sont considérés comme les transferts
d'actif.
Les allègements fiscaux, accordés notamment dans une perspective de promotion économique,
sont des dépenses fiscales. Ils ne doivent pas être considérés comme des contributions non
monétaires. Les éléments développés ici ne les concernent donc pas.
B La contribution en nature doit être comptabilisée dans les comptes de la collectivité publique
subventionnante (ou donatrice) et également dans les comptes de l’entité subventionnée, en
particulier lorsque les deux entités concernées appliquent le MCH2 ; cela afin d’assurer une
nécessaire symétrie. La collectivité publique subventionnante comptabilise sa contribution
comme une charge dans son compte de résultats ou comme une dépense dans son compte des
investissements (lorsqu’il s’agit d’un actif du patrimoine administratif). L’entité subventionnée
comptabilise un revenu dans son compte de résultats ou une recette d’investissement. Cet
impératif de symétrie vaut également pour les dons, les donations et les legs en nature.
Une telle contribution devrait être comptabilisée dès lors que son montant peut être estimé de
manière fiable et qu’il est important. La collectivité publique subventionnante définit elle-même
le seuil d’importance à partir duquel elle comptabilise les contributions en nature. Elle indique ce
seuil dans l'annexe à ses comptes.
Par ailleurs, la collectivité subventionnante peut renoncer à cette comptabilisation si l’effort
nécessaire à obtenir l’information s’avère disproportionné en regard de la valeur de la
contribution. Cela est toutefois rarement le cas.
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Si la collectivité subventionnante renonce à comptabiliser la contribution en nature, alors l’entité
subventionnée ne doit pas comptabiliser cette contribution non plus, à moins que le seuil
d’importance soit significativement différent de celui de la collectivité publique subventionnante.
C La valeur de la contribution en nature est déterminée par référence au prix de marché pour le
bien ou le service concerné ou, à défaut, pour un bien ou un service équivalent. En l’absence de
prix de marché, le coût complet estimé par la collectivité publique subventionnante est
déterminant. Si l’entité subventionnée paie une partie du prix ou du coût à la collectivité publique
subventionnante, ce montant est déduit du prix du marché. La subvention correspond donc à la
différence entre le prix du marché et l’éventuel montant payé (prix préférentiel).
Dans le cas d’un transfert d’actif, le montant de la contribution non monétaire correspond au
prix du marché de l’actif concerné, déduction faite du montant éventuellement versé en
contrepartie par l’entité bénéficiaire du transfert.
D Par principe, il n’est pas possible pour une collectivité publique d’aliéner ou de donner
directement un actif du patrimoine administratif. Pour pouvoir aliéner un actif, il est obligatoire
que cet actif figure au patrimoine financier. Par conséquent, le transfert d’un actif du patrimoine
administratif à une entité subventionnée nécessite d’abord de transférer cet actif au patrimoine
financier. Du point de vue du droit des crédits, cette opération nécessite –et donc permet- une
décision de l’autorité formellement compétente.
Selon le MCH2, le principe d’évaluation des actifs du patrimoine administratif est différent du
principe d’évaluation des actifs du patrimoine financier. La valeur au bilan des actifs du
patrimoine administratif correspond à la valeur d’acquisition ajustée année après année en
fonction des amortissements planifiés et, cas échéant, non planifiés 1. Les actifs du patrimoine
financier figurent au bilan à leur valeur vénale.
Le transfert d’un actif du patrimoine administratif au patrimoine financier implique donc un
retraitement de la valeur de cet actif dès le moment où il est enregistré dans le patrimoine
financier (le retraitement ne s’effectue pas alors que l’actif se trouve encore dans le patrimoine
administratif). La procédure est décrite dans l’exemple 3.
Dès le moment où l’usage de l’actif transféré à l’entité subventionnée est soumis à des conditions
que fixe l’entité subventionnante, le transfert d'actif doit être considéré par l’entité
subventionnante comme le versement d'une subvention d'investissement. La procédure est
décrite dans l’exemple 3a. Lorsque l’usage de l’actif transféré n’est soumis à aucune condition,
le transfert d'actif est comptabilisé comme un don. La procédure est décrite dans l’exemple 3b.
E Pour une collectivité publique qui se voit transférer un actif, il s’agit de tenir compte de la
Recommandation 12 (Alinéa 12). Selon cette recommandation, les immobilisations appartenant
au patrimoine administratif sont portées au bilan au coût d'acquisition ou de réalisation, et si
l’entité acquiert gratuitement une nouvelle immobilisation (sans coût ou prix à payer) la valeur
vénale sert de référence. Notons que cette recommandation est implicitement basée sur une
comptabilisation des investissements selon le principe du produit brut : l’actif est initialement
présenté au bilan à son coût d’acquisition ou de réalisation ou encore à sa valeur vénale et,
parallèlement, une éventuelle contribution d’investissement est présentée au passif comme un
engagement financier à long terme.
Lorsqu’une immobilisation est transférée gratuitement, la collectivité subventionnée doit donc
activer cette immobilisation initialement à sa valeur vénale dans le patrimoine administratif dès
lors que le principe du produit brut a été choisi Par analogie, toute immobilisation transférée à
une collectivité à un prix préférentiel doit être activée dans son patrimoine administratif
initialement à sa valeur vénale. Cette systématique permet de traiter de la même manière les
immobilisations transférées à titre gratuit et celles transférées à un prix préférentiel
(potentiellement à titre quasi gratuit). Parallèlement, la collectivité enregistre au passif du bilan

1

Cette valeur n’est pas affectée par d’éventuels amortissements supplémentaires relevant de la politique budgétaire. En
effet, les amortissements supplémentaires sont cumulés dans les comptes du groupe par nature spécifique 148.
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une subvention d’investissement pour le montant correspondant initialement à la différence
entre la valeur vénale et le prix qu’elle paie pour l’immobilisation transférée. En cas de transfert
à titre totalement gratuit, le prix est de zéro et la subvention équivaut à la valeur initiale. La
procédure est décrite dans l’exemple 3a.
Lorsque la collectivité subventionnée présente ses actifs au bilan en suivant l’option alternative,
c’est-à-dire selon le produit net, elle se contente de présenter à l’actif l’immobilisation transférée
pour un montant qui correspond au prix qu’elle paie pour l’immobilisation. En cas de transfert à
titre totalement gratuit, l’immobilisation est portée à l’actif à CHF 1 pour mémoire. La procédure
est décrite dans l’exemple 3a.
F En vertu du principe d'échéance, les montants sont comptabilisés dans l'année au cours de
laquelle la contribution en nature est octroyée, respectivement reçue. Pour les transferts d'actifs,
il s’agit de la date du transfert de la propriété de l'actif.
G Les contributions en nature doivent être également préalablement présentées au budget.
H Les contributions en nature n'ont pas d'influence sur le flux de trésorerie puisque ce sont des
opérations non monétaires.
I

Exemple 1

La collectivité publique met gratuitement à disposition des locaux

La valeur de marché du loyer des locaux mis à disposition à titre gracieux par la collectivité
publique subventionnante s’élève à CHF 75’000. Le montant est considéré comme important.
Comptabilisation par la collectivité publique subventionnante
La contribution en nature est comptabilisée dans le compte de charges 363x pour un montant
de CHF 75’000. Un revenu de location d’un même montant est inscrit dans le compte 447x.
Opération
Contribution en nature /
loyer

Comptabilisation
Débit

Crédit

363x Subventions
à des collectivités
publiques et à des
tiers

447X Produits des
immeubles PA

Montant
75’000

Comptabilisation par l’entité subventionnée
La contribution en nature est comptabilisée dans le compte de revenus 463x pour un montant
de CHF 75’000. Une charge de location d’un même montant est comptabilisée dans le compte
de loyer 316x.
Opération
Contribution en nature /
loyer

Comptabilisation
Débit

Crédit

316x Loyers, leasings
baux à ferme, taxes
d’utilisation

463x Subventions
de collectivités
publiques et de tiers

Montant
75’000
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La collectivité publique gère la paie d’une grande entité autonome
gratuitement

Le travail de gestion de la paie occupe 3 postes à plein temps sur l’année. Le coût complet de
cette prestation de service en nature est de CH 500'000. Le montant est considéré comme
important.
Comptabilisation par la collectivité publique subventionnante
La contribution en nature est comptabilisée dans le compte de charges 363x pour un montant
de CHF 500’000. Un revenu de prestations de services est inscrit dans le compte 4260 pour un
même montant.
Opération

Comptabilisation

Contribution en nature /
prestations de service à
l’entité subventionnée

Débit

Crédit

363x Subventions
à des collectivités
publiques et à des
tiers

4260
Remboursements et
participations de tiers

Montant
500’000

Comptabilisation par l’entité subventionnée
La contribution en nature est comptabilisée dans le compte de revenus 463x pour un montant
de CHF 500'000. Une charge correspondant à la prestation de service est comptabilisée dans le
compte 3130 pour un même montant.
Opération

Comptabilisation

Contribution en nature /
prestation de service

K

Exemple 3a

Débit

Crédit

3130 Prestations de
services de tiers

463x Subventions
de collectivités
publiques et de tiers

Montant
500’000

La collectivité publique transfère un immeuble à un prix préférentiel et
fixe les conditions de son utilisation

La collectivité publique transfère un immeuble appartenant à son patrimoine administratif. La
valeur au bilan s’élève à CHF 800'000, la valeur vénale à CHF 1'000'000. L’entité bénéficiant du
transfert ne paie qu’un prix préférentiel de CHF 300’000. La différence entre la valeur vénale et
le prix payé est considérée comme importante. Le transfert d'actif doit être comptabilisé par la
collectivité subventionnante comme le versement d'une subvention d'investissement dans la
mesure où l’usage de l’actif transféré est soumis à des conditions.
Comptabilisation par la collectivité publique subventionnante
D’abord la collectivité publique subventionnante doit, par une opération dans le compte des
investissements et par un report au bilan, transférer l’immeuble du patrimoine administratif au
patrimoine financier pour un montant de CHF 800’000. Ensuite elle corrige la valeur de
l’immeuble pour la porter à sa valeur vénale par le biais du compte de résultats en utilisant le
compte 4443 (Réévaluations immeubles PF) pour un montant de CHF 200’000. Par la suite, elle
comptabilise l'entrée de liquidités en 100x pour un montant de CHF 300'000 et la délivrance
de la subvention d'investissement en 56x pour un montant de CHF 700'000 (1’000’000300’000). Elle comptabilise la sortie de l’immeuble du patrimoine financier à sa valeur vénale
(CHF 1’000'000) au crédit du compte 1084. A la fin de l’année, elle reporte la subvention
d’investissement au bilan au 146x pour un montant de CHF 700’000. Elle amortit la subvention
d'investissement en fonction de la durée de vie restante de l’immeuble sur le compte 3660, soit
CHF 28’000 dans l’hypothèse d’un amortissement linéaire sur 25 ans.
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Comptabilisation
Débit

Crédit

Transfert de l'immeuble du
PA au PF

1084 Bâtiments PF

604 Transfert de
terrains bâtis

800’000

Report au bilan

590 Report au bilan

Bâtiments PA 1404

800’000

Correction de valeur de
l’immeuble pour la porter à
sa valeur vénale

1084 Bâtiments PF

4443 Réévaluations
immeubles PF

200’000

Entrée de liquidités

100x Disponibilités et
placements à court
terme

300’000

Subvention en nature

56x Propres
subventions
d'investissement

700’000

1084 Bâtiments PF

Aliénation de l’immeuble du
PF
Report au bilan

146x Subventions
d'investissement

Amortissement de la
subvention d'investissement
au cours des années
subséquentes

3660 Amortissements
planifiés subventions
d'investissement

690 Report à l’actif
des investissements
nets
146x Subventions
d'investissement

Montant

1’000’000
700’000
28’000

Comptabilisation par l’entité subventionnée, si elle présente ses actifs au bilan en suivant
l’option du produit net
L’entité subventionnée comptabilise l'immeuble d’une valeur de CHF 1’000’000 à sa valeur
vénale dans ses comptes au débit du compte des investissements 2 504. Ensuite elle
comptabilise la sortie de liquidités de CHF 300’000 au compte 100x et la subvention
d’investissement reçue de CHF 700’000 au compte 63X. A la fin de l’année, l’immeuble, à sa
valeur vénale, nette de la subvention, est reporté à l’actif par le compte 690. La valeur de
l’immeuble nette de la subvention (CHF 300’000) est amortie en fonction de la durée de vie
restante sur le compte 3300, soit CHF 12’000 dans l’hypothèse d’un amortissement linéaire sur
25 ans.

Opération
2

Comptabilisation

A noter que les entités subventionnées de droit privé notamment ne sont pas soumises à l'obligation d'avoir un compte
d'investissement. Dans ce cas, la comptabilisation s’effectue directement dans le compte de bilan concerné, puisque les
comptes 5xx et 6xx n’existent pas.
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Montant
1’000’000

504 Bâtiments

Sortie de liquidités

100x Disponibilités et
placements à court
terme

300’000

Réception de la subvention
d'investissement

63X Subventions
d'investissement
acquises

700’000

Report à l’actif du bilan de
l’immobilisation

1404 Bâtiments PA

690 Report à l'actif
des investissements
nets

300’000

Amortissement de
l'immeuble

3300 Amortissements
planifiés

1404 Bâtiments PA

12’000

Comptabilisation par l’entité subventionnée, si elle présente ses actifs au bilan en suivant
l’option du produit brut
L’entité subventionnée comptabilise l'immeuble d’une valeur de CHF 1’000’000 à sa valeur
vénale dans ses comptes au débit du compte des investissements 504. Ensuite elle comptabilise
la sortie de liquidité de CHF 300'000 au 100x et la subvention d’investissement reçue de
CHF 700’000 au 63X. A la fin de l’année, l’immeuble est reporté au bilan et amorti en fonction
de sa durée de vie restante sur le compte 3300, soit CHF 40’000 dans l’hypothèse d’un
amortissement linéaire sur 25 ans. L’entité subventionnée utilisant l’option brute, elle reporte
la subvention d'investissement de CHF 700’000 dans le compte 2068 au passif du bilan par le
compte 590. Elle dissout la subvention d'investissement en fonction de la durée de vie restante
de l’immeuble sur le compte 4660, soit CHF 28’000 dans l’hypothèse d’une durée de 25 ans.
L’exemple ci-dessous applique l’option brute.
Opération

Comptabilisation
Débit

Acquisition de l'immeuble

Crédit

504 Bâtiments

Montant
1’000’000

Sortie de liquidités

100x Disponibilités et
placements à court
terme

300’000

Réception de la subvention
d'investissement

63X Subventions
d'investissement
acquises

700’000

Report à l’actif du bilan de
l’immobilisation

1404 Bâtiments PA

690 Report à l'actif
des investissements
nets

Report au passif du bilan de
la subvention
d’investissement

590 Report au bilan

2068 Subventions
d'investissement

Amortissement de
l'immeuble

3300 Amortissements
planifiés

1404 Bâtiments PA

40’000

Dissolution de la subvention
d'investissement

2068 Subventions
d'investissement

4660 Dissolution
planifiée de subventions d’investissement
portées au passif

28’000

1’000’000

700’000
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Exemple 3b : La collectivité publique transfère un immeuble à un prix préférentiel
et sans fixer de condition pour son utilisation
La collectivité publique transfère un immeuble appartenant à son patrimoine administratif. La
valeur au bilan s’élève à CHF 800'000 et ne correspond pas à la valeur vénale estimée à
CHF 1’000’000. L’entité bénéficiant du transfert et paie un prix préférentiel de CHF 300’000. Le
transfert d'actif ne doit pas être comptabilisé par la collectivité subventionnante comme le
versement d'une subvention d'investissement dans la mesure où la collectivité subventionnante
ne fixe pas de condition pour l’usage de l’actif par l’entité subventionnée. Le transfert d'actif
doit être comptabilisé comme un don.
Comptabilisation par la collectivité publique subventionnante
La collectivité publique subventionnante doit, par une opération dans le compte des
investissements et par un report au bilan, transférer l’actif du patrimoine administratif au
patrimoine financier pour un montant de CHF 800’000. Ensuite elle corrige la valeur de
l’immeuble pour la porter à sa valeur vénale par le biais du compte de résultats en utilisant le
compte 4443 (Réévaluations immeubles PF) pour un montant de CHF 200’000. Par la suite elle
comptabilise une entrée de liquidités de CHF 300’000 en 100x et une charge de subvention de
CHF 700’000 (1’000’000-300’000) en 363x. Elle comptabilise finalement la sortie de l'immeuble
à sa valeur vénale (CHF 1’000'000) au crédit du compte 1084.
Opération

Comptabilisation
Débit

Crédit

Transfert de l'immeuble du
PA au PF

1084 Bâtiments PF

604 Transfert de
terrains bâtis

800’000

Report au bilan

590 Report au bilan

1404 Bâtiments PA

800’000

Correction de valeur de
l’immeuble pour la porter à
sa valeur vénale

1084 Bâtiments PF

4443 Réévaluations
immeubles PF

200’000

Entrée de liquidités

100x Disponibilité et
placements à court
terme

300’000

Subvention en nature

363x Subventions à
des collectivités
publiques ou à des
tiers

700’000

Aliénation de l'immeuble du
PF

1084 Bâtiments PF

Montant

1’000’000

Comptabilisation par l’entité subventionnée
L’entité subventionnée comptabilise l'immeuble à sa valeur vénale dans ses comptes au débit
du compte des investissements 504, soit une valeur de CHF 1’000’000. Elle comptabilise la
sortie de liquidités de CHF 300’000 au compte 100x et la subvention de CHF 700’000 dans son
compte de produit 463x. A la fin de l’année, elle reporte le bâtiment ainsi acquis dans le bilan
au compte 1404 et l’amortit en fonction de la durée de vie sur le compte 3300, soit CHF 40'000
dans l’hypothèse d’un amortissement linéaire sur 25 ans.
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Crédit

504 Bâtiments

Montant
1’000’000

Sortie de liquidités

100x Disponibilités et
placements à court
terme

300’000

Subvention en nature

463x Subventions de
collectivités publiques
ou de tiers

700’000

Report au bilan

1404 Bâtiments PA

690 Report à l'actif
des investissements
nets

1’000’000

Amortissement de
l'immeuble

3300 Amortissements
planifiés

1404 Bâtiments PA

40’000

De manière générale, cette FAQ est conforme aux normes IPSAS. En cas de transfert d’actifs
assorti de conditions, elle est conforme pour autant que les investissements soient comptabilisés
selon le principe du produit brut.

Lausanne, 13.12.2018
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Conseil de normalisation
des comptes publics

Le Président

Paris, October 20, 2020

Mr Ross Smith
Technical director
International Public Sector Accounting
Standards Board
International Federation of Accountants
277 Wellington Street, 4th floor
Toronto
Ontario M5V 3H2 CANADA

Re:

Response to Exposure Draft 72, Transfer Expenses

Dear Mr Smith,

The French Public Sector Accounting Standards Council (CNOCP) welcomes the opportunity to comment
on the Exposure Draft 72, Transfer Expenses published in February 2020 (ED72).
While we commend the IPSASB for addressing the accounting for expenses in the public sector, we would
like to point out several key issues that we believe the proposals do not sufficiently address. First of all, we
do not quite understand why the Public Sector Performance Obligation Approach should be limited to
transfer expenses; further communication as to the issues that would arise if applied to other expenses as
well as the scope of any subsequent work to perform to address those other expenses would be welcome.
We also observe that this approach does not ensure symmetry between the recognition of revenue and that
of expenses other than transfer expenses. In addition, we are of the opinion that the main implementation
difficulty in the “with performance obligations” approach resides in the provider having to rely on the recipient
to find out when the performance satisfaction was satisfied.

Phone: + 33 1 53 44 22 80
E-mail: michel.prada@finances.gouv.fr
Conseil de normalisation des comptes publics
139, rue de Bercy
75572 Paris Cedex 12
France
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We however find the paragraphs on appropriations a very positive addition to the future standard. Those
paragraphs actually adequately feature the constraint on budget that has to be voted on before expenditure
are authorised in the public sector, and provide a response that should lead to better financial information.
Responses to the detailed questions set out in the ED are presented in the appendix.

Yours sincerely,

Michel Prada
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APPENDIX

Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
1. Scope of the draft standard
We note that paragraphs 3 and AG5 of the draft standard clearly limit the scope to transfer expenses,
excluding expenses arising from exchange transactions. We do not quite agree with this limitation.
First of all, we question why transfer expenses as defined in ED72 cover both expenses arising from
transactions with and without performance obligations, while two different EDs deal with revenue from
transactions with performance obligations (ED70) and from transactions without performance
obligations (ED71). We believe that this might create an overlap and constituents are confused as to
what the term “transfer” refers to. Therefore, we would recommend that as a minimum, the Bases for
conclusions should assess more clearly the relationship between the terms “transfer” in ED71 and
“transfer expenses” in ED72.
As a matter of fact, we do not understand why the Public Sector Performance Obligation Approach in
ED72 should be limited to transfer expenses. We observe that this approach does not ensure symmetry
between the recognition of revenue and that of expenses other than transfer expenses. An alternative
could be that the scope of ED72 is expanded to cover expenses, other than transfer expenses, arising
from transactions with performance obligations and transfer expenses arising from transactions without
performance obligations. We believe that such alternative would only require the addition of some
paragraphs reflecting situations where the transfer of goods or services would be directly between the
provider and the recipient in the section on the Public Sector Performance Obligation Approach.
Because it is more comprehensive, we believe that that alternative would be a better way forward than
the current proposal.
If the Board were to confirm the proposed scope, again with respect to paragraphs 3 and AG5 of the
draft standard, we think that it would be appropriate to state which IPSAS constituents should turn to for
those transactions that are outside the scope of the draft standard, else clearly mention that there are
none dedicated specifically to the accounting treatment for expenses arising from “exchange
transactions”.
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Additionally, in our jurisdiction, we observe that our constituents need to understand in what transfer
expenses are different from social benefits and from collective and individual services. To enhance
communication on the proposals and help preparers find their way around the various standards that
deal with expenses, we would encourage the Board to add introductory remarks in the core text of the
future standard.
In that sense, we find that the table on p. 72 seems particularly appropriate and enlightening and that
the core text of the draft standard would highly benefit from inserting the table in the future standard.
Minor modifications would be required to account for the publication of IPSAS 19 revised on collective
and individual services. The table could also usefully mention the relevant IPSASs or IFRSs that
constituents should turn to for adequate accounting treatments of transactions that are not in the scope
of the future standard, and more specifically state when there is no IPSAS (for instance on insurance
contracts or on contracts for goods and services).
2. Definition of transfer expenses
With respect to the definition of transfer expenses, we would like to comment on the inclusion of the
reference to taxes. While we fully understand the need for consistency as explained in BC13, we believe
that taxes viewed from the revenue side are different to those viewed from the side of an entity that
would have to pay taxes. This is because on the one hand, revenue from taxes collected refers to the
exercise of the sovereign power, whereas on the other hand, taxes paid relate to entities that operate
on a profit basis. We think that there are two ways forward to deal with this issue:


Either the Board considers that transfers (revenue and expenses) are different from taxes in the
wake of IPSAS 23, then, for the sake of consistency, there is no way transfer expenses may
cover taxes. As a consequence, logically, the definition of transfer expenses cannot exclude
taxes; or



The Board considers that taxes are transfers in nature because of their non-exchange feature,
and the draft standard should address the accounting treatment for tax expenses.

Referring to the exclusion of taxes in the definition of transfer expense is confusing at best, if not
completely misleading on the objective of ED72; therefore, we would recommend to delete the
exclusion.
In addition, we would like to take the opportunity of responding to specific matter for comment 3 to share
some comments on the proposed definitions. As for ED71, the definition of “transfer provider’s binding
arrangement liability” should contain “present” right before “obligation”, that is, to be in line with the
general definition of a liability. And again, we would question the need for two specific definitions when
we believe that the general definitions of assets and liabilities would work.
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Another miscellaneous comment includes the following: in paragraph 6, because IPSAS 1 sets out
presentation requirements but not accounting requirements, we think that the last sentence should
rather read:
“An entity shall account for present contributions from owners and distributions to owners in
accordance with IPSAS 1.”

Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the
distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
Notwithstanding the fact that present obligations from the recipient’s perspective may be frequent in
transactions giving rise to expenses, we are of the view that in the public sector most transactions giving
rise to expenses are transactions without performance obligations.
Therefore, from a practical viewpoint in the context of the public sector, we think that the distinction
between transfer expenses with performance obligations and transfer expenses without performance
obligations is artificial and rather irrelevant.
In line with the above comments, we believe that it is highly critical that transfer expenses arising from
transactions without performance obligations should be given more prominence, all the more that those
transactions represent the vast majority of transactions in the public sector.
With respect to paragraph 2, we would strongly recommend that for a better communication with public
sector constituents and in the public interest, subsections (a) and (b) should be swapped. Indeed, as
noted above, transfers without performance obligations are far more significant in the public sector than
transfers with performance obligations.
Additionally, we would suggest to change the wording in subsection (a) as follows to better align the
objective with the definition of transfer provider in ED71:
“2 (a)

For transfer expenses where the transfer recipient is required to satisfy performance
obligations by transferring goods or services to a third-party beneficiary, to depict the
transfer of resources in an amount that reflects the consideration which the transfer
provider expects to be obligated to pay to allow/finance the transfer of goods or services
to the third-party beneficiary in exchange for those goods or services; and”.

5

28

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 06

Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?
From the comments we gathered from our constituents, we understand that monitoring the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the binding arrangement
would most often prove impossible. As a consequence, most transfer expenses would be accounted for
as transfer expenses arising from transactions without performance obligations.
In that sense we question the relevance of complex requirements that are likely to be discarded.
An alternative could be to put forward the general accounting treatment for transfer expenses arising
from transactions without performance obligations and, when transactions meet the specific criteria in
paragraph 13, and only then, bring in the Public Sector Performance Obligation Approach. To the best
of our recollection, this would mirror the approach in IPSAS 42, Social Benefits, with the general
approach and the insurance approach relevant only for very specific transactions that meet the criteria
in paragraph 28.

Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses with performance obligations:
(a)

A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and

(b)

A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
Notwithstanding our earlier comments, we believe that the proposed recognition and measurement
requirements for transfer expenses arising from transactions with performance obligations are correct
from a technical standpoint. However, we wonder to what extent the accounting solution would be
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different in a situation where the transfer expenses arise from a transaction without performance
obligations, but with a present obligation of the transfer recipient.
Overall, we believe that the draft standard’s requirements break down in too many possibilities that may
in the end come to one same accounting solution.

Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
In line with our above comments, the recognition and measurement requirements indeed seem unduly
complex, all the more in the public sector. In addition, we are concerned that it may not provide better
quality information compared to the cost of applying the requirements.

Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a)

A transfer provider should recognize transfer expenses without performance obligations at the
earlier of the point at which the transfer provider has a present obligation to provide resources,
or has lost control of those resources (this proposal is based on the IPSASB’s view that any
future benefits expected by the transfer provider as a result of the transaction do not meet the
definition of an asset); and

(b)

A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
We observe that measurement of the present obligation of the transfer provider proposed in
paragraph 103 is at best estimate, which is consistent with the requirements in IPSAS 19, Provisions,
Contingent Assets and Contingent Liabilities.
Also, with respect to paragraph 102, the measurement of the expense at the date the provider transfers
the resource at the carrying amount of the resources given up is consistent with the measurement
requirements for transactions that have no commercial substance.

7

30

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 06

We would therefore agree on the proposal for the sake of consistency.
In addition, with respect to present obligations, we would appreciate some more detailed guidance as
to the effect of present obligations of the transfer recipient, as opposed, on the one hand, to performance
obligations and as opposed, on the other hand, to present obligations of the transfer provider.

Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize transfer
expenses without performance obligations at the earlier of the point at which the transfer provider has a
present obligation to provide resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present obligations that are not
performance obligations, it should recognize revenue as it satisfies those present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer recipient recognizes
revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
In line with our last comment in SMC 6, we would recommend that further guidance should be provided
to clarify whether a present obligation of the transfer recipient would have to be taken into account to
determine the accounting treatment.
Though practically probably even more difficult to monitor than the satisfaction of performance
obligations, we wonder to what extent the capacity of the transfer provider to monitor present obligations
of the transfer recipient would have an effect on the accounting solution. Some more guidance as to the
reason for the lack of symmetry, beyond practical difficulties, would be welcome.

Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and should
therefore recognize a liability, prior to the appropriation being authorized. Do you agree with this
proposal?
If not, why not? What alternative treatment would you propose?
We agree with the proposal, and we commend the IPSAS Board for introducing the discussion on the
effect of appropriations on the accounting treatment. This is a specificity of the public sector that needs
to be addressed as such, as preparers face the situation fairly frequently.
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Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations, to the extent that
these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
We would caution the IPSAS Board to not ask for too much information, as the notes to the financial
statements should remain focused on significant elements of the primary financial statements.

9
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Chairman
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Submitted online

Brussels, 22 October 2020
Subject: Accountancy Europe Responds to IPSASB ED 70 - 72
Dear Sir or Madam,
We have pleasure in enclosing our response on the public consultation of IPSASB Exposure Drafts 70
to 72.
We continue to support the simultaneous release of the three EDs on the grounds of their
interconnectivity. We also continue to support the approach of splitting of revenue and expenses into
three separate (draft) standards due to their complexity.
That being said, the EDs are still complex, with many definitions and concepts that need to be borne
in mind when moving from one (draft) standard to another. We call on the IPSASB to further review the
structure of the three (draft) standards with a view to simplifying the language and structure as much
as possible. The IPSASB should also ensure that stakeholders searching for a particular issue have
the relevant information to hand in the relevant standard, with as little need as possible to refer to other
standards.
As mentioned, the (draft) standards contain a lot of terminology, much of which is new in IPSAS.
Unfortunately, some of these (particularly ‘present obligations’ and ‘performance obligations’) are
similar in name and concept, which hampers initial understanding of the (draft) standards. Of more
concern is the use of the term ‘performance obligation’ (Public Sector Performance Obligation
Approach – PSPOA) in ED 70 and ED 72 but with different scope. We feel that this is likely to result in
considerable confusion, especially in the early years of implementation.
We agree with classifying revenue in the (draft) standards into:
•

revenue with performance obligations

•

without performance obligation but with present obligations and

•

without performance obligations and present obligations.

We also support the recognition and measurement criteria and proposed accounting treatments
specified in the draft standards.
However, we do feel that there should be stated an overriding principle - that revenue should be
allocated as far as possible to match the related expenditure. However, we accept that for the
purposes of this (draft) standard, the combination of a specified activity and eligible expenditure give
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Avenue d’Auderghem 22-28
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rise to present obligations and this should, in most cases, result in this overriding principle being
observed.
Additionally, we also agree with the application of the PSPOA to transfer expenses and support the
associated recognition and measurement criteria and proposed accounting treatments specified in the
draft standard.
However, we see scope for transfer expenses without a performance obligation to mirror the revenue
treatment in ED 71. As explained in our responses to ED 72 SMC 2,6 and 7, we believe that there are
circumstances where the transfer provider is able to exert sufficient control over the recipient to create
a present obligation and to ensure that the transfer is utilised in the manner specified in the binding

arrangement.
In such circumstances, where the present obligation extends over more than one period of account,
we believe that it could be appropriate for the transfer provider to recognise the expense as the present
obligation is fulfilled, rather than immediately on loss of control of the funds – as is required in the draft
standard. This would provide symmetry with the treatment of the revenue in the hands of the recipient,
as specified in ED 71.
Please find below our detailed responses to the Specific Matters for Comment (SMC).

ED 70 Revenue with Performance Obligations
ED70 SMC 1
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers.
Because in some jurisdictions public sector entities may not have the power to enter into
legal contracts, the IPSASB decided that the scope of this Exposure Draft would be based
around binding arrangements. Binding arrangements have been defined as conferring both
enforceable rights and obligations on both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear?
If not, what changes to the scope of the Exposure Draft or the definition of binding
arrangements would you make?

1. Accountancy Europe agrees that it is appropriate to base the scope of this ED around binding
arrangements as some public sector entities are legally prevented from entering into legal
contracts.
2. We also agree with the definition of a binding arrangement as ‘an arrangement that confers
both enforceable rights and obligations on bath parties to the arrangement’. It can be seen
from Paras 8-21 of the ED that the binding arrangement is a key concept and the starting point
of the (draft) standard (and indeed of ED 71 - 72), albeit this is only explicitly stated for the first
time in AG 7. It would be clearer to state this in the (draft) standard itself.
3. We believe that the guidance in respect of binding arrangements in the (draft) standard is
sufficient for preparers to determine whether such an arrangement exists, especially in terms
of its enforceability.
4. However, the different ways in which a binding arrangement can be enforced in the public
sector, when compared to private sector contracts, is a key difference to IFRS 15.
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5. Consequently, we believe that the ‘Step 1: Identifying the Binding Arrangement’ section should
include a specific paragraph summarising the key guidance in AG13 to AG 24, making specific
reference to the ‘equivalent means’ - such as sovereign powers and enforceability by
withholding future funding. We would also make this point in respect of the present obligations
section in ED 71.
ED70 SMC 2
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue
without Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses, because
there is an interaction between them. Although there is an interaction between the three
Exposure Drafts, the IPSASB decided that even though ED 72 defines transfer expense, ED
70 did not need to define “transfer revenue” or “transfer revenue with performance
obligations” to clarify the mirroring relationship between the exposure drafts. The rationale
for this decision is set out in paragraphs BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer
revenue with performance obligations”?
If not, why not?

6. We agree with the IPSASB that the terms ‘transfer revenue’ and ‘transfer revenue with
performance obligations’ need not be defined in the (draft) standards. The new approach taken
in the (draft) standards make such definitions superfluous and, as stated by the IPSASB, their
inclusion would lead to additional sub-sets of revenue. These would add little in the way of
useful information, and could create confusion if disclosed separately.
7. The terms ‘transfer revenue’ or “transfer revenue with performance obligations” appear to be
a bridge to the terminology in IPSAS 23. And in this context, it must be taken into account that
the terms ‘exchange revenue/expense’ and ‘non- exchange revenue/expense’ are in
widespread use in existing contracts and national requirements, and are likely to continue be
so for some time in the future.
8. For example, we are aware of some cases where the use of the term ‘non-exchange revenue’
is used to direct the accounting treatment and disclosure of revenue that, should substance
over form be applied, would be treated as revenue with performance obligations under the
new approach.
9. This can be the case where a transfer is received with conditions that would meet the criteria
of the five step model to be treated as revenue with performance obligations but because the
price set is low or symbolic, as required by law, the transfers are treated as ‘non-exchange
revenue’.
10. It may therefore be necessary for the IPSASB to provide some specific implementation
guidance and mapping to deal with the transition from using these terms to the approach
proposed in ED 70-72.

ED70 SMC 3
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on
revenue with performance obligations and ED 71 on revenue without performance
obligations—the IPSASB decided to provide guidance about accounting for transactions

Page 3 / 15
35

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 07

with components relating to both exposure drafts. The application guidance is set out in
paragraphs AG69 and AG70.
Do you agree with the application guidance?
If not, why not?

11. We believe that the guidance included in the (draft) standards does make clear the general
principle of allocating the transaction price when a binding arrangement provides for both the
delivery of specific goods and services and also includes an element of general support.
12. We also agree with the IPSASB’s rebuttable presumption that the binding arrangement relates
solely to the supply of goods \ services under a performance obligation unless there is a clear
provision that only a portion of the consideration is to be returned in the event of a failure to
fully complete the performance obligation.
13. However, from the point of view of implementation, we believe that additional guidance will be
appropriate to deal with the practical challenges of applying the general principles of splitting
binding arrangements. We would therefore recommend that the IPSASB canvas stakeholders
for real life examples that can be used to demonstrate practical steps to deal with such
splitting.
ED70 SMC 4
The IPSASB decided that this Exposure Draft should include the disclosure requirements
that were in IFRS 15. However, the IPSASB acknowledged that those requirements are
greater than existing revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS
15, and that no disclosure requirements should be removed?
If not, why not?

14. We agree with the IPSASB that the IFRS 15 disclosure requirements should be included in full
in the (draft) standard. We are not aware that any of the IFRS 15 disclosures are considered
superfluous in the private sector and see no specificities that would make them so in the public
sector.
15. It is probable that not all disclosures will be relevant for all public sector entities but the
qualitative characteristic of ‘relevance’ in the IPSASB Conceptual Framework will assist
preparers in tailoring their disclosures to ensure that they are relevant for their organisations.
16. Additionally, considering the materiality of disclosures will assist preparers in determining
whether the IFRS 15 derived disclosure requirements are relevant to their organisations – with
the proviso that it may not always be easy for the preparers of financial statements to judge
what is material to the users of financial statements.
ED70 SMC 5
In developing this Exposure Draft, the IPSASB noted that some public sector entities may
be compelled to enter into binding arrangements to provide goods or services to parties
who do not have the ability or intention to pay. As a result, the IPSASB decided to add a
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disclosure requirement about such transactions in paragraph 120. The rationale for this
decision is set out in paragraphs BC38–BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for
disclosure of information on transactions which an entity is compelled to enter into by
legislation or other governmental policy decisions?
If not, why not?

17. In general, we support the inclusion of this additional disclosure requirement over and above
the disclosure derived from IFRS 15 as this is a public sector specific situation that should
provide useful information to the users of the financial statements.
18. However, we are aware of jurisdictions where the relevant public bodies only disclose the
government policy that compels the delivery of services to those that may be unable to pay,
rather than quantitative disclosures. This is often because quantitative information is not
available as invoices are not raised when payment is not expected to be received.
19. Additionally, doubts have been raised whether it is appropriate for an organisation to disclose
revenue forgone when government policy determines that some amounts will never be
collectible. An alternative approach would be to disclose how such forgone revenue increases
the cost for customers that settle their liability.
20. We believe that the standard should clearly state the criteria to determine whether forgone
revenue (arising due to legal requirements or for any other reasons) should be disclosed,
bearing in mind that this may be extremely difficult at the entity level.

ED 71 Revenue without Performance Obligations

ED71 SMC 1 (Paragraphs 14-21)
The ED proposes that a present obligation is a binding obligation (legally or by equivalent
means), which an entity has little or no realistic alternative to avoid and which results in an
outflow of resources. The IPSASB decided that to help ascertain whether a transfer
recipient has a present obligation, consideration is given to whether the transfer recipient
has an obligation to perform a specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard,
Revenue without Performance Obligations, a specified activity and eligible expenditure give
rise to present obligations?
Are there other examples of present obligations that would be useful to include in the [draft]
Standard?

21. We believe that the general principle of matching revenue obtained from transfers to the
related expenditure (contained in IAS 20 Accounting for Government Grants) is relevant for
many public sector transfers without a performance obligation and should be the default
treatment unless transfers are for unspecified purposes only. In this context, we agree that,
for the purposes of this (draft) standard, a specified activity and eligible expenditure give rise
to present obligations and should, in most cases, result in this default treatment.
22. However, we anticipate that in practice identifying the specified activity may prove to be
difficult - especially when a single binding obligation may contain several activities, some of
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which are implied. This may be a situation where more outreach is required to identify potential
implementation issues and provide additional guidance where issues are identified.
23. We are also aware of practical situations where funds are provided for specified activities but
where monitoring the specified activity is non-existent, resulting in the funds being used in full
or in part for other purposes.
24. Again, this may be a situation where more outreach is required to identify how commonly this
occurs. If common, it would be useful to provide a specific statement that where monitoring
is non-existent, the rebuttable presumption is that no present obligation can exist.
ED71 SMC 2 (Paragraph 31)
The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process a
transfer recipient undertakes to determine whether revenue arises and, if so, the relevant
paragraphs to apply for such revenue recognition.
Do you agree that the flowchart clearly illustrates the process?
If not, what clarification is necessary?

25. We believe that the flowchart clearly illustrates the process that a transfer recipient undertakes
to determine whether revenue arises and how to recognise said revenue. We do not believe
additional clarification is required.

ED71 SMC 3 (Paragraph 57-58)
The IPSASB decided that a transfer recipient recognizes revenue without performance
obligations but with present obligations when (or as) the transfer recipient satisfies the
present obligation.
Do you agree that sufficient guidance exists in this [draft] Standard to determine when a
present obligation is satisfied and when revenue should be recognized? For example, point
in time or over time.
If not, what further guidance is necessary to enhance clarity of the principle?

26. We believe that the level of guidance in paras 57-58 is sufficient to establish the general
principles in a principles-based standard.
27. However, we believe that preparers will face practical difficulties in determining whether
income is to be recognised over time or at a point in time (the default treatment).
28. We note that ED 72 contains considerably more guidance on this matter, primarily in paras 36
– 39, but also in the Application Guidance in respect of certain specific issues. We would
consider it beneficial if at least the same level of guidance on this topic was included in ED 71
as is included in ED 72.
29. We have identified another area of specific guidance that would be beneficial. It concerns
situations where funds are made available to public sector entities for a specific project, but
when the project is cancelled the funds are not recovered but are added to the entity’s general
funding.
30. In these circumstances a liability has been recognised for the present obligation, but this
liability becomes redundant as circumstances change. In such circumstances, unless another
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present obligation is imposed by the transfer provider, we believe that the correct treatment
would be to treat the transfer as being without present obligations and immediately extinguish
the liability, and thereby recognise revenue. We believe that it would be useful if the IPSASB
could provide specific guidance covering such situations.
31. More generally, we find the structure of ED 70 is more logical than ED 71 when it comes to the
revenue recognition section - perhaps because ED 70 is driven by the 5-step recognition
model. We feel that the recognition section of ED 71 would benefit from a step-by-step layout
to improve clarity, starting with recognition of an asset, recognition of liabilities and then
recognition of revenue.
32. When dealing with recognition of revenue, the same logical flow as ED 70 (where appropriate)
would improve clarity. In particular, we consider that most of the detailed paragraphs in the
Definitions section dealing with Present Obligations (including Specified Activity, Eligible
Expenditure and Enforceability of Binding Arrangements) would be more appropriately placed
under Transfers with Present Obligations – Present Obligation with just the basic definition of
these terms remaining in the Definitions section.
33. This would ensure that the detailed requirements and guidance are all in the same location
and would result in the (draft) standard being more consistent with the (draft) standard
Revenue With Performance Obligations. In common with our response to ED 70 SMC 1, we
also believe that the section on Enforceability should include a specific paragraph
summarising the key guidance in AG16 to AG23, making specific reference to the ‘equivalent
means’ such as sovereign powers and enforceability by means of withholding future funding.

ED71 SMC 4 (Paragraphs 80-81)
The IPSASB decided that the objective when allocating the transaction price is for a transfer
recipient to allocate the transaction price to each present obligation in the arrangement so
that it depicts the amount to which the transfer recipient expects to be entitled in satisfying
the present obligation. The amount of revenue recognized is a proportionate amount of the
resource inflow recognized as an asset, based on the estimated percentage of the total
enforceable obligations satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and determine
how to allocate the transaction price between different present obligations?
If not, what further guidance is necessary to enhance clarity of the principle?

34. As with SMC 3 above, we believe that the level of guidance in paras 80-81 is sufficient to
establish the general principles in a principles-based standard.
35. However, again we believe that preparers will face practical difficulties in determining
allocating the transaction price to each present obligation in the arrangement. We note that
equivalent guidance in ED 70, derived from IFRS 15 and contained in paras 72 – 85 inclusive,
is considerably more extensive.
36. In the private sector context, we have found the IFRS 15 guidance on this issue to be sufficient
and we would encourage the IPSASB to consider whether a similar level of guidance should
also be included in respect of allocating the transaction price to each present obligation.
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ED71 SMC 5 (Paragraphs 84-85)
Do you agree with the IPSASB’s proposals that receivables within the scope of this [draft]
Standard should be subsequently measured in accordance with the requirements of IPSAS
41, Financial Instruments?
If not, how do you propose receivables be accounted for?

37. We agree with the IPSASB that receivables within the scope of the standard should
subsequently be measured in accordance with the requirements of IPSAS 41, Financial
Instruments.

ED71 SMC 6 (Paragraphs 126-154)
The disclosure requirements proposed by the IPSASB for revenue transactions without
performance obligations are intended to provide users with information useful for decision
making, and to demonstrate the accountability of the transfer recipient for the resources
entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with
sufficient, reliable and relevant information about revenue transactions without performance
obligations?
In particular, (i) what disclosures are relevant; (ii) what disclosures are not relevant; and (iii)
what other disclosures, if any, should be required?

38. We agree with the disclosure requirements in respect of Revenue Transactions Without
Performance Obligations and have not identified any disclosures that are not relevant, or any
obvious omissions.

ED71 SMC 7 (Paragraph N/A)
Although much of the material in this [draft] Standard has been taken from IPSAS 23,
Revenue from Non- Exchange Transactions (Taxes and Transfers), the IPSASB decided
that the ED should establish broad principles for the recognition of revenue from
transactions without performance obligations, and provide guidance on the application of
those principles to the major sources of revenue for governments and other public sector
entities. The way in which these broad principles and guidance have been set out in the ED
are consistent with that of [draft] IPSAS [X] (ED 72), Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad principles
and guidance are logically set out?
If not, what improvements can be made?

39. We agree with the combined approach of issuing ED 70 - 72 at the same time due to the crosscutting approach and issues. However, given the sheer volume of text involved, it can be quite
difficult to develop a helicopter view of the consistency of structure, broad principles and
internal logic between the three (draft) standards.
40. We have identified one important issue with the different relevance of present obligations
between ED 71 and ED 72 and will deal with that in more detail in our response to the ED 72
SMCs below. Another issue of consistency, between ED 70 and ED 71 has been dealt with
under ED 70 SMC 3 above.
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41. Apart from the issues identified in the point above, our view is that the three (draft) standards
do follow a consistent approach in both layout and the application of concepts and that they
are set out logically.
42. There is, however, a great deal of information split between the three documents and, when
read in a linear fashion, it is quite easy to get lost. Especially in the Application Guidance, the
heading and sub-heading layout can break down and it can be difficult to relate the section
being read to the overall heading under which it is nested.
43. This is especially the case with ED 71 and ED 72 where fundamentally different types of income
\ expenditure are dealt with in the same document. For example, there are many pages
between the sections on recognition in respect of revenue without a performance obligation
but with a present obligation and income with neither a performance obligation nor a present
obligation. This makes it more difficult to fully judge the difference between the two without
constant jumping backwards and forwards within the documents. Consequently, with certain
key sections, it may be beneficial to have a summary at the start of the document to provide
an ‘at a glance’ overview in the (draft) standard itself.
44. It can also be difficult to carry forward concepts established in one (draft) standard to other
standards where they also apply. This is important as most users of the (draft) standards will
zoom in on the particular sections that appear to be of most relevant to their issues without
necessarily being cognisant that another standard may provide additional context or guidance.
45. Consequently, we would recommend that the IPSASB further review the text to see if it can
be shortened and simplified, ensure that all useful cross references between the different
(draft) standards are in place and consider whether terms defined in one standard need to be
restated in the others.

ED 72 Transfer Expenses

ED72 SMC 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph
8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear?
If not, what changes to the scope or definition of transfer expense would you make?

46. We agree that the scope of this (draft) standard is clear and do not propose any changes to
the scope or the definition of transfer expenses.

ED72 SMC 2
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
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obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?

47. In principle, we agree with distinguishing between transfer expenses with and without
performance obligations, but we feel that is some confusion that arises due to similar and
shared terminology within the three exposure drafts.
48. Underlying all three EDs is whether a present obligation exists in respect of a transfer payment
– i.e. a binding obligation arising from past events to perform a service in the future. Public
sector performance obligations as per ED 70 are a sub-set of these, with a specific present
obligation to deliver goods or services to the purchaser or a third party.
49. ED 72 uses the same Public sector performance obligations but from the transfer payer’s point
of view. However, it is only scoped to include supplies of goods and services to third parties
on behalf of the purchaser and not to the purchaser itself.
50. We see the logic of excluding the purchaser of goods or services from the scope ED 72’s
performance obligations requirement but feel the using the same term ‘Public Sector
Performance Obligation Approach’ (PSPOA) in respect of transfer expenses, where the scope
is not identical, could be confusing.
51. We agree with the application of the 5 step approach of the PSPOA to transfer expenses – in
fact, we feel that there may be good reasons to broaden its principles to other transfer
expenses with present obligations – i.e. to further mirror the treatment for revenue in ED 70
and ED 71. We will deal with this point in more detail under ED 72 SMC 6, below.

ED72 SMC 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout the
duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?

52. Subject to our concerns expressed under SMC 2, we agree that if the transfer provider does
not, or cannot, monitor the transfer recipient’s performance obligations throughout the
duration of the binding arrangement, the transactions should be accounted for as a transfer
expense without performance obligations.
53. Compared to the provisions covering revenue with performance obligations in ED 70, paras
45 and 46 are important additions to the guidance in respect to performance obligations and
transfer expenses. However, we believe that the issue of ‘reasonable measures of progress’
would benefit from additional guidance.
54. For example, in Para 45 it is stated that ‘if the transfer provider cannot reasonably measure

the transfer recipient’s progress towards complete satisfaction of the performance
obligation, the transfer provider shall recognize an expense for a transfer recipient’s
performance obligation recognized at a point in time, or a transfer expense without
performance obligations, whichever more faithfully represents the transfer provider’s
obligations to transfer resources to the transfer recipient’. This is a significant judgement to
make - which could result in major differences in the recognition of the expense - so additional
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guidance on the factors that should be considered when making the decision would be
beneficial.
55. Para 46 acknowledges that it may be difficult to reliably measure the progress that the transfer
recipient is making in satisfying the performance obligation, especially at the early stages of
the binding arrangement. An expense would only then be recognised when it is possible to
reasonably measure the outcome of the recipient’s performance obligation.
56. This creates a tension with the part (d) of Para 13, which firmly states that the PSPOA can only
be applied if the transfer provider can monitor the satisfaction of the performance obligations
throughout the duration of the binding arrangement. It would be beneficial to provide additional
guidance on such matters as:
a. How you assess the likelihood of being able to monitor the satisfaction of the
performance obligation at the commencement of the binding arrangement?
b. How long an interval where monitoring is not possible is acceptable at the start of the
binding arrangement before the use of the PSPOA becomes untenable?
c. How to deal with temporary restrictions on being able to monitor the satisfaction of
the performance obligation before it is necessary to review the use of the PSPOA and
potentially treat the transfer as a transfer expense without performance obligations.

ED72 SMC 4
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses with performance obligations:

(a)

A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and

(b)

A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses
with performance obligations?
If not, how would you recognize and measure transfer expenses with performance
obligations?

57. We agree with the recognition and measurement requirements for transfer expenses with
performance obligations as stated in the (draft) standard and believe that this is an approach
that works well with the consolidation of public sector entities.

ED72 SMC 5
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
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provide details of any anticipated difficulties, and any suggestions you have for addressing
these difficulties.

58. Our experience with IFRS 15 is that the guidance in the standard has been sufficient to deal
with the issues arising from applying the recognition and measurement requirements for
revenue with performance obligations. Consequently, as the guidance in ED 72 has been
derived from IFRS, we consider that the guidance will also be sufficient in the majority of
situations in the public sector.
59. One issue raised was in respect of public sector bodies avoiding applying performance
obligations by incorrectly claiming that they are merely acting as agents for other governmental
bodies. This is an issue that affects more areas than just the point in question here, and we
wonder whether it would be beneficial for the IPSASB to provide some guidance on the criteria
necessary for entities to claim that they are acting only as agents – thereby not applying the
PSPOA.
ED72 SMC 6
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses without performance obligations:

(a)

A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this proposal
is based on the IPSASB’s view that any future benefits expected by the transfer
provider as a result of the transaction do not meet the definition of an asset); and

(b)

A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?

60. As mentioned in SMC 2 above, we believe that there is a fundamental issue to address in
respect of recognition of transfers that don’t meet the criteria to apply the PSPOA but where
- due to the binding arrangement - the transfer provider could still control the asset until the
transfer recipient fulfils the present obligations.
61. In such circumstances, we believe that a present obligation exists on the transfer recipient to
apply the resources in the manner directed in the binding arrangement – including that the
resources be applied at a point of time, or over time, in several accounting periods. The
transfer provider would monitor the performance of the present obligation and act if the
transfer recipient fails to deliver on the terms of the binding arrangement.
62. This situation was highlighted by Rosa Aldea Busquets, Accounting Officer to the European
Commission in her presentation in the December 2019 IPSASB CAG meeting. She highlighted
transactions that wouldn’t meet the PSPOA criteria but where the European Commission still
has power to enforce performance obligations by maintaining control over the funds.
63. In these situations, where the recipient’s ‘performance obligations’ could run over several
years, we do not believe that immediately recognising the entirety of the transfer expense will
always faithfully represent the transaction – and could result in a different treatment than if the
transfer was structured a series of annual transfers.
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64. Where such control can be demonstrated, and is enforceable (perhaps by the contractual right
for the return of funds not utilised as per the binding arrangement), we believe that a similar
approach to the PSPOA could provide a more faithful representation of the arrangement from
the transferor’s perspective - rather than recognising transfer expenses at the earlier of a
present obligation arising or when control of the resources is lost.
65. In such circumstances, it would be appropriate to record a binding arrangement liability when
the present obligation is established – as proposed – but to then recognise the expense as
and when the transfer recipient fulfils their obligation under the binding arrangement. It would
also be appropriate to recognise a binding arrangement asset for any assets transferred in
advance of the transfer recipient fulfilling the obligations or incurring eligible expenditure.
66. In such circumstances, if the transfer provider suffered a genuine loss of control of the asset(s)
in question, the expense would be immediately realised.
67. Consequently, we ask that the IPSASB should consider how the PSPOA approach could be
applied to present obligations and whether the treatment proposed in the (draft) standard for
are appropriate for all transfer expenses without performance obligations where the recipient’s
present obligations run for more than one accounting period.
68. We agree with the proposal in the (draft) standard to measure transfer expenses without
performance obligations at the carrying amount of the resources given up.

ED72 SMC 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost control
of those resources. ED 71, Revenue without Performance Obligations, proposes that where
a transfer recipient has present obligations that are not performance obligations, it should
recognize revenue as it satisfies those present obligations. Consequently, a transfer
provider may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

69. The issue raised in SMC 2 and 6 have a big impact on the proposal that asymmetrical
recognition of revenue and expenses could occur for transfers without a performance
obligation.
70. We understand that the asymmetrical treatment would be more prudent for the transfer
provider. However, where the transfer provider still has substantial control over the application
of the transferred resources - and may be able to withhold or recover resources not applied in
accordance with the binding obligation - we believe a symmetric recognition would provide a
more faithful representation of the timing of the costs from the perspective of the transfer
provider.
71. Indeed, we consider that symmetry of recognition should be default presumption, with the
ability to rebut the presumption to deal with, for examples, issues of prudence.
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ED72 SMC 8
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation
to transfer resources, and should therefore recognize a liability, prior to the appropriation
being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?

72. We understand that there is considerable global divergence in the role that formal
appropriation processes play in determining whether a binding arrangement exists. Broadly,
we agree with the proposal that the transfer provider should consider substance over form
when deciding whether a present obligation to transfer exists prior to the appropriation being
authorised.
73. However, we wonder whether the (draft) standard would benefit from a change in emphasis.
We believe that the if a binding arrangement exists then, by the very nature of it being binding,
the liability should be recognised.
74. If there is an established practice of refusing appropriation, we would consider that the
arrangement could not be binding until the appropriation is approved. However, if it is normal
for appropriations to be approved, the obligation should be treated as binding and a liability
should be recognised at the inception of the arrangement. Any subsequent refusal of all, or
part, of the appropriation would then be accounted for when the refusal occurs.
75. We believe that linking recognition of a liability too directly to a successful appropriation offers
too much opportunity for abuse.
76. In many jurisdictions there will be an established custom of appropriations that indicate
whether approval of the appropriation is likely. However, we wonder whether the current
coronavirus crisis indicate the need for more guidance on judging whether an appropriation is
likely to be approved.
77. We are aware that the coronavirus crisis, and other crises such as the Wellington earthquake,
led to a widespread diversion of resources away from established programmes into
emergency support programmes. This introduces an element of uncertainty into the
appropriation process even where this did not previously exist. We ask the IPSASB to consider
whether additional guidance is appropriate in the criteria that preparers should use in applying
substance over form when deciding if uncertainties about appropriation are sufficiently
pervasive to not recognise the liability when the arrangement is agreed.
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ED72 SMC 9
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In
particular,
a)

Do you think there are any additional disclosure requirements that should be
included?

b)

Are any of the proposed disclosure requirements unnecessary?

78. We appreciate that how public sector bodies spend taxpayers’ money is a crucial matter for
many stakeholders.
79. However, we are uncertain that all of the disclosures are necessarily vital to the majority of
stakeholders and we believe that it is important to strike a balance and not bury important
information under non-essential disclosures. This is of particular concern when many of the
transactions will relate to transactions with other public bodies that would fall away on
consolidation but that would still be required to be disclosed in individual financial statements.
80. Our respondents have, in particular, expressed concerns about the necessity of disclosures
relating to the disclosure of significant judgements and the reconciliation of opening and
closing balances. Concerns have also been raised about having to re-classify arrangement
extant at the implementation date of the standard as, for example, transfers with and without
performance obligations. Further outreach to preparers may be required to determine if
additional guidance is required in respect of these issues.
81. We cannot identify any class of disclosures that are obviously superfluous, but we find it
difficult to gauge the full disclosures that public sector bodies would be required to produce
in respect of transfer expenses. To that end, we would find it useful if the IPSASB could provide
some model disclosures for different types of public sector entity, which would better allow us
to assess the practical impact of the requirements on preparers.

Sincerely,

Florin Toma
President

Olivier Boutellis-Taft
Chief Executive

About Accountancy Europe
Accountancy Europe unites 51 professional organisations from 35 countries that represent close to 1 million
professional accountants, auditors and advisors. They make numbers work for people. Accountancy Europe
translates their daily experience to inform the public policy debate in Europe and beyond.Accountancy Europe is
in the EU Transparency Register (No 4713568401-18).
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Wayne Morgan
Ian Sneddon
Office of the Auditor General of Alberta
Edmonton, Alberta
October 27, 2020
International Public Sector Accounting Board
529 Fifth Avenue
New York, NY 10017
Our response to Exposure Draft 72: Transfer Expenses is below.
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The rationale for this
decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or definition of
transfer expense would you make?

Yes, we agree that the scope of the proposed standard is clear.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the distinction for
revenue transactions proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations?
If not, what distinction, if any, would you make?

No, we do not support this distinction. We do not see value in mirroring the treatment of ED 71 in
ED 72. The distinction should be between reciprocal transfers in which the counter-party has a
performance obligation to the entity (apply ED 70), and non-reciprocal transfers in which the
entity receives no assets or services directly back from the counter-party (apply ED 72).
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the satisfaction of
the transfer recipient’s performance obligations throughout the duration of the binding arrangement, the
transaction should be accounted for as a transfer expense without performance obligations?

We believe the transfer should be expensed with or without performance obligations. Unless the
transfer provider is receiving goods or services in exchange, it is inappropriate to recognize an
asset. If goods and services are to be received in return, it would be accounted for under ED 70.
Therefore, transfers under ED 72 should be expensed.
In addition, we note that the proposed standard would allow the transfer provider the option of
recognizing an asset or of expensing the transfer by simply choosing whether or not to actively
monitor. The benefit of the “asset” to the organization may be limited to the ability to defer when
to recognize an expense.
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Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for transfer expenses
with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient transfer
goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer recipient
transfers goods and services to third-party beneficiaries, using the public sector performance obligation
approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with performance
obligations? If not, how would you recognize and measure transfer expenses with performance obligations?

We do not agree with the recognition of an asset. While there may be a general presumption that
the recipient will provide the required goods or services to third parties, these are not assets of
the transfer provider. Governments have multiple areas of responsibility that they may discharge
directly or through intermediaries. But the fulfillment of these areas of responsibility do not give
rise to an asset of the government. Providing health services to make the population healthier is
not an investment that the government would consider capitalizing, and expenditures for national
security do not give rise to an asset of a more secure nation. While a healthier or more secure
nation is beneficial, these are not benefits that meet the required definition of control for the
government to recognize them as an asset. An agreement that would require a transfer recipient
to advance the transfer provider’s interests in these program areas would not give rise to an asset
of the transfer provider any more than providing those services directly would.
In an exchange for goods and services, a pre-payment in a purchase agreement will give the
purchaser the right to either receive the purchased asset or service, or receive the return of the
funds. Either way, the purchaser will receive an asset and can recognize the pre-payment as an
asset.
And for a transfer agreement that requires the recipient to either provide services or return the
funds, the recipient would recognize a liability as the recipient has no discretion to avoid fulfilling
at least one of these obligations. However, if the transfer provider has lost the ability to direct
which action the recipient will take, the transfer provider has lost control over the transferred
funds (the transfer provider does not have a unilateral right to receive the funds back from the
recipient because the recipient can avoid returning the funds by providing the services to third
parties). While we can observe that, conceptually, there is some sort of asset for someone as
ultimately someone will receive assets or services under the arrangement, no one has a right to
ensure that they will receive the benefits directly – so the requisite control over access to the
benefits under the agreement would not be met sufficiently to support recognition as asset.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and measurement requirements
for transfer expenses with performance obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.
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It may be difficult to apply the accounting for transfers with performance obligations where
transfers flow through multiple levels of government. For example, a federal government may
transfer funds to a state government that must be used to construct/enhance infrastructure. The
state level government then transfers the funds to municipalities to be used on specific approved
infrastructure projects. Would the federal government recognize an expense when the state level
government passes on the funds, or when the actual infrastructure work is carried out by the
municipality? Would the federal government recognize revenue as the municipality spent funds
on any eligible infrastructure project (as defined in the terms of the federal transfer) or based on
the more restrictive eligible expenditures from the state’s transfer (to recognize expenses at the
same time the state level government recognizes revenue?
The proposals for transfers with performance obligations to third parties will make the budgeting
processes of public sector entities more complicated and may reduce accountability.
Appropriations are typically close to the cash spending in accordance with democratic principles.
Under the proposals the cash paid under the transfer may substantially differ in timing from when
the expense is eventually recognized, making it less clear what is being “voted” as expenditures.
As well, because the expense recognition is more outside of the control of the transferor and
instead in the control of the intermediary, it may be more difficult to budget for these expenses.
The deferral of recognition of expenses for transfers with performance obligations will also
present a challenge for accountability of the executive branch of government to a legislative
branch for compliance with spending authorities. This is fairly simple when expenditures
incurred are represented by either expenses or purchases of capital. But where a transfer
expenditure is recognized as an asset, it may not be clear whether the transfer expenditure(s)
recorded as assets plus expenses and capital purchases are all within spending authorities. And in
subsequent periods as expenses are recognized, some reconciliation may be necessary to clarify
which expenses are against the current year’s spending limits and which relate to a prior year’s
spending limit. The deferral of expense may add complexity to the accounting while also
undermining accountability.
There also may be some difficulty in separating substantive performance obligations from those
that are present only as a matter of form. Restrictions on the use of funding may be added not for
the purpose of mitigating risks and ensuring the transfer provider’s program objectives are met,
but may also serve to manage when expenses are recognized to massage the reported results of
the transfer provider. As auditors, we may find it difficult to verify that the appropriate expense
amount has been recognized in a transfer provider’s financial statements.
For these reasons, and reasons described in Comment 4, we suggest that all transfers be expensed
on the same basis as transfers without performance obligations (paragraph 91).
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for transfer expenses
without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the earlier of
the point at which the transfer provider has a present obligation to provide resources, or has lost control
of those resources (this proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an asset); and
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(b) A transfer provider should measure transfer expenses without performance obligations at the carrying
amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without performance
obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?

We agree with the proposals except where assets are transferred that are not recognized in the
transfer provider’s financial statements. For example, a government may have control over public
land and natural resources that are not recognized as assets in the financial statements. The
carrying value of these “assets” are effectively zero, though they would have value to a transfer
recipient. To assist in accountability for the stewardship of public resources, PSAS should
consider having these assets transferred at their fair value, rather than carrying cost. The value of
the transferred asset could be written up to its fair value (credit revenue), and then expensed at
this fair value amount to reflect the value of the transfer.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize transfer expenses
without performance obligations at the earlier of the point at which the transfer provider has a present obligation
to provide resources, or has lost control of those resources. ED 71, Revenue without Performance Obligations,
proposes that where a transfer recipient has present obligations that are not performance obligations, it should
recognize revenue as it satisfies those present obligations. Consequently, a transfer provider may recognize an
expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

We agree that this lack of symmetry is appropriate. The purpose should be to reflect the
underlying economic substance of the transaction from the perspective of each participant rather
than to impose some symmetrical accounting.
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the transfer
provider needs to consider whether it has a present obligation to transfer resources, and should therefore
recognize a liability, prior to the appropriation being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?

Yes, we agree with this proposal. While a government may make future transfers subject to
approval of an appropriation (as they cannot expend funds without it), the substance of an
agreement and other actions and communications of the transfer provider may remove the
transfer provider’s discretion to avoid making the future transfers.
Greater reference could be made to the actions and communications of the transfer provider
outside of the agreement that may leave the transfer provider with little or no realistic alternative
to avoid providing the remaining transfers (provide grounds for the recipient to sue to collect the
promised funds from government).
Specific Matter for Comment 9:
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This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users with sufficient,
reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?

As described above, we do not agree with deferral of recognition of expenses for transfers with
performance obligations. We suggest it is better accounting if transfers were all expensed when
the transfer provider has a present obligation to transfer resources to a recipient and when the
transfer provider ceases to control the resources (the accounting proposed for transfers without
performance obligation). This simplified approach may better reflect the economic substance,
provide better accountability for expenditures against limits on spending authority. It will also
allow simpler disclosure requirements around transfer expenses for the period.
Thank you for the opportunity to comment.
Sincerely,
Wayne Morgan, PhD, CPA, CA, CISA
Ian Sneddon, CPA, CA
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Ross Smith
Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street, 4th Floor
Toronto, ONTARIO
M5V 3H2
Dear Mr. Smith:
SUBJECT: Exposure Draft (ED) 72: Transfer Expenses
Thank you for the opportunity to comment on the Exposure Draft (ED) 72:
Transfer Expenses issued in February 2020.
The Government of Canada bases its accounting policies on the
accounting standards issued by the Public Sector Accounting Board (PSAB) of
the Chartered Professional Accountants of Canada (CPA Canada). The
Government of Canada is not required to follow the International Public Sector
Accounting Standards (IPSAS), however, IPSAS are regarded as an important
secondary source of generally accepted accounting principles.
Our responses to the specific matters for comment on ED 72 are included
in the attached appendix.
We thank you again for providing the opportunity to comment on this
Exposure Draft. If you require further information, please do not hesitate to
contact either Blair Kennedy at blair.kennedy@tbs-sct.gc.ca (613-404-2996) or
myself at diane.peressini@tbs-sct.gc.ca (613-369-3107).

Yours sincerely,

Diane Peressini
Executive Director,
Government Accounting Policy and Reporting
c.c.:

Roch Huppé, Comptroller General of Canada
Roger Ermuth, Assistant Comptroller General, Financial Management
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APPENDIX
Responses to Specific Matters for Comment

Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Response:
We agree that it is generally clear which transactions fall within the scope of the
standard and that the rationale is explained clearly in BC4-BC15.
However, we find that the overlap of definitions between ED 70 Revenue with
Performance Obligations, ED 71 Revenue without Performance Obligations and
ED 72 Transfer Expenses may cause confusion:
• Transfer provider: Transfer expense arrangements with performance
obligations mirror those in ED 70. However, the “transfer provider” in ED
72 is referred to as the “purchaser” in ED 70.
•

Transfer recipient: The definition of transfer recipient is provided in ED
71 Revenue without Performance Obligations as “an entity that receives a
good, service, or other asset from another entity without directly providing
any good, service, or other asset to that entity”. However, ED 72 uses the
term “transfer recipient” to refer to both of the following parties:
o For transfers with performance obligations: the party that provides
goods or services to a third-party beneficiary in return for
consideration.
o For transfers without performance obligations: the party ultimately
benefitting from the transfer without providing goods or services in
return.
While we understand that, in both instances, the transfer recipient does not
directly provide goods or services back to the transfer provider, having
these two distinct types of transfer recipients may cause confusion. The
transfer recipient in transactions with performance obligations is a supplier
of goods or services, although these are provided to a third party rather
than to the transfer provider.
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Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations? If not, what distinction, if any, would you
make?
Response:
We agree with the proposals to distinguish transfer expenses with performance
obligations and those without performance obligations.

Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?
Response:
We agree that the transfer provider must be able to monitor the satisfaction of
performance obligations by the transfer recipient throughout the term of the
arrangement in order to apply the performance obligation approach.
However, as written, the guidance implies that the transfer provider has a choice
to monitor the satisfaction of performance obligations. In our opinion, the
guidance should require that the ability to monitor the satisfaction of performance
obligations should be specified in the terms of the arrangement, and be a question
of fact rather than a choice. Additional guidance should be provided to help
entities assess the type of monitoring that is acceptable to satisfy this requirement.
When the recipient does not comply with the monitoring mechanism in the
arrangement, the transfer provider would need to apply professional judgement in
determining whether the performance obligation approach can still be applied.
When the transfer provider cannot monitor the satisfaction of performance
obligations, the binding arrangement asset or binding arrangement liability should
not be recognized because it is not measurable, and therefore, we agree that such
transactions should be accounted for as transfer expenses without performance
obligations.
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Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34. Do you
agree with the recognition and measurement requirements for transfer expenses
with performance obligations? If not, how would you recognize and measure
transfer expenses with performance obligations??
Response:
We partially agree with these recognition and measurement proposals.
In our opinion, a transfer provider should initially recognize an asset for the right
to have the transfer recipient transfer goods or services to the third-party
beneficiaries only when the funds have been provided in advance, which
constitutes performance under the arrangement. Consistent with the accounting
treatment for executory contracts, there should be no accounting recognition until
one of the parties to the arrangement has performed. Consequently, we disagree
with Illustrative Example IE206, case B, in which a transfer provider’s binding
arrangement asset and a payable are established prior to any performance by
either of the parties under the arrangement.
When funds are provided in advance, we agree that the transfer provider obtains
service potential which should trigger recognition of an asset until the
performance obligations under the arrangement are satisfied. The fact that the
goods and services are to be delivered to a third-party beneficiary rather than to
the transfer provider should not affect the pattern of expense recognition because
the transfer provider retains control over the goods or services through the terms
of the arrangement until they are transferred to the beneficiary. The substance of
the transaction is the same as the transfer provider obtaining the goods and
services directly and then transferring them to the third-party beneficiary. The
asset represents the right to have the goods or services under the arrangement
provided as directed in the agreement.
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-5We agree that transfer expense should be recognized by the transfer provider as
the goods or services are provided to the third party beneficiary using the
performance obligation approach outlined in the ED, as long as the transfer
provider has the ability to monitor the satisfaction of performance obligations.
Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the
recognition and measurement requirements for transfer expenses with
performance obligations, please provide details of any anticipated difficulties,
and any suggestions you have for addressing these difficulties.
Response:
We are not aware of practical difficulties that may arise other than the ability to
monitor the satisfaction of performance obligations.
Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?
Response:
We agree with these proposed recognition and measurement requirements.
Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
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recognize an expense earlier than a transfer recipient recognizes revenue. Do you
agree that this lack of symmetry is appropriate? If not, why not?
Response:
We agree that this lack of symmetry is appropriate because the primary
consideration from the transfer provider’s perspective is whether it has lost
control of the resources transferred and/or whether it has a present obligation
related to those resources. We agree with the explanations provided in BC 48-59.

Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior
to the appropriation being authorized. Do you agree with this proposal? If not,
why not? What alternative treatment would you propose?
Response:
We partially agree.
Although we agree that there may be circumstances in which a liability should be
recognized prior to the appropriation being authorized, and that this depends on
whether a transfer provider has a present obligation to make the payments, we do
not agree with the guidance in AG 100(b) with respect to the situations in which
such a liability would arise.
The last sentence of AG 100(b) states that the transfer provider may lose its
discretion to avoid payment when it enters into a binding arrangement with a
recipient that includes the subject to appropriations clause. This statement is cause
for concern when considering multi-year transfers, because entering into such an
agreement is generally not the point at which the transfer provider has a present
obligation to make payments that are subject to approval of appropriations in
future years.
The proposed guidance requires consideration of when the recipient has an
enforceable right to the payment. For a multi-year transfer with performance
obligations, the transfer recipient does not have an enforceable right to the future
payments until it has performed under the agreement. When there is no
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subject to appropriations clause has substance because it informs the recipient that
it should not have an expectation of receiving the transfer until the appropriations
have been approved.
In our opinion, past practice or published policies would not result in the transfer
provider having a present obligation upon entering an agreement that includes the
subject to appropriations clause. This is because government transfers are by
nature discretionary, and the rationale for including the subject to appropriations
clause is to provide flexibility to the transfer provider to direct its resources as it
determines most appropriate in future years. Consequently, only when a recipient
has acted under the agreement with a valid expectation of receiving the future
transfers would the recipient have an enforceable right to the transfer.
In Illustrative Example 35, Case B indicates that the subject to appropriations
clause does not have substance because authorizing legislation requires the
national government to invest in measures to reduce pollution, and the binding
arrangement is a firm commitment to undertake these measures through local
governments. We disagree with this conclusion. The national government’s
commitment to invest in pollution measures as a result of authorizing legislation
does not result in a present obligation as the local government does not have an
enforceable right to the funds until it has incurred, or irrevocably committed itself
to incurring, expenses for which it has a valid expectation of reimbursement under
a binding arrangement between the parties.
Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate. Do you agree the disclosure requirements in this [draft] Standard
are appropriate to provide users with sufficient, reliable and relevant information
about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
Response:
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We are concerned about the extent of the disclosures proposed given the resulting
complexity in record keeping and reporting. Although the proposed disclosures
are based on those in IFRS 15, the IPSASB may want to consider whether public
sector disclosures should be less than those in the private sector given the extent
of other types of reporting by governments outside of financial statements.
Extensive disclosure requirements can significantly expand the financial
statements with too much detailed information, thereby impairing their
understandability and obscuring the most relevant information.

We do not agree with paragraph 150 which states that a contingent liability may
arise when a transfer provider has not recognized an expense/liability prior to an
appropriation being authorized. A contingent liability arises when the future
events that can result in a liability are not within the entity’s control. This is not
the case for the voting of appropriations by a government.
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28 October 2020

Mr Ross Smith
Program and Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street West
Toronto
Ontario M5V 3H2
CANADA
Submitted to: www.ifac.org
Dear Ross
Revenue and Transfer Expenses
Thank you for the opportunity to comment on the IPSASB’s proposals in relation to revenue and
transfer expenses. This letter sets out our comments on the following exposure drafts (EDs).
•

ED 70 Revenue with Performance Obligations

•

ED 71 Revenue without Performance Obligations

•

ED 72 Transfer Expenses

As the EDs have been exposed for comment in New Zealand, some New Zealand constituents may
comment directly to you.
We acknowledge the work and effort that the IPSASB has put into developing these important EDs.
This cover letter contains some general comments on the EDs and highlights some matters that are
discussed in more detail in our responses to the Specific Matters for Comment (SMCs).
ED 70 Revenue with Performance Obligations
We support the IPSASB developing a standard based on IFRS 15 Revenue from Contracts with
Customers and most of the proposals in ED 70. We appreciate the work undertaken by the IPSASB to
modify and supplement the requirements in IFRS 15 to make it appropriate for application in the
public sector. Extending the scope of the proposed standard to include the delivery of goods and
services to third-party beneficiaries clarifies the accounting for revenue from these types of
transactions which are prevalent in the public sector.
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ED 71 Revenue without Performance Obligations
We have both conceptual and practical concerns with the proposals in ED 71.
From a conceptual perspective we disagree with the IPSASB’s conclusion that, in the absence of a
performance obligation, an entity’s obligations arising from binding arrangements represent an
outflow of resources as discussed in the Conceptual Framework. We are also concerned about the
implications of the proposals in ED 71 for the existing understanding of when liabilities should be
recognised.
From a practical perspective we are concerned that the proposals in ED 71 would require new and
subjective judgements compared to the judgements required in applying IPSAS 23 Revenue from
Non-Exchange Transactions (Taxes and Transfers). We do not believe it is helpful to move from one
set of arguments (about IPSAS 23 requirements) to a new set of arguments (about ED 71
requirements).
Our response to SMC 1 expands upon these points and concludes by looking at possible ways
forward, one of which would be to mount arguments for the deferral of revenue based on user
needs.
ED 72 Transfer Expenses
In general we support the recognition and measurement proposals in ED 72, including the lack of
symmetry with ED 71. As outlined in our detailed responses, there are a number of areas where we
consider that the proposals need further work.
As previously noted in our comments about social benefits and collective and individual services, we
would have preferred that the IPSASB address non-exchange expenses in a single project to ensure
consistent requirements for transactions with similar characteristics.
Other comments
Complexity
We have a general concern about the ability of preparers and auditors to understand and
consistently apply the proposed requirements in ED 71 and ED 72. Although all three EDs are long
and complex, in the case of ED 70 we consider that the benefits of alignment with IFRS 15 make this
an acceptable trade-off.
We have found some parts of ED 71 and ED 72 difficult to understand and have also received
feedback from constituents to this effect. Constituents have found the terminology difficult,
particularly the distinction between performance obligations and present obligations without
performance obligations.
We think that ED 71 and ED 72 need further work to ensure that the requirements are expressed as
clearly as possible, both to aid understanding and to lead to consistent application.
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Interaction between the EDs and IPSAS 19
The interaction between the EDs and IPSAS 19 Provisions, Contingent Liabilities and Contingent
Assets is not clear. We are particularly concerned about the interaction between ED 72 and IPSAS 19
which, in the absence of a standard on transfer expenses, has been a source of guidance for transfer
expenses and the associated liabilities.
Disclosures
We agree with the disclosure proposals in ED 70. We disagree with the disclosure proposals in ED 71
and ED 72 and consider that they are excessive. Our responses to the SMCs elaborate on this view.

Our responses to the Specific Matters for Comment are set out in the Appendices to this letter. If
you have any queries or require clarification of any matters in this letter, please contact Joanne Scott
(joanne.scott@xrb.govt.nz) or me.

Yours sincerely

Michael Bradbury
Acting Chair – New Zealand Accounting Standards Board
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Agenda Item 4.2

APPENDIX 1 Response to SMCs on ED 70 Revenue with Performance Obligations
ED 70 Specific Matter for Comment 1
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers. Because in some jurisdictions
public sector entities may not have the power to enter into legal contracts, the IPSASB decided that the scope
of this Exposure Draft would be based around binding arrangements. Binding arrangements have been defined
as conferring both enforceable rights and obligations on both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to the scope of the Exposure
Draft or the definition of binding arrangements would you make?

We generally agree with the scope of the ED. Extending the scope of the proposed standard to
include the delivery of goods and services to third-party beneficiaries clarifies the accounting for
revenue from these types of transactions which are prevalent in the public sector.
However, there are two aspects that we would like clarified.
Interaction with IPSAS 19
The relationship between this ED and IPSAS 19 Provisions, Contingent Liabilities and Contingent
Assets needs to be clarified. Based on our reading of the ED, it appears that the IPSASB’s intention
was to establish linkages equivalent to those between IFRS 15 Revenue from Contracts with
Customers and IAS 37 Provisions, Contingent Liabilities and Contingent Assets.1 However, there is a
conflict between ED 70 paragraph 3(e), which excludes rights and obligations arising from binding
arrangements within the scope of IPSAS 19, and the proposed amendment to IPSAS 19
paragraph 13(c) which states that IPSAS 19 applies to binding arrangements with purchasers that
are, or have become, onerous. We agree with the proposed amendments to IPSAS 19
paragraph 13(c) (which are equivalent to IAS 37 paragraph 5(g)), but not with the reference to
IPSAS 19 in ED 70 paragraph 3(c). The scope of IFRS 15 does not exclude transactions within the
scope of IAS 37.
Relevant extracts from ED 70 are shown below.
Extracts from ED 70
Scope
3.
An entity that prepares and presents financial statements under the accrual basis of
accounting shall apply this [draft] Standard in accounting for revenue arising from binding
arrangements with a purchaser that include performance obligations as defined in this [draft]
Standard to transfer promised goods or services to the purchaser or third-party beneficiary.
This [draft] Standard does not apply to:
…
(e)
Rights or obligations arising from binding arrangements within the scope of,
IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets, IPSAS 32,
Service Concession Arrangements: Grantor, IPSAS 34, Separate Financial
Statements, IPSAS 35, Consolidated Financial Statements, IPSAS 36, Investments in
Associates and Joint Ventures, IPSAS 37, Joint Arrangements, IPSAS 39, Employee
Benefits and IPSAS 40, Public Sector Combinations;
…

1

This statement is based on the fact that ED 70 (i) contains equivalent guidance to that in IFRS 15 on service type
warranties, assurance type warranties and compensation for damages and (ii) does not contain any explicit guidance
on onerous contracts.
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AG23. A statement of intent or public announcement by a purchaser (e.g. government) to spend
money or deliver goods and services in a certain way is not an enforceable arrangement for
the purposes of this [draft] Standard. Such a declaration is general in nature and does not
create a binding arrangement between a purchaser and an entity (resource recipient). An
entity would need to consider whether such a public announcement gives rise to a non-legally
binding (constructive obligation) under IPSAS 19¸ Provisions, Contingent Liabilities and
Contingent Assets.
Extracts from IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets
(as proposed to be amended by ED 70)
Other Exclusions from the Scope of the Standard
…
13.

…
15.

Where another IPSAS deals with a specific type of provision, contingent liability, or
contingent asset, an entity applies that standard instead of this Standard. For example, certain
types of provisions are also addressed in Standards on:
(a)
Construction contracts (see IPSAS 11, Construction Contracts); and [Deleted]
(b)
…,; and
(c)
Revenue from binding arrangements with purchasers (see [draft] IPSAS [X] (ED 70),
Revenue with Performance Obligations). However, as [draft] IPSAS [X] (ED 70)
contains no specific requirements to address binding arrangements with purchasers
that are, or have become, onerous, this [draft] Standard applies to such cases.
Some amounts treated as provisions may relate to the recognition of revenue, for example
where an entity gives guarantees in exchange for a fee. This Standard does not address the
recognition of revenue. IPSAS 9, Revenue from Exchange Transactions[draft] IPSAS [X]
(ED 70) identifies the circumstances in which revenue from exchange transactions arising
from binding arrangements with a purchaser that include performance obligations to transfer
promised goods or services to the purchaser or third-party beneficiary is recognized, and
provides practical guidance on the application of the recognition criteria. This Standard does
not change the requirements of IPSAS 9 [draft] IPSAS [X] (ED 70).

Financial instruments
The links between the scope of ED 70, ED 71 and IPSAS 41 Financial Instruments also need to be
clarified. Please refer to our comments on ED 71 SMC 5 about the subsequent measurement of
receivables and binding arrangement assets.

ED 70 Specific Matter for Comment 2
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue without Performance
Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses, because there is an interaction between them.
Although there is an interaction between the three Exposure Drafts, the IPSASB decided that even though
ED 72 defines transfer expense, ED 70 did not need to define “transfer revenue” or “transfer revenue with
performance obligations” to clarify the mirroring relationship between the exposure drafts. The rationale for
this decision is set out in paragraphs BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer revenue with
performance obligations”? If not, why not?

We agree with the IPSASB’s decision not to define ‘transfer revenue’ or ‘transfer revenue with
performance obligations’.
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ED 70 Specific Matter for Comment 3
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on revenue with
performance obligations and ED 71 on revenue without performance obligations—the IPSASB decided to
provide guidance about accounting for transactions with components relating to both exposure drafts. The
application guidance is set out in paragraphs AG69 and AG70.
Do you agree with the application guidance? If not, why not?

We agree with the application guidance in paragraphs AG60 and AG70.
We note that paragraph 9 of ED 71 refers to ED 70 where transactions include components with
performance obligations and components without performance obligations. A similar paragraph
should be included in ED 70 to refer entities to ED 71 for transactions with components with
performance obligations and components without performance obligations. At the moment there is
no reference to such transactions in the body of ED 70. Rather, the reference is in the application
guidance.
AASB 15 Revenue from Contracts with Customers contains an appendix, Australian implementation
guidance for not-for-profit entities. Paragraph F30 requires an entity to assess whether the
component of the transaction price not related to the performance obligation is material and needs
to be accounted for separately. Paragraph F30 is shown below.
F30

Where the presumption is rebutted, the entity shall disaggregate the transaction price and
account for the component that relates to the transfer of promised goods or services in
accordance with this Standard. The remainder of the transaction price shall be accounted for in
accordance with AASB 1058. Whether the element not related to the performance obligation is
material, and therefore needs to be accounted for separately, shall be assessed in relation to the
individual contract, without reassessment at an aggregate or portfolio level.

We think this paragraph is helpful and should be included in the application guidance in ED 70.
Entities could then avoid unnecessary discussions and undue costs if they did not have to separate
and account separately for the immaterial components of a transaction.

ED 70 Specific Matter for Comment 4
The IPSASB decided that this Exposure Draft should include the disclosure requirements that were in IFRS 15.
However, the IPSASB acknowledged that those requirements are greater than existing revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS 15, and that no disclosure
requirements should be removed? If not, why not?

We agree that the disclosure requirements in ED 70 should be aligned with those in IFRS 15.
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ED 70 Specific Matter for Comment 5
In developing this Exposure Draft, the IPSASB noted that some public sector entities may be compelled to
enter into binding arrangements to provide goods or services to parties who do not have the ability or
intention to pay. As a result, the IPSASB decided to add a disclosure requirement about such transactions in
paragraph 120. The rationale for this decision is set out in paragraphs BC38–BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for disclosure of
information on transactions which an entity is compelled to enter into by legislation or other governmental
policy decisions? If not, why not?

We agree with the additional disclosures proposed in paragraph 120 of ED 70.

ED 70 Other comments
Receivables and binding arrangement assets
The proposed requirements for receivables and binding arrangement assets in ED 70 and ED 71 need
to be clarified. Please see our comments on ED 71 SMC 5 about the subsequent measurement of
receivables and binding arrangement assets.
Paragraphs ED 70.32 and IFRS 15.33 – consistency
In comparing ED 70 with IFRS 15 we noticed a difference between the wording in paragraphs 32
and 33 respectively. The paragraphs relate to the sections of the standards dealing with the
satisfaction of performance obligations. The shaded words are not included ED 70.32.
Goods and services are assets, even if only momentarily, when they are received and used (as in the case of
many services). Control of an asset refers to the ability to direct the use of, and obtain substantially all of the
remaining benefits from, the asset. Control includes the ability to prevent other entities from directing the use
of, and obtaining the benefits from, an asset. The benefits of an asset are the potential cash flows (inflows or
savings in outflows) that can be obtained directly or indirectly in many ways, such as by:
….

A similar paragraph is included in ED 72 (see paragraph 35).
ED 70 defines the term ‘control of an asset’ and we think it would be helpful to include the shaded
wording in IFRS 15.33 in ED 70.32. As ED 70 is based on IFRS 15 it is not clear why the shaded
wording in IFRS 15 was not included in ED 70.
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APPENDIX 2 Response to SMCs on ED 71 Revenue without Performance Obligations
ED 71 Specific Matter for Comment 1 (Paragraphs 14–21)
The ED proposes that a present obligation is a binding obligation (legally or by equivalent means), which an
entity has little or no realistic alternative to avoid and which results in an outflow of resources. The IPSASB
decided that to help ascertain whether a transfer recipient has a present obligation, consideration is given to
whether the transfer recipient has an obligation to perform a specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard, Revenue without
Performance Obligations, a specified activity and eligible expenditure give rise to present obligations? Are
there other examples of present obligations that would be useful to include in the [draft] Standard?

We do not agree with the IPSASB’s proposals, as outlined in SMC 1. We have both conceptual and
practical concerns with the proposals in ED 71.
We acknowledge that this is a challenging topic for the IPSASB to address. At the end of the
response to this SMC, we have identified two options for the IPSASB to consider in moving this
project forward, both of which would require careful consideration of the costs (to preparers of
meeting the requirements) and benefits (to users of the information reported under those
requirements). We are willing to be engaged in further discussions if the IPSASB decides to consider
either of these options.
Concerns with the proposals
We disagree with the IPSASB’s conceptual analysis of why, in the absence of a performance
obligation, an entity may have a liability in relation to obligations to carry out specified activities or
incur eligible expenditure. We therefore disagree with the IPSASB’s conclusion that, in the absence
of a performance obligation, an entity’s obligations arising from binding arrangements represent an
outflow of resources as discussed in the Conceptual Framework. We are also concerned about the
implications of the proposals in ED 71 for the existing understanding of when liabilities should be
recognised.
We have reflected on our support for the proposals in ED 70 compared to our lack of support for the
proposals in ED 71. In our view the principle in ED 70 (IFRS 15 Revenue from Contracts with
Customers) is clear: a performance obligation is a promise to transfer goods or services to the
purchaser or third party-beneficiary and revenue is recognised as control of goods and services is
transferred. This principle is well informed by the extensive IFRS 15 guidance available and we
acknowledge the work the IPSASB has done in considering the application of the IFRS 15
requirements in a public sector setting. By contrast, we do not think that there is a clear principle in
ED 71, and we do not think there is sufficient guidance to lead to consistent application of the
requirements. We envisage preparers encountering significant implementation issues as they try to
determine the line between enforceable eligible expenditure and specified activities that lead to
present obligations (per the ED) and those that do not.
From a practical perspective we are concerned that the proposals in ED 71 would require new and
subjective judgements compared to the judgements required in applying IPSAS 23 Revenue from
Non-Exchange Transactions (Taxes and Transfers). Revenue recognition (and deferral) is the subject
of frequent debate in New Zealand. Entities often receive large portions of funding in advance of the
period in which they expect to incur the related expenses. This is because (i) multi-year grants are
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common and (ii) the balance dates of funders and recipients, and funding cycles and reporting
periods often differ. This leads to discussions about the period in which revenue should be
recognised. It also leads to situations where entities must recognise large amounts of revenue upon
receipt. Any new revenue recognition requirements should give clear answers and lead to consistent
outcomes. It is not helpful for users if different entities make subjective judgement calls with
different outcomes for transactions and events that are substantively similar. Nor is it helpful for
preparers and auditors to debate what requirements mean and how they apply to particular
transactions. As a standard setter, this is not a desirable scenario. We do not believe it is helpful to
move from one set of arguments (about IPSAS 23 requirements) to a new set of arguments (about
ED 71 requirements).
This response expands upon these points and concludes by looking at possible ways forward, one of
which would be to mount arguments for the deferral of revenue based on user needs.
Outflow of resources
We encourage the IPSASB to reconsider whether the ideas in the Conceptual Framework have been
applied consistently in the ED.
The Conceptual Framework (paragraph 5.15) states that obligations are not present obligations
unless they are binding and there is little or no realistic alternative to avoid an outflow of resources.
ED 71 appears to consider these two aspects of present obligations separately. We are concerned
that focusing on particular phrases from the Conceptual Framework without considering statements
in their entirety could inadvertently change their meaning.
The Conceptual Framework (paragraph 5.16) also states a liability must involve an outflow of
resources from the entity. Although the Conceptual Framework does not elaborate on what is meant
by an outflow of resources, we are of the view that such outflows must be to parties external to the
entity and result in a reduction in the entity’s net assets. We do not agree that an obligation arising
from a binding arrangement to perform a specified activity or incur eligible expenditure (for
example, the acquisition of capital assets, employee services, or payments to suppliers for goods or
services) results in an outflow of resources that reduces the entity’s net assets. There is no
obligation for a direct outflow of resources to an external party as would be the case if the binding
arrangement required the entity to transfer specific goods or services to the resource provider or a
third party beneficiary (i.e. transactions within the scope of ED 70). An obligation to spend the funds
on performing a specified activity or incurring eligible expenditure as described in ED 71 does not
result in a reduction in the entity’s net assets because the use of those transferred resources is
controlled by the recipient entity and the entity uses those resources in exchange for other goods
and services.
More general implications for liability recognition
ED 71 brings in new ideas and terms that could lead to the recognition of liabilities in circumstances
where liabilities would not currently be recognised or where entities might have applied IPSAS 19
Provisions, Contingent Liabilities and Contingent Assets. Although ED 71 is a revenue standard, we
are concerned about the potential implications of a new set of requirements (with a different view
of what is meant by an outflow of resources) for more general discussions about the recognition of
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liabilities. In the absence of a general standard on liabilities, IPSAS 19 is the main point of reference
for liability discussions. Unless the requirements and guidance in ED 71 and IPSAS 19 are consistent,
the circumstances in which ED 71 requires the recognition of liabilities would need to be tightly
circumscribed. Otherwise there is a risk that people will look to two different sets of requirements to
justify the recognition of liabilities.
Looking at the flowchart in SMC 2 also prompted us to consider the interaction between ED 71 and
IPSAS 19 in more detail. See SMC 2 for further comments.
Need for clear requirements
IPSAS 23 currently requires deferral of revenue in certain non-exchange transactions. As noted in the
Basis for Conclusions on ED 71 (paragraph BC5) constituents applying IPSAS 23 have experienced
difficulties in distinguishing between exchange and non-exchange transactions and between
conditions and restrictions. We are concerned that the current issues associated with IPSAS 23 might
be replaced with a new set of problems (distinguishing between binding arrangements with
performance obligations, binding arrangements without performance obligations but with present
obligations, and arrangements that are not binding) but without commensurate improvements for
users of financial statements.
To illustrate this, we have identified some issues associated with ED 71.
•

To defer or not: We have found it difficult to distinguish between situations in which revenue
can and cannot be deferred under ED 71. This is partly because of a lack of clarity around what
qualifies as a ‘specified activity’ or ‘eligible expenditure’. For example, we have considered
how the ED would apply to a two-year grant, made as part of a binding arrangement, paid up
front (i) for general operational expenses and (ii) for the salary of an employee and certain
other expenses. Our understanding of ED 71 and the IPSASB’s intentions is that the grant for
the salary and certain other expenses could be eligible expenditure and recognised over time,2
but that the grant for operational spending would be a transfer without a present obligation
and would be recognised immediately. If one thinks of these two examples as being examples
of grants that range from less specific to more specific, we do not think that ED 71 establishes
a clear cut off point between what would qualify as eligible expenditure and what would not.
To avoid unhelpful debates clearer boundaries are required.

•

Specified activities versus eligible expenditure: We have also found it difficult to distinguish
between specified activities and eligible expenditure. For example, the ED 71 At-A-Glance
document refers to the purchase of hospital beds as an example of a specified activity. We
think that this could equally be used as an example of incurring eligible expenditure – the
money must be spent on the beds. Similarly, we were not sure whether some of the
illustrative examples that accompany ED 71 were intended to illustrate specified activities or
eligible expenditure. If the distinction between the two is kept, we recommend that the
illustrative examples state which type of present obligation exists.

2

ED 71 paragraph AG25 gives the example of a salary for marketing manager, travel expenditure and promotional
material when discussing eligible expenditure.
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As the distinction between specified activities and eligible expenditure does not affect the proposed
accounting, we would prefer that the IPSASB did not make this distinction.
As mentioned above, we think there needs to be a clear principle and guidance about the cut-off
point between revenue that can and cannot be deferred. The clearest way to do this might be to
require that there be an enforceable obligation to spend the resources in the manner specified by
the transfer provider, with that obligation being sufficiently specific to demonstrate that
enforceability exists. Subsequently, the focus on sufficient specificity would help an entity
demonstrate that it has satisfied the obligations. Obligations that relate solely to spending funds in a
particular period (time requirements) and open-ended obligations without a specified cut-off date
for satisfaction would not be enforceable. The focus of the requirements and associated guidance
would then be on whether a binding arrangement has the critical characteristics required to defer
revenue in line with the enforceable obligations.
Enforceability – substance
Paragraphs 22 to 26 of ED 71 discuss enforceability and paragraph 24 states that “If past experience
or knowledge indicates that the transfer provider never enforces an arrangement if a breach occurs,
then the transfer recipient may conclude that the arrangement is not enforceable in substance.” We
think it is appropriate for the ED to draw attention to the fact that it is necessary to consider
whether an arrangement is enforceable in substance and support the use of the word ‘may’ in
paragraph 24. However, we caution against implying that any agreement that has not previously
been enforced is not enforceable in substance (as in illustrative example 24).
Enforceability – incurring some other form of penalty
ED 71 refers in a few places to an entity repaying or returning resources to the transfer provider or
incurring some other form of penalty. We received feedback from constituents that they did not
understand what this phrase was trying to convey. Our understanding is that it is intended to cover
both the possibility of having to pay a penalty for a breach of an agreement or being required (via a
legal process) to perform the agreed actions. As drafted, we do not think that this is sufficiently
clear.
The way forward
As outlined above, we disagree with the IPSASB’s conceptual arguments for the proposals in ED 71.
We acknowledge that this is a challenging area where it is necessary to consider both conceptual
arguments and user needs. We see two possible ways forward, both of which would require careful
consideration and further consultation.
One option would be to align more closely with the definition of a liability and an outflow of
resources in the Conceptual Framework. This would result in more upfront recognition of revenue.
Entities could then explain (via presentation and disclosure) how revenue recognised in the current
period relates to activities to be conducted in future periods. Presentation and disclosure remain
important tools for entities regardless of whether the IPSASB proceeds with the proposals in ED 71
or not. There will always be some upfront funding which relates to ongoing activities and which will
be recognised as revenue upon receipt.
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Another option would be to develop a rationale for the deferral of revenue based on users’ needs
(and to explore the use of ‘other obligations’, as envisaged by the IPSASB’s Conceptual Framework).
We note that users’ desire for information about cash flows that relate to the current period, as
opposed to cash flows that relate to future periods, was the subject of much debate during the
development of the Conceptual Framework (as documented in the Basis for Conclusions,
paragraphs BC5.43 to BC5.56). These debates led to the IPSASB deciding not to define deferred
inflows and outflows as elements, and to accept that certain economic phenomena that do not meet
the definition of any element may need to be recognised in financial statements in order to meet the
objectives of financial reporting. The revenue transactions that led to these earlier debates continue
to be the types of transactions where we have concerns about the proposals in ED 71.
Transactions that fall within the scope of ED 71 differ in nature from those that fall within the scope
of ED 70: they are more likely to be large, involve upfront payment and be paid less frequently. We
acknowledge that upfront revenue recognition for transactions with these characteristics can make
it difficult for users to form views about an entity’s financial performance. We would be open to the
IPSASB mounting arguments for the deferral of revenue based on user needs. If the IPSASB takes this
route, the circumstances under which deferral is permitted would need to be clearly specified. This
option would also have implications for presentation – only those items that are liabilities should be
presented as such.
As noted above, either of these ways forward would require further consideration and consultation.

ED 71 Specific Matter for Comment 2 (Paragraph 31)
The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process a transfer recipient
undertakes to determine whether revenue arises and, if so, the relevant paragraphs to apply for such revenue
recognition. Do you agree that the flowchart clearly illustrates the process? If not, what clarification is
necessary?

Page 12 of 33
72

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 10

Diagram 2: Flowchart from ED 71

No

Does the inflow give rise to an
item that meets the definition
of an asset (IPSAS 1)

Do not recognize an increase
in an asset, consider
disclosure (Paragraph 44)

Yes

Yes

Does the inflow result from a
contribution from owners?
(Paragraph 7)

Does the inflow satisfy the
criteria for recognition as an
asset? (Paragraph 33

No

Do not recognize an increase
in an asset, consider
disclosure. (Paragraph 44)

Yes
Refer to other IPSAS

No
No

Does the transaction arise
from a binding arrangement?
(Paragraph AG10)

Yes
Are there Performance
Obligations
(Paragraph AG5–AG6)

No

Use [draft] IPSAS [X] (ED 71)
Revenue without Performance
Obligations
Are there other present
obligations related to the inflow?
(Paragraph 47–50)

No

Use [draft] IPSAS [X]
(ED 71) to recognize an
asset and recognize revenue
(Paragraph 33 and 86)

Yes
Yes
Use [draft] IPSAS [X] (ED 70),
Revenue with Performance
Obligations
Recognize an asset and:
•

A liability to the extent the
other present obligations
have yet to be satisfied; and
• Revenue to the extent that a
liability is not also
recognized.
(Paragraphs 33, 45, and 53)
*

Review as other
present obligations
are satisfied

Recognize revenue and
decrease corresponding
liability (Paragraph 54)

The flowchart is illustrative only. It does not take place of this [draft] Standard and is provided as an aid to interpreting this
[draft] Standard.

*

In certain circumstances, such as when a creditor forgives a liability, a decrease in the carrying amount of a previously
recognized liability may arise. In these cases, instead of recognizing an asset, the entity decreases the carrying amount
of the liability.

*

In determining whether the entity has satisfied all of the present obligations, the application of the definitions of specified
activity or eligible expenditure, and the criteria for recognizing a liability, are considered.
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Other SMCs outline our views on the proposals in the ED. This response begins by commenting on
the flowchart and then makes some additional comments about the interaction of ED 71 and
IPSAS 19, prompted by looking at the flowchart.
Comments on flowchart
We agree that the flowchart depicts most of the proposals in the ED. However, we do not think it
accurately depicts the scope of the ED because it starts with assets, rather than assets that fall
within the scope of the ED. The flowchart illustrates that contributions from owners are outside the
scope of the ED, but apart from contributions from owners it does not address other transactions,
such as provisions, that are outside the scope of the ED. This comment could be addressed by
reworking the flowchart. However, it prompted us to consider how an entity applying ED 71 would
decide when it should also apply IPSAS 19.3
We found this exercise quite difficult and consider that the interaction between the two standards
needs to be clearer. We have outlined how we think an entity would work through these steps.
Interaction with IPSAS 19
ED 71 paragraph 3(h) says that ED 71 does not apply to rights or obligations arising from binding
arrangements within the scope of IPSAS 19. An entity will apply ED 71 because it has a revenue
transaction. It will then consider whether it is required to recognise liabilities in accordance with
ED 71 or any liabilities in accordance with other standards.
Taking constructive obligations as an example, an entity that has revenue from a transaction without
performance obligations (but which is a binding arrangement) would consider whether it has to
recognise a liability for present obligations to carry out specified activities or incur eligible expenses.
Assuming the answer is no, the entity might then seek to argue that it has a constructive obligation
to spend the funds as required. It is not clear what the scope exclusion in ED 71 paragraph 3(h)
means. Does it mean that once an entity has decided it has revenue that falls within the scope of
ED 71 it cannot also apply IPSAS 19 when considering whether it has a constructive obligation? Or
does it mean that an entity first applies ED 71 and then considers whether it has a constructive
obligation under IPSAS 19?
Similar questions might arise for an entity applying ED 71 to an arrangement that is not binding. The
scope exclusion in paragraph 3(h) refers only to rights or obligations arising from binding
arrangements.
We found one mention of constructive obligations in ED 71 (in paragraph AG23) which discusses
whether transfer recipients can rely on public announcements about funding. It says that an entity
considers whether the transfer provider has a constructive obligation. Example 32 in ED 71, which
discusses contingent assets, would suggest that an entity is required to apply IPSAS 19.

3

We have recommended that the scope of ED 70 be aligned with the scope of IFRS 15 in relation to onerous contracts.
That comment was made in the context of ED 70 and alignment with IFRS 15. We have considered ED 71 separately.
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Regardless of how this interaction between IPSAS 19 and ED 71 is addressed, we think entities need
more guidance in ED 71 about whether or not they are required to apply, or are prohibited from
applying, the requirements in IPSAS 19.
Relevant extracts from ED 71 follow.
Extracts from ED 71
Scope
3.
A transfer recipient that prepares and presents financial statements under the accrual
basis of accounting shall apply this [draft] Standard in accounting for revenue from
transactions without performance obligations. This [draft] Standard does not apply to:
…
(h)
Rights or obligations arising from binding arrangements within the scope of,
IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets, IPSAS 32,
Service Concession Arrangements: Grantor, IPSAS 34, Separate Financial
Statements, IPSAS 35, Consolidated Financial Statements, IPSAS 36, Investments
in Associates and Joint Ventures, IPSAS 37, Joint Arrangements, IPSAS 39,
Employee Benefits and IPSAS 40, Public Sector Combinations;
…
AG23. A statement of intent or public announcement by a transfer provider such as a government
promise to spend money or deliver goods and services in a certain way is not, in and of itself,
an enforceable arrangement for the purposes of this [draft] Standard. Such a declaration is
general in nature and does not create a binding arrangement between a transfer provider and
a transfer recipient. A transfer recipient would need to consider whether such a public
announcement gives rise to a non-legally binding (constructive) obligation under IPSAS 19,
Provisions, Contingent Liabilities and Contingent Assets.
Extracts from IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets
(as proposed to be amended by ED 71)
107.

The disclosure requirements in paragraph 105 encompass contingent assets from both
exchange and non-exchange transactions with performance obligations and those without
performance obligations. Whether a contingent asset exists in relation to taxation revenues
rests on the interpretation of what constitutes a taxable event. The determination of the
taxable event for taxation revenue and its possible implications for the disclosure of
contingent assets related to taxation revenues are to be dealt with as a part of a separate
project on non-exchange addressed in [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations.

…
Example 32—Disclosure of a Transfer Subject to Appropriations
IE83. The facts are the same as in Case A of Example 30. The local government does not recognize
an asset for the CU5 million to be transferred in 20X3 as at December 31, 20X2. Rather, the
local government considers whether it should disclose a contingent asset, in accordance with
paragraph 105 of IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets.
…
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ED 71 Specific Matter for Comment 3 (Paragraphs 57–58)
The IPSASB decided that a transfer recipient recognizes revenue without performance obligations but with
present obligations when (or as) the transfer recipient satisfies the present obligation.
Do you agree that sufficient guidance exists in this [draft] Standard to determine when a present obligation is
satisfied and when revenue should be recognized? For example, point in time or over time. If not, what further
guidance is necessary to enhance clarity of the principle?

In light of our response to SMC 1 we disagree with SMC 3.

ED 71 Specific Matter for Comment 4 (Paragraphs 80–81)
The IPSASB decided that the objective when allocating the transaction price is for a transfer recipient to
allocate the transaction price to each present obligation in the arrangement so that it depicts the amount to
which the transfer recipient expects to be entitled in satisfying the present obligation. The amount of revenue
recognized is a proportionate amount of the resource inflow recognized as an asset, based on the estimated
percentage of the total enforceable obligations satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and determine how to allocate the
transaction price between different present obligations? If not, what further guidance is necessary to enhance
clarity of the principle?

In light of our response to SMC 1 we have not answered this question.

ED 71 Specific Matter for Comment 5 (Paragraphs 84–85)
Do you agree with the IPSASB’s proposals that receivables within the scope of this [draft] Standard should be
subsequently measured in accordance with the requirements of IPSAS 41, Financial Instruments? If not, how
do you propose receivables be accounted for?

We support the intention to establish subsequent measurement requirements for all receivables and
aspects of these proposals. However, we think that the proposals need to be refined, both in ED 70
and ED 71. Many of our comments on ED 71 would also apply to ED 70. We have also commented on
the proposals for payables and binding arrangement balances in ED 72 (see ED 72 SMC 6).
Scope sections affect the drafting of subsequent measurement requirements
We agree that receivables that are financial instruments should be subsequently measured in
accordance with IPSAS 41 Financial Instruments. However, we would prefer that the IPSASB set up
the scope sections of ED 71 and IPSAS 41 in a manner similar to IFRS 15 and IFRS 9 Financial
Instruments. This is because IFRS 15 and IFRS 9 distinguish between (i) rights that are financial
instruments and to which all of IFRS 9 applies and (ii) rights that only some parts of IFRS 9 are
applied to. We think this distinction is especially important for ED 70 and ED 71 because the IPSASB
is contemplating a broader group of rights than the IASB, many of which are not financial
instruments. Although this SMC is asking about subsequent measurement, we think the scope
sections and initial measurement requirements need to be revised before the subsequent
measurement requirements are finalised. For example, if the scope sections are revised in
accordance with our suggestions, then paragraph 84(a) would not be required.
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IFRS 15 and IFRS 9 distinguish between receivables and contract assets as follows.
•

Receivables (unconditional rights to consideration) that are financial instruments fall within
the scope of IFRS 9. This is achieved via IFRS 15 paragraph 108 and IFRS 9 paragraph 2.1(j).

•

Contract assets (rights to consideration that are conditioned on something other than the
passage of time) are recognised and measured in accordance with IFRS 15 and are
subsequently assessed for impairment in accordance with IFRS 9. This is achieved via IFRS 15
paragraphs 107 and 108, and IFRS 9 paragraphs 2.1(j) and 2.2. Collectively these paragraphs
scope contract assets out of IFRS 9 but specify that the impairment requirements in IFRS 9
shall be applied to contract assets.

This approach keeps the overall scope of IFRS 9 limited to financial instruments but it also allows
certain requirements within IFRS 9 to be applied to rights and obligations that are not financial
instruments or that have been excluded from the scope of IFRS 9 (such as contract assets). We think
that the overall scope of IPSAS 41 should also be limited to financial instruments, but the IPSASB
should then specify which parts of IPSAS 41 apply to receivables that are not financial instruments
(such as receivables from binding arrangements that are not contracts and receivables from fines,
penalties and taxes) or which have been scoped out of IPSAS 41 (such as binding arrangement
assets).
Subsequent measurement of receivables that are financial instruments
If the scope sections of ED 71 and IPSAS 41 are revised in line with our suggestions above, then there
would be no need to specify the subsequent measurement of such receivables in ED 71 (ie there
would be no need for ED 71 paragraph 84(a)). There could be an explanatory comment in ED 71
noting that any receivables that fall within the scope of IPSAS 41 are subject to the subsequent
measurement requirements in IPSAS 41.
Subsequent measurement of receivables that are not financial instruments
With respect to receivables that arise from a binding arrangement, we support the proposals in
paragraphs 84(a) and 85. We think the application of the amortised cost requirements in IPSAS 41 to
non-contractual receivables needs more explanation, as IPSAS 41 paragraph 40 refers to collecting
contractual cash flows. This might be done by explaining that to be measured at amortised cost as
per IPSAS 41, the non-contractual receivable must be solely payments of interest and principal and
must be managed similarly to contractual receivables that are held to collect contractual cash flows.
With respect to receivables from taxes, fees and fines, we partially support the proposals. As per our
comments on the 2017 CP, we consider that subsequent measurement of statutory receivables at
fair value represents a workable approach. However, we do not agree that an entity with statutory
receivables should first have to consider whether it meets the criteria for amortised cost. We would
expect these receivables to fail the management model and SPPI test more often than other
receivables and wonder whether an entity would be able to make the assessments in some cases.
We think these proposals would introduce unnecessary compliance costs.
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In addition, for those statutory receivables that meet the criteria for amortised cost, the impairment
requirements in IPSAS 41 are likely to be difficult to apply. Determining whether there has been a
significant increase in credit risk and expected credit losses can be challenging and involve
considerable judgement. It is likely to be even more difficult for statutory receivables which are
levied without consideration of credit risk and which are not managed using credit risk in the way
that IPSAS 41 envisages. Some public sector entities could have a large number of statutory
receivable balances and limited, if any, credit history or forward-looking information about the
ability or inclination of the individual or entity to pay.
We acknowledge that the discussion of changes in credit risk in IPSAS 41 (paragraph 81) refers to
“reasonable and supportable information that is available without undue cost or effort” but we are
concerned that, in the absence of guidance about how to make this call, public sector entities could
incur significant compliance costs for little or no benefit in terms of better information for decision
making and accountability. If the IPSASB keeps amortised cost as an option for subsequent
measurement of statutory receivables we think that more guidance would be needed to help
entities understand how to apply the requirements to statutory receivables, particularly around the
application of the complex three-stage expected credit loss model. Another option would be to
require the use of the ‘simplified approach for receivables’ in IPSAS 41 for statutory receivables.
Subsequent measurement of binding arrangement assets
We support the proposal in ED 71 paragraph 123 that binding arrangement assets be assessed for
impairment in accordance with IPSAS 41. However, if the scope sections of ED 71 and IPSAS 41 are
revised in the way we suggest, then there is no need to limit IPSAS 41 paragraph 3 to rights that give
rise to financial instruments.
Other comments on SMC 5
As a result of looking at the paragraphs relating to this SMC we have a few other comments.
(a)

The statement in ED 71 paragraph 124 (ED 70 paragraph 107) that an entity shall account for a
receivable in accordance with IPSAS 41 is too broad, given that some receivables under ED 71
will be non-contractual.

(b)

If both ED 70 and ED 71 amend a paragraph in a standard, the combined amendments to that
paragraph should be shown in both EDs, so that readers can see the combined effect of the
proposals (for example both ED 70 and ED 71 propose to amend paragraph 3 of IPSAS 41).
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ED 71 Specific Matter for Comment 6 (Paragraphs 126–154)
The disclosure requirements proposed by the IPSASB for revenue transactions without performance
obligations are intended to provide users with information useful for decision making, and to demonstrate the
accountability of the transfer recipient for the resources entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with sufficient, reliable and
relevant information about revenue transactions without performance obligations? In particular, (i) what
disclosures are relevant; (ii) what disclosures are not relevant; and (iii) what other disclosures, if any, should be
required?

Quantum of disclosures
In our view, there are too many disclosures in ED 71 and we recommend that the IPSASB reconsiders
all the disclosure requirements to see if they provide information that is relevant for users of the
financial statements. We note that the disclosure requirements in ED 71 relating to binding
arrangements with present obligations have been aligned with the disclosure requirements in ED 70,
amended as necessary for consistency with the terminology used in ED 71. We question whether
this is an appropriate way to determine the disclosures for revenue from transactions with present
obligations, bearing in mind that a number of the disclosure requirements in IFRS 15 were developed
with complex long-term contracts like construction contracts in mind. Aligning the equivalent
disclosures in ED 70 and ED 71 could result in the disclosure requirements in ED 71 for binding
arrangements with present obligations being more detailed than is necessary.
Furthermore, we question whether sufficient consideration has been given to the disclosure
requirements in ED 71 in light of the scope of the standard and user information needs.
Lack of rationale for the disclosure requirements
We note that the Basis for Conclusions on ED 71 is silent regarding the IPSASB’s rationale for the
disclosure requirements in ED 71. It is broadly accepted by national and international standard
setters that the purpose of issuing an ED is to obtain stakeholder feedback on the proposed
standard. Consequently, the Basis for Conclusions which accompanies the ED should be wellarticulated and sufficiently comprehensive for stakeholders to understand the rationale for the
IPSASB’s proposals. This lack of rationale in the Basis for Conclusions (i) is not helpful for
stakeholders in deciding whether or not they agree with the IPSASB’s proposals, and (ii) puts the
onus on stakeholders to undertake a detailed analysis of the disclosures without the benefit of the
IPSASB’s rationale for requiring the disclosures in the first place. The decision regarding what
disclosures to propose in an ED should be taken by the IPSASB after due consideration and robust
discussion at IPSASB meetings (of which we have not found evidence when looking at meeting
papers). Lack of due consideration and discussion of the proposals in an ED is likely to result in a
diverse range of views about the disclosure requirements. This could result in the IPSASB having to
spend time considering and discussing those diverse views, and possibly issuing another ED for
comment.
Structure of disclosure requirements
We recommend that the disclosures be reorganised to reflect the structure of the recognition and
measurement requirements in ED 71. As the disclosures are currently organised, it is difficult to
identify which disclosures relate to revenue with present obligations as some of the disclosures are
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general (with more detailed disclosures following) and some appear to be duplicated. (For example,
paragraphs 131(b) and 143(a) both require an entity to disclose the amount of receivables
recognised at the reporting date.) This means that the disclosures for revenue with present
obligations occur in a number of paragraphs.
Some entities may derive their revenue from only one type of transaction within the scope of ED 71.
These entities want to be able to find the relevant disclosure requirements as easily as possible,
rather than having to read through all the disclosures to identify which ones are relevant for them.
Structuring the disclosure requirements (with appropriate headings) to align with the structure of
the recognition and measurement requirements in the ED would help preparers of financial
statements to locate the relevant disclosures more easily.
We also note that the heading above paragraph 140 refers to binding arrangements. Binding
arrangements may exist in relation to both revenue with, and revenue without, present obligations.
However, the disclosures required by paragraph 140 are relevant only for transactions with present
obligations.
Disclosures carried over from IPSAS 23
The disclosure requirements in paragraphs 131–136 and 138–139 are carried over from
paragraphs 106–108 and 111–115 respectively of IPSAS 23 and amended as appropriate for the
terminology used in ED 71. We think the IPSASB should take this opportunity to revisit all the
disclosures carried over from IPSAS 23 and consider whether they are still relevant.
Descriptors for revenue disclosures
We acknowledge that ED 71 establishes the principles for an entity to apply to report useful
information about revenue derived from a variety of transactions. These transactions are labelled
using the terms ‘revenue from transfers with present obligations’, ‘revenue from transfers without
present obligations’ and ‘taxes’. Our concern is that these terms will then be used by preparers of
financial statements as labels in the financial statements to disaggregate and present revenue from
different types of transactions. For example, there is currently considerable debate in practice about
whether a transaction is an exchange transaction or a non-exchange transaction, and this flows on to
the presentation and disclosure of revenue in the statement of financial performance.
We suggest that the IPSASB revisits the terms used to categorise the revenue streams within the
scope of ED 71 and uses terminology that would be more easily understood by both preparers and
users of financial statements. Alternatively, the ED could include a paragraph similar to paragraph 22
of IPSAS 1 Presentation of Financial Statements (regarding the use of alternative titles for the
financial statements) so that entities have the option of using alternative terms that users would
understand for revenue from different types of transactions.
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ED 71 Specific Matter for Comment 7 (Paragraphs N/A)
Although much of the material in this [draft] Standard has been taken from IPSAS 23, Revenue from NonExchange Transactions (Taxes and Transfers), the IPSASB decided that the ED should establish broad principles
for the recognition of revenue from transactions without performance obligations, and provide guidance on
the application of those principles to the major sources of revenue for governments and other public sector
entities. The way in which these broad principles and guidance have been set out in the ED are consistent with
that of [draft] IPSAS [X] (ED 72), Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad principles and guidance are
logically set out? If not, what improvements can be made?

Compulsory contributions and levies
IPSAS 23 refers to taxes as the major source of revenue for governments. It does not refer to
compulsory contributions, apart from in the Basis for Conclusions (which explains that some
compulsory contributions to social security schemes might fall within the scope of IPSAS 23).
In contrast, ED 71 refers to taxes, including compulsory contributions and levies, as the major source
of revenue for governments. ED 71 defines ‘taxes’ and ‘other compulsory contributions and levies’
and requires separate disclosure of revenue from (i) taxes; (ii) other compulsory contributions and
levies; and (iii) transfers.
We acknowledge that the IPSASB included guidance on compulsory contributions and levies in
response to feedback from some constituents. However, it is not clear that the guidance in
paragraphs 27–31 is sufficient to lead to consistent classification of transactions as taxes or other
compulsory contributions and levies and there could be unhelpful debates about classification.
We note that ED 71 paragraph 27 says that compulsory contributions and levies are a subset of taxes
and the proposed recognition and measurement requirements are the same for both taxes and
compulsory contributions and levies. Given that the IPSASB is effectively treating compulsory
contributions and levies as taxes, we think ED 71 would be clearer if compulsory contributions and
levies (i) were not a defined term and (ii) were explicitly included in the definition of taxes. This
would lead to the proposed disclosures for taxes and compulsory contributions and levies in
paragraph 131(a)(i) and (ii) being combined.
The first part of our response to this SMC has suggested some redrafting of ED 71, based on the
IPSASB’s view that compulsory contributions and levies are a subset of taxes. However, we do not
agree that all compulsory contributions and levies can be classified as a subset of taxes. They vary in
nature and some, such as development contributions which are levied by a council on a developer,
may be refundable if a council does not complete land development works within a certain period.
In contrast to IPSAS 23, ED 71 does not appear to allow for the recognition of liabilities for
compulsory contributions and levies after the taxable event has occurred (unless they are received
in advance).
IPSAS 23, paragraph 64, (shown below) acknowledges that a government might recognise a liability
for conditions relating to specific purpose tax levies.
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Extract from IPSAS 23
64.

As noted in paragraph 52, some taxes are levied for specific purposes. If the government is
required to recognize a liability in respect of any conditions relating to assets recognized as
a consequence of specific purpose tax levies, it does not recognize revenue until the
condition is satisfied and the liability is reduced. However, in most cases, taxes levied for
specific purposes are not expected to give rise to a liability, because the specific purposes
amount to restrictions not conditions.

However, ED 71, paragraph 93, states that taxes do not give rise to performance obligations and
paragraph 29 states that taxes do not create binding arrangements (which means that they cannot
give rise to present obligations in accordance with ED 71). This appears to preclude the recognition
of liabilities for obligations associated with compulsory contributions and levies. Although
compulsory contributions and levies are imposed through the use of a government’s powers, in our
view they can be accompanied by obligations that should be recognised as liabilities and that ED 71
should allow for this.
ED 71 Other comments
The use of the term ‘transfer recipient’
ED 71 imposes requirements on the ‘transfer recipient’. We acknowledge that the definition of a
transfer recipient has been worded generally and covers an entity receiving taxes. However, we
think it is confusing for readers (especially in the disclosure section) if the term ‘transfers’ excludes
taxes, but the term ‘transfer recipients’ includes recipients of taxes.
Revenue with high collection uncertainty
Paragraph 101 (shown below) establishes requirements for the measurement of tax revenue with
high collection uncertainty. The meaning of the words “in accordance with paragraphs 69–70” is
unclear, given their location at the end of the sentence. We think it would be better to establish
separate requirements in paragraph 101.
101.

The measurement of assets arising from taxation transactions is limited to the extent that it
is highly probable that a significant reversal of the amount of cumulative revenue recognized
will not occur in accordance with paragraphs 69–70.
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APPENDIX 3 Response to SMCs on ED 72 Transfer Expenses
ED 72 Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The rationale for
this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or definition of
transfer expense would you make?

The interaction between this ED and IPSAS 19 Provisions, Contingent Liabilities and Contingent
Assets is not clear. Our comments on SMC 4 and SMC 6 expand on this point.
We have previously expressed concern about dealing with transfer expenses as a separate project.
This reflects our preference for consistent requirements for the recognition of liabilities and
expenses in relation to non-exchange expense transactions with similar characteristics. Consistent
requirements help avoid debates about whether a transaction falls within the scope of one standard
or another. Given the recent wave of government subsidies around the world, we considered
whether entities would be able to decide whether to apply IPSAS 42 Social Benefits or ED 72.
Differing views on whether the predominant intent of a subsidy is to support the income of
households or the employer could lead to scope debates.

ED 72 Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the distinction for
revenue transactions proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations?
If not, what distinction, if any, would you make?

We agree with the proposal to distinguish between transfer expenses with performance obligations
and transfer expenses without performance obligations.

ED 72 Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance obligations?

Paragraph 13 of ED 72 sets out the criteria that a transfer provider must meet before it can apply the
Public Sector Performance Obligation Approach (PSPOA). Paragraph 13(d) requires that “The
transfer provider can identify the transfer recipient’s performance obligations and monitors the
satisfaction of those performance obligations throughout the duration of the binding arrangement.”
We agree that an entity must have sufficient and reliable information to assess the extent to which
performance obligations have been satisfied in order to be permitted to apply the PSPOA but we
think that, as worded, paragraph 13(d) is too restrictive. Monitoring, in our view, implies continuous
assessment of the recipient’s performance obligations, but there could be a number of ways,
including monitoring, in which an entity could satisfy itself (and others) about the extent to which a
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transfer recipient has satisfied performance obligations. Alternatives to monitoring could include
periodic assessments such as milestone certifications, external assurance and periodic monitoring.
We therefore suggest that paragraph 13(d) be worded more generally to reflect the principle that
the transfer provider needs to have the ability to assess the satisfaction of the transfer recipient’s
performance obligations. The application guidance in paragraphs AG26 and AG27 would then need
to be rewritten to reflect this principle (see our comments on SMC 5).

ED 72 Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and measurement requirements for transfer expenses
with performance obligations:
(a)

A transfer provider should initially recognize an asset for the right to have a transfer recipient transfer
goods and services to third-party beneficiaries; and

(b)

A transfer provider should subsequently recognize and measure the expense as the transfer recipient
transfers goods and services to third-party beneficiaries, using the public sector performance obligation
approach.

The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with performance
obligations? If not, how would you recognize and measure transfer expenses with performance obligations?

We broadly agree with the proposed measurement requirements for transfer expenses with
performance obligations, as outlined in SMC 4. However, we think that the proposals require more
work. Our comments follow.
Interaction with IPSAS 19
The interaction between ED 72 and IPSAS 19 is not clear. We have identified some circumstances in
which an entity might think that IPSAS 19 would be relevant and outlined our understanding of the
IPSASB’s intentions about when an entity applying ED 72 should or should not also consider the
requirements in IPSAS 19. We have raised these issues partly to make sure that we have understood
the IPSASB’s intentions. More importantly however, preparers and auditors need to understand this
interaction. In addition, we consider that the requirements for liabilities of uncertain timing and
amount and onerous contracts need to be consistent with the requirements in IPSAS 19, as these
requirements are applied to a range of other transactions and events.
IPSAS 19 defines a provision as a liability of uncertain timing or amount and explains the distinction
between provisions and other liabilities. It also defines onerous contracts and requires that an entity
recognise a provision for onerous contracts. Relevant extracts from IPSAS 19 are shown below.
Extracts from IPSAS 19
An onerous contract is a contract for the exchange of assets or services in which the unavoidable
costs of meeting the obligations under the contract exceed the economic benefits or service potential
expected to be received under it.
A provision is a liability of uncertain timing or amount.
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Provisions and Other Liabilities
19.

Provisions can be distinguished from other liabilities such as payables and accruals because
there is uncertainty about the timing or amount of the future expenditure required in
settlement. By contrast:
(a)

Payables are liabilities to pay for goods or services that have been received or
supplied, and have been invoiced or formally agreed with the supplier (and include
payments in respect of social benefits where formal agreements for specified amounts
exist); and

(b)

Accruals are liabilities to pay for goods or services that have been received or
supplied, but have not been paid, invoiced, or formally agreed with the supplier,
including amounts due to employees (for example, amounts relating to accrued
vacation pay). Although it is sometimes necessary to estimate the amount or timing
of accruals, the uncertainty is generally much less than for provisions.

Accruals are often reported as part of accounts payable, whereas provisions are reported
separately.
…
Onerous Contracts
76.

If an entity has a contract that is onerous, the present obligation (net of recoveries)
under the contract shall be recognized and measured as a provision.

Extracts from ED 72
Scope
…
5.
This [draft] Standard does not apply to:
…
(b)
Provisions as defined in IPSAS 19, Provisions, Contingent Liabilities and Contingent
Assets;
(c)
Collective services and individual services as defined in IPSAS 19;
…

We have posed the following questions about transfer expenses with performance obligations and
looked to ED 72 for guidance.
(i)

If a transfer provider has a binding arrangement with liabilities that are of uncertain timing or
amount, what would it do?

(ii)

If a transfer provider has a binding arrangement with a liability that extends over more than
one year, would it need to discount the liability?

(iii)

If a transfer provider has a binding arrangement that become onerous, what would it do?

(i) Liabilities of uncertain timing or amount
ED 72 sets out the criteria that must be met before an entity can apply the PSPOA to transfer
expenses. Paragraph 13 requires that the transfer provider must be able to identify each party’s
rights and the payment terms. We would expect that these criteria will lead to liabilities of certain
timing and amount.
We have thought about what a transfer provider would do if a transfer were contingent upon the
recipient doing something else, such as obtaining funding from another party. Paragraphs 51 to 59
deal with variable consideration but the examples in paragraph 52 do not indicate whether they are
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intended to apply to transactions where the whole, or a substantial portion, of the consideration is
contingent upon another event. An entity applying ED 72 might decide that such transactions did not
satisfy the requirements in paragraph 13 of ED 72. However, it would be helpful if this were clear.
An entity might also wonder if it had a contingent liability that should be disclosed in accordance
with IPSAS 19. It is not clear (after looking at ED 72 paragraph 5(b) which refers to ‘provisions’)
whether the IPSASB intended an entity to apply IPSAS 19 in such situations or not.
We note that the requirement in paragraph 51 of ED 72 (to estimate variable consideration) is
similar to the best estimate requirement in IPSAS 19.
(ii) Liabilities that extend over a year
IPSAS 19 (paragraph 44) requires that, when the effect of the time value of money is material, the
amount of a provision shall be the present value of the expenditure expected to be required to
settle the obligation.
ED 72 (paragraphs 60 to 68) would require discounting if a transaction involves a significant
financing component. Although these requirements differ from those in IPSAS 19 we acknowledge
that they are similar to the requirements in ED 70 and agree that they are appropriate for transfer
expenses with performance obligations.
(iii) Onerous arrangements
ED 72 does not discuss how to assess whether a transfer expense with performance obligations has
become onerous or how to account for such transactions. ED 72 paragraph 5(b) excludes provisions,
as defined in IPSAS 19, from its scope. We read that as meaning that a transfer provider should not
apply IPSAS 19 in assessing whether an arrangement for the provision of goods and services to third
party beneficiaries has become onerous in deciding how to account for such an arrangement. If this
is the IPSASB’s intention it would be helpful to explain this in the ED, and for the ED to explain how
to deal with arrangements that become onerous.
Proposed subsequent measurement requirements are not complete
In our view the proposed requirements for subsequent measurement of binding arrangement
liabilities associated with transfer expenses with present obligations (as set out in paragraph 124,
shown below) are not complete.
ED 72 paragraph 124
124.

A payable is a transfer provider’s obligation to pay consideration that is unconditional. An
obligation to pay consideration is unconditional if only the passage of time is required before
payment of that consideration is due. For example, a transfer provider would recognize a
payable if it has a present obligation to make payment even though that amount may be
subject to refund in the future. A transfer provider shall account for a payable in accordance
with IPSAS 41.
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We have identified the aspects which we think require more work in the following table.
Types of liabilities

ED 72 subsequent measurement proposals and comments

Contractual conditional obligation

The ED does not appear to discuss the subsequent measurement
of such liabilities.

Non-contractual conditional obligation

The ED does not appear to discuss the subsequent measurement
of such liabilities.

Contractual unconditional payable
(financial instrument)

ED 72 paragraph 124 says to account for payables in accordance
with IPSAS 41.
We agree with this requirement.

Non-contractual unconditional payable

ED 72 paragraph 124 says to account for payables in accordance
with IPSAS 41. However, not all payables will be financial
liabilities that fall within the scope of IPSAS 41.
We think that the subsequent measurement requirements for
PSPOA payables that are not financial liabilities need to be
identified in this ED.

Location of measurement requirements
ED 72 proposes to create three sets of measurement requirements. We mention these three sets of
requirements because, in our view, some of them should be relocated.
(a)

Transfer expenses with performance obligations (initial measurement in paragraph 47 and
subsequent measurement in paragraphs 121–125).

(b)

Transfer expenses without performance obligations (initial measurement in paragraphs 102–
104 and subsequent measurement in paragraphs 116–19).

(c)

Non-contractual payables that are not transfer expenses (paragraph 120).

In our view the requirements for subsequent measurement of balances associated with transfer
expenses with performance obligations should be located near the section dealing with the initial
measurement of such balances (paragraphs 47 to 89), not in the section on presentation. We
acknowledge that the location of these subsequent measurement requirements reflects the location
of similar requirements in IFRS 15 Revenue from Contracts with Customers and ED 70. However, this
location does not work in ED 72 because the initial and subsequent measurement of these balances
is interrupted by the section dealing with transfer expenses without performance obligations. The
presentation section will still need to discuss the separate presentation of payables from other
binding arrangement liabilities.
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ED 72 Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any anticipated
difficulties, and any suggestions you have for addressing these difficulties.

We have heard some concerns that transfer providers and auditors might have differing views about
whether a provider has sufficient information (about the satisfaction of obligations by the recipient)
to apply the PSPOA. Entities applying ED 72 will first look at paragraph 13 which sets out the criteria
that must be met in order to apply the PSPOA. We expect that entities will have no difficulty in
determining whether they meet the criteria in paragraph 13(a)–(c). However, we think that entities
could benefit from some additional guidance about what to consider in deciding that they meet the
criterion in paragraph 13(d) (which refers to monitoring the satisfaction of performance obligations).
Our response to SMC 3 suggests that paragraph 13(d) be worded more generally and that
application guidance be used to explain how an entity could satisfy itself (and others) about the
extent to which a recipient has satisfied performance obligations and how much more effort is
required for complete satisfaction. This would require rewriting paragraphs AG26 and AG27. We also
have some comments on paragraphs AG26 and AG27 as drafted.
The ED states that paragraphs AG26 and AG27 (shown below) provide additional guidance. However,
an entity reading these AG paragraphs will find an explanation of why monitoring is a requirement,
rather than guidance on what to consider when making this assessment.
Extract from ED 72
Identifying the Binding Arrangement (Step 1) (see paragraphs 13–23)
AG26. The criteria a transfer provider considers in determining when to account for a transfer
expense with performance obligations are similar to those an entity would consider in
determining when to account for revenue in accordance with [draft] IPSAS [X] (ED 70).
However, in determining when to account for a transfer expense with performance
obligations, a transfer provider does not need to consider whether the binding arrangement
has economic substance. A transfer expense is the transfer of a good or service by the transfer
provider without the transfer provider directly receiving a good or service in return, and
consequently all transfer expenses have economic substance.
AG27. In accordance with paragraph 13(d), a transfer provider may account for a transfer expense
as a transfer expense with performance obligations only if it monitors the transfer recipient’s
satisfaction of its performance obligations. This is because, without such monitoring, the
transfer provider would not have reliable information about when a transfer expense arises.
Without such information, the recognition of an expense could be inappropriately delayed.
Consequently, where the transfer provider does not monitor the transfer recipient’s
satisfaction of its performance obligations, a transfer provider shall account for the transfer
expense as a transfer expense without performance obligations.
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ED 72 Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and measurement requirements for transfer expenses
without performance obligations:
(a)

A transfer provider should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide resources, or has lost
control of those resources (this proposal is based on the IPSASB’s view that any future benefits
expected by the transfer provider as a result of the transaction do not meet the definition of an asset);
and

(b)

A transfer provider should measure transfer expenses without performance obligations at the carrying
amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses without performance
obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?

We broadly agree with the proposed measurement requirements for transfer expenses without
performance obligations, as outlined in SMC 6. However, we think that the proposals require more
work. Our comments follow.
Paragraphs 91–94
There are some drafting issues in paragraphs 91–94 of ED 72 which have made them difficult to
follow. ED 72 needs to focus on the present obligations of the transfer provider. As drafted,
paragraphs 91–94 appear to be focusing on the present obligations of the recipient.
We agree with the requirement (in paragraph 91) for a transfer provider to recognise a transfer
expense when the transfer provider has a present obligation. We also agree that a present
obligation should be enforceable.
However, paragraph 92 then goes on to link the concept of a present obligation of the transfer
provider with present obligations on the transfer recipient. Paragraph 92 says that, in order for a
transfer provider to have a present obligation there must be a binding arrangement. A binding
arrangement (as defined in ED 70) creates both enforceable rights and obligations on both parties to
the arrangement. We think that a transfer provider could have a present obligation to transfer
resources to a transfer recipient (that could be enforced by the recipient) without there being both
enforceable rights and obligations on both parties. We think that paragraph 92 is confusing the
concept of a present obligation of the transfer provider with a present obligation of the recipient.
We think that you can have one without the other.
With regard to paragraph 93, we do not think it is correct to say that “transfers to be made outside
of a binding arrangement are not enforceable.” We do not think that deeds would meet the
definition of a binding arrangement in ED 70, but deeds are enforceable. In New Zealand a range of
legal documents (contracts, agreements and deeds), not all of which establish obligations on the
other party, might be used as the basis for an agreement to make a grant. A promise (made verbally
or in writing) is legally enforceable if the other party is giving something in return, or the promise is
recorded in a deed. Unlike a contract, a promise in a deed is enforceable whether or not there is any
payment or consideration given for it.
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We have also noted a possible drafting error in paragraph 94. We think that the IPSASB intended to
say that a transfer provider does not have a present obligation in these circumstances. As written,
the sentence says that the transfer expense does not exist.
Multi-year grants
We have found it difficult to form a view about the treatment of multi-year grants under ED 72
because paragraphs 91–94 are not clear. We do not think there is enough guidance to lead to
consistent treatment of multi-year grants. Example 34 Agreement for a Series of Transfers
(paragraphs IE180–IE84) indicates that a transfer provider would recognise an upfront liability for all
payments within a multi-year agreement if there is an unconditional obligation. However, we think
that this needs to be clearer within the ED itself.
Interaction with IPSAS 19
As per our response to SMC 4, we are not clear about the interaction between ED 72 and IPSAS 19
and, to the extent that ED 72 establishes requirements for liabilities that would otherwise be
recognised and measured in accordance with IPSAS 19, we think that any differences in
requirements should be immediately apparent and justified by differing circumstances.
We have posed the same questions (as per SMC 4) to transfer expenses without performance
obligations and looked to ED 72 for guidance.
(i)

If a transfer provider has a binding arrangement with liabilities that are of uncertain timing or
amount, what would it do?

(ii)

If a transfer provider has a binding arrangement with a liability that extends over more than
one year, would it need to discount the liability?

(iii)

If a transfer provider has a binding arrangement that becomes onerous, what would it do?

In addition, we have considered how a transfer provider would decide whether it needs to recognise
a provision for a constructive obligation.
(i) Liabilities of uncertain timing or amount
Paragraphs 102 to 115 of ED 72 deal with initial measurement of liabilities for transfer expenses
without performance obligations. We agree with the requirement in paragraph 103 to measure a
liability at the best estimate of the costs that the transfer provider will incur in settling the liability
and note that this is consistent with the requirement in IPSAS 19 to measure a provision at the best
estimate of the expenditure required to settle the liability.
Paragraph 108 addresses variable consideration, but only in very specific circumstances (that is, only
in the context of a transfer provider funding a recipient for the recipient’s expected costs). We think
that transfer expenses could be contingent on other factors, such as the transfer recipient raising
funds from elsewhere. We cannot see where ED 72 deals with these other types of contingencies or
how a transfer provider would know whether it has a contingent liability that should be disclosed in
accordance with IPSAS 19.
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(ii) Liabilities that extend over a year
IPSAS 19 requires that, when the effect of the time value of money is material, the amount of a
provision shall be the present value of the expenditures expected to be required to settle the
obligation.
ED 72 (paragraphs 109 to 113) would require discounting if the timing of payments agreed to by the
parties to the binding arrangement (either explicitly or implicitly) provides the transfer recipient with
a significant benefit of financing the activities the transfer recipient has agreed to perform. We agree
with the proposal to require an entity to take account of the time value of money, but are not sure
how an entity making a transfer would determine that a transaction provides a significant benefit of
financing (as per paragraphs 109 and 110) or the rate that would be used in a separate financing
transaction between the parties (as per paragraph 111). We are also not sure that a transfer
provider would be likely to provide any collateral. We wonder if it would be better to have a general
requirement, similar to that in IPSAS 19, to discount a liability if the effect of the time value of
money is material. We are aware that our comments here differ from what we said in SMC 4, but
these are different types of transactions.
(iii) Onerous arrangements
ED 72 does not discuss whether transfer expenses without performance obligations can become
onerous, and if so, how to account for them. ED 72 excludes provisions, as defined in IPSAS 19, from
its scope. We read that as meaning that the onerous contract requirements in IPSAS 19 do not apply
to transfer expenses without performance obligations. We think the ED should be more explicit
about whether an arrangement for transfer expenses without performance obligations can become
onerous, and if so, how to account for them (bearing in mind that such arrangements may be:
(i) binding arrangements with performance obligations that do not meet the criteria in paragraph 13;
(ii) binding arrangements without performance obligations; or (iii) arrangements that are not
binding).
(iv) Constructive obligations
A transfer provider might not have an enforceable obligation to make a transfer but nevertheless it
might be concerned about whether it has to recognise a provision for a constructive obligation.
ED 72 excludes provisions, as defined in IPSAS 19, from its scope. We read that as meaning that a
transfer provider should not apply IPSAS 19 in assessing whether it needs to recognise a provision
for a constructive obligation. However, paragraph AG23 (shown below) says that a transfer provider
should apply IPSAS 19 in deciding whether it has a constructive obligation.
Extract from ED 72
AG23. A statement of intent or public announcement by a transfer provider such as a government
promise to spend money or deliver goods and services in a certain way is not, in and of itself,
an enforceable arrangement for the purposes of this [draft] Standard. Such a declaration is
general in nature and does not create a binding arrangement between a transfer provider and a
transfer recipient under which both parties have rights and obligations. A transfer provider
considers whether such a public announcement gives rise to a constructive obligation in
accordance with IPSAS 19¸ Provisions, Contingent Liabilities and Contingent Assets.
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Subsequent measurement of non-contractual payables that are not transfer expenses
ED 72 paragraph 120 also specifies the subsequent measurement of other non-contractual payables
arising out of the operation of legislation or regulation. At the moment these requirements are
located at the end of the section on measurement of transfer expenses without performance
obligations. We do not object to requirements for such payables being included in this ED but, as
they are not transfer expenses, we consider that they should be located in a separate section.

ED 72 Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize transfer
expenses without performance obligations at the earlier of the point at which the transfer provider has a
present obligation to provide resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present obligations that are not
performance obligations, it should recognize revenue as it satisfies those present obligations. Consequently, a
transfer provider may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

We agree with the proposal that a transfer provider should recognise transfer expenses without
performance obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources.
As explained in our comment letter on the 2017 CP, the key issues relating to the recognition of nonexchange expenses are primarily concerned with determining when the resource provider has
incurred a liability to transfer resources to another party. This involves identifying when the resource
provider has a present obligation arising from a past event. In certain circumstances, the timing of
expense recognition would be impacted by whether a payment is made before or after an obligating
event has occurred. Expenses may be recognised earlier when prepaid (when the resource provider
no longer has control over the resources transferred).
We acknowledge that asymmetry between the recognition of revenue by a resource recipient and
recognition of the corresponding transfer expense creates issues for consolidation when the
resource recipient and the transfer provider are part of the same economic entity. These sorts of
consolidation issues exist currently and are relevant only to the extent that they affect compliance
costs – they should not, however, drive accounting requirements.

ED 72 Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the transfer
provider needs to consider whether it has a present obligation to transfer resources, and should therefore
recognize a liability, prior to the appropriation being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?

We have not answered this question.
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ED 72 Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular,
(a)

Do you think there are any additional disclosure requirements that should be included?

(b)

Are any of the proposed disclosure requirements unnecessary?

Quantum of disclosures
Consistent with our views on the disclosure requirements in ED 71, we think there are too many
disclosure requirements in ED 72 and recommend that the IPSASB reconsider the disclosure
requirements to see if all of them provide information that is relevant for users of the financial
statements.
The disclosure requirements in ED 72 mirror the equivalent disclosure requirements in ED 70 and
ED 71. This results in a significant number of disclosures relating to transfer expenses, in particular
for transfer expenses with performance obligations. We are not aware of any other category of
expenses that is required to be disclosed in such detail and do not think that this level of detail is
appropriate.
We have thought about what users of general purpose financial statements might want to know
about transfer expenses with performance obligations. We consider that they are most likely to be
interested in the overall balance of accruals, not the detail. We note that the IPSASB also seems to
have been of this view at an earlier stage of the process (see ED 72 paragraph BC69) and
subsequently decided to require more disclosures. We agree with the IPSASB’s rationale in
paragraph BC69 for its earlier view not to include disclosure requirements for the disaggregation of
expenses and the detailed information on binding arrangement balances.
Descriptors for transfer expense disclosures
Consistent with our views expressed in response to SMC 6 of ED 71, we suggest that the IPSASB
revisits the terms used to categorise transfer expenses within the scope of ED 72 and uses
terminology that would be more easily understood by users of financial statements.
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Date: 26th October 2020

Ross Smith
Program and Technical Director
International Public sector accounting standards Board
International Federation of Accountants
277 wellington St reet West
Toronto
Ontario MSV3H2
CANADA

EXPOSURE DRAFT 72: TRANSFER EXPENSES
The Public Sector Accounting Standards Board, Kenya is pleased to submit its
comments on ED 72: Transfer Expenses. Currently, there is a gap in accounting for
transfer expenses by transfer providers as there is no literature within the IPSAS suite
of standards to cover the same. PSASB welcomes this move by IPSASB to develop a
specific standard on Transfer Expenses for public sector entities. In our jurisdiction, a
significant amount of public expenditure relates to transfer expenses from one level
of government to another and therefore accounting for such transfers becomes
paramount.
The Public Sector Accounting Standards Board (PSASB), Kenya was established by the
Public Finance Management Act (PFM) No.18 of 2012. The Board was gazetted by
the Cabinet Secretary, National Treasury on 23th February 2014 and has been in
operation since.
The Board is mandated to provide frameworks and set generally accepted standards
for the development and management of accounting and financial systems by all state
organs and Public entities in Kenya and to prescribe internal audit procedures which
comply with the Public Finance Management Act, 2012.
PSASB Kenya response is documented in the attachment for your consideration.
With kind regards.

~~))~-=---

FREDRICK R~AGA
CHIEF EXECUTIVE OFFICER
PUBLIC SECTOR ACCOUNTING STANDARDS BOARD

Promoting Sound Financial Reporting and Internal Audit Standards in the Public Sector

94

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 11

95

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

PSP6R
f"\J a UC sccr<>a ACCOUNTING STA.."it>AaDS M>AltD (ICl:NYAJ

Republic of Kenya

Respondent 11
CPA Ce ntre , sill Floor
Titika Road , Ru.araka
P.O . Box 38831 - 00100

Nairobi , Kenya
Cell: 0757 9 24 84::!
T<?I: 020-2 511557
\\·ww.p sasb.go .ke

EXPOSURE DRAFT 72 : TRANSFER EXPENSES

Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4-BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the
scope or definition of transfer expense would you make?

Comment: PSASB agrees with the definition of transfer expenses in paragraph B
and the rationale as set out in paragraph BC4-BC15. However the IPSASB should
consider paragraph 4 for clarity- ~n entity shall also apply this [draft] Standard in
accounting for the subsequent measurement of other non-contractual payables,
except where the subsequent measurement of the payable is within the scope of
another Standard. This [draft] Standard does not apply to the recognition and
initial measurement of other non-contractual payables. It is not clear why the
standard would not apply for initial recognition of other non-contractual payables
when it does not define what they relate to and which standard accounts for them.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations? If not,
what distinction, if any, would you make?

Comment: PSASB agrees with the proposals to distinguish between transfer
expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
withoutPerformanceObligauon£

Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient's performance obligations throughout the
duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?

Comment: PSASB agrees with the proposal as outlined in the draft considering
distinction of satisfaction as outlined in paragraph 33 and paragraph 90 of the
exposure draft. Without the ability to monitor the satisfaction of the performance
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obligation, it would be impossible to determine the timing of recognition of the
transfer expense with a performance obligation.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the
transfer
Recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach. The rationale for this decision is set out in paragraphs
BC16-BC34. Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and measure
transfer expenses with performance obligations?

Comment: PSASB agrees with recognition and measurement requirements for
transfer expenses with performance obligation as envisioned in paragraph BC34.
It is practical for the transfer provider to initially recognize an asset for the rights
to have goods or services provided to third party beneficiaries because they have
control over the assets until the transfer happens. Upon transfer, control over the
asset is lost and therefore an expense is recognized.

Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for addressing
these difficulties.

Comment: The main challenge in public sector would be in paragraph 13(d), where
the transfer provider may not be able to monitor satisfaction of those performance
obligations throughout the duration of binding arrangement. Some challenges
may also arise on binding arrangements of enforceable rights and obligations
where the enforcement may be outside the legal system, also identification of
distinct goods and services may be a challenge considering that users of this
standard/draft are public sector entities therefore, transferred goods and services
may be construed as social goods and benefits in some instances as defined in
IPSAS 19 and IPSAS 42.
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Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations
at the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB's
view that any future benefits expected by the transfer provider as a result of the transaction
do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations
at the carrying amount of the resources given up.
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?

Comment: Yes, existence of an obligation to transfer the resources under accrual
should trigger expense recognition. Similarly, loss of control over resources to be
transferred also trigger their de-recognition hence recognition of the expense. The
earlier of any of these is thus appropriate. Measuring the expense at the carrying
amount of the resources given up is appropriate as any other method would result
into a loss or gain, which was not the intention of such a transfer.

Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost control
of those resources. ED 71, Revenue without Performance Obligations, proposes that where
a transfer recipient has present obligations that are not performance obligations, it should
recognize revenue as it satisfies those present obligations. Consequently, a transfer provider
may recognize an expense earlier than a transfer recipient recognizes revenue. Do you
agree that this lack of symmetry is appropriate? If not, why not?

Comment: PSASB agrees that the lack of symmetry is reasonable and mirrors
prudence in the accounting. It is not a contradiction, but principle application. It
would however be easier if by analogy, existence of present obligation under ED
71 was analyzed as existence of a performance obligation since the treatment is
the same on revenue recognition.
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Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation
to transfer resources, and should therefore recognize a liability, prior to the appropriation
being authorized. Do you agree with this proposal? If not, why not? What alternative
treatment would you propose?

Comment: Yes, we agree.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate. Do you agree the disclosure
requirements in this [draft] Standard are appropriate to provide users with sufficient,
reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?

Comment: PSASB agrees the disclosure requirements in this [draft] Standard are
appropriate to provide users with sufficient, reliable, and relevant information
about transfer expenses
(a)

Additional disclosure should give clear distinction of intended goods and
services from social benefits described in IPSAS 19 and IPSAS 42. Also
where a transfer provider has recognized transfer expenses without
performance obligations at the point at which the transfer provider has a
present obligation to provide resources but before the Joss control of those
resources, a disclosure is necessary for the recourses not yet Jost but for
which an expense has been recognized.

(b)

No disclosure requirements are unnecessary
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Task force IRSPM A&A SIG, CIGAR Network, EGPA PSG XII
Comments and suggestions considering the IPSASB document for ED 72
‘Transfer Expenses’
The IPSASB has requested comments and answers to specific questions regarding its Exposure Draft (ED)
72, Transfer Expenses. The comments and responses prepared by the Task Force IRSPM A&A SIG, CIGAR
Network and EGPA PSG XII are presented below.
The IRSPM A&A SIG, CIGAR Network and EGPA PSG XII are three research networks that focus on Public
Sector Accounting. The Task Force is made up of 17 researchers from these networks. The views expressed
in this document are widely shared by the members of the Task Force, but neither do they represent the
views of the whole research community represented by the networks, nor of the Institutions/Universities
with which they are affiliated.

Core assumptions
We recognize the pivotal role of the IPSASB in developing high quality international public sector
accounting standards to support financial reporting and to enhance non-financial disclosures by public sector
entities to increase citizens’ trust. We regard the development of standards and guidance on matters that
are specific to the public sector as being a particularly important part of the continuing programme of work
of the IPSASB. ED 72 contains proposals for transfer expenses, superseding the requirements of IPSAS 23
Revenue from Non Exchange Transactions.
We are of the opinion that when public sector transactions resemble those taking place in the private
sector, principles and standards may be kept as aligned as possible. However, for public-sector-specific
transactions, as is the case for transactions relating to Revenue without Performance Obligations, we are in
favor of standards that are not adapted artificially from private sector accounting and we think that there is
a need to seek options that best fit the public sector. This core thesis underpins our proposals and
recommendations herein.
We are pleased to respond to ED 70, 71 and 72, and we take the opportunity to congratulate the IPSASB
on this achievement. With these three EDs, the IPSASB has moved away from the distinction between nonexchange and exchange transactions and instead embraced revenue with (ED 70) or without (ED 71)
performance obligations. ED 72 provides for the recognition and measurement of transfer expenses. In this
response, we first provide some comments that relate to ED 70, 71 and 72 combined. Subsequently, we offer
our views on the specific requests for comments posed by ED72.
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Comments relating to ED 70, 71 and 72 combined
1. Format of the consultation
We found the questions (SMCs) to be narrow in scope, thus limiting the type of responses that we could
provide. Even the layout of the consultation paper is not very helpful as the questions are grouped and
presented at the beginning of the document, rather than being integrated within the consultation paper as
was done previously (for example, in the Measurement consultation).
In our opinion, the EDs are too long and dishearten prospective respondents to participate. We
understand that the topic being dealt with by these EDs is complicated, but we suggest that future EDs are
more focused and concise.
2. Overall structure of the three EDs and the analysis of the underlying subject
Contracts or other binding arrangements can contain transactions that are with performance obligations
or without performance obligations. These two streams of transactions thus need to be dealt with under
separate standards.
While we agree on the distinction between transactions with and without performance obligations, we
think that the three EDs provide a scattered picture about the accounting treatment of transactions. For
example, (a) the recipient of revenue with a performance obligation looks at ED 70, while the provider of this
revenue looks at ED 72; (b) the recipient of a grant with a present obligation or a binding arrangement looks
at ED 71, while the provider looks at ED 72. This dispersed referencing may cause confusion to the user,
which is not justified by the IPSASB’s statement that “ED 70 should only deal with revenue so that it is in line
with IFRS 15” (BC 8).
Furthermore, the respective treatment of a transaction by the two parties is not directly evident in the
same standard. Compare with, for example, Leases, where the accounting by the lessee and lessor are tackled
in one document. The same should be done here, for example:
• Standard 1: ‘Transactions with performance obligations’ to include (a) the recipient of the income, i.e.
the seller (currently, ED 70) and (b) the provider, i.e. the purchaser (currently, ED 72).
• Standard 2: ‘Transactions with present (non-performance) obligations’ to include (a) the recipient of
the resources, i.e. the transferee (currently, ED 71) and (b) the provider, i.e. the transferor (currently,
ED 72).
• Standard 3: ‘Transfers without obligations’, to include (a) the recipient of the resources, i.e. the
transferee (currently, ED 71) and (b) the provider, i.e. the transferor (currently, ED 72).
The respective treatments by the two parties need not ‘mirror’ each other, that is, the respective
treatments could be totally different; but at least the standard would treat a transaction holistically – from
both perspectives.
Besides having a critical stance on the fact that expenses are handled in a separate ED, we also see the
need for more clarity and guidance about the linkages between the three EDs, even with regards to
terminology, perhaps through the compilation of a joint glossary. A joint glossary may ensure transparency
on the important definitions and terms not only across the three EDs but in general across all the standards
issued by the IPSASB. For example, in the three EDs, the IPSASB refers to definitions used in other standards.
It would be easier for users of standards having a joint glossary rather than referring to different files.
May we also point out that the style of writing and the type of language used decrease understandability.
We appreciate the technicality of the subject, and also that standards are targeted for practitioners.
However, even accountancy professionals and academics find the standards difficult to understand.
Practitioners in public sector accounting would encounter a similar difficulty, detracting from the
2
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attractiveness of IPSAS.
3. Need to evaluate the challenges of applying ED70, 71 and 72 in practice
Since the changes introduced by the three EDs are wide-spanning, we recommend that the IPSASB should
monitor the issues that will emerge from the practical application of these standards. Since pilot studies are
not feasible in a public sector context, this monitoring should be undertaken with public sector entities that
will be actually applying ED70, 71 and 72. The monitoring could be in the form of a survey, for example, in 23 years’ time, that would capture and document the effects and practical experiences of applying the three
EDs. This exercise would reveal challenges associated with applying the standards in practice and would
support the strengthening of the application guidelines. It may also assist in future revision of the standards.
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ED72 Specific Matters for Comment

Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The rationale
for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or definition
of transfer expense would you make?

Response:
The Standard is devoted to transfer expenses, which are defined as follows:
“A transfer is a transaction in which one institutional unit provides a good, service, or asset to another
unit without receiving from the latter any good, service, or asset in return as a direct counterpart.”
This definition highlights two important elements: on the one hand, transfers may be made of goods,
services or assets; on the other hand, these transactions are characterized as being without an equivalent
compensation such as a commercial price.
As explained in the rest of the ED, different types of transfers may arise according to whether the transfer
recipient has or does not have discretion over how and when to use the transfer received. In particular, three
situations may occur:
- Transfer expenses with performance obligation.
- Transfer expenses without performance obligation but with binding arrangement.
- Transfer expenses without performance obligation and without binding arrangement.
While the definition of transfer is clear, its application is a bit confusing, especially with reference to
transfer expenses with performance obligation. In fact, ED72 specifically states that it does not address
transfer expenses with performance obligations, unless the goods/services are provided to a third party:
“A transfer provider may incur transfer expenses in accordance with a binding arrangement it has
entered into with a transfer recipient, which requires the transfer recipient to provide goods or services
to a third-party beneficiary.”
Following this definition, the standard also classifies as transfers those transactions that are commercial
in nature and that require the accomplishment of a performance obligations by the resource recipient. This
is clear, for instance, in Example 1 Case B, which illustrates the following situation:
“An international organization enters into a binding arrangement to purchase a vehicle from a motor
dealer for CU30,000. The binding arrangement requires the dealer to transfer the vehicle, and provide the
subsequent maintenance services, to a national government.”
While this transaction is seen as a transfer with performance obligation in the ED - the transfer provider
is the international organization, the transfer recipient is the dealer, which is required to transfer goods and
services to a third-party beneficiary (the national government) - in our opinion, two different transactions
exist here:
(a) a transaction with the dealer that cannot be treated as a transfer as it is a commercial exchange; and
4
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(b) a transaction with the national government that is a transfer of goods with no performance
obligation.
Moreover, we think that the two transactions emerge as results of two different binding arrangements:
one with the dealer and another with the national government.
We propose to limit the scope of the standard by clarifying that transfer expenses that entail a commercial
buyer/seller relationship should be treated as direct exchange transactions (that are outside the scope of the
standard, as stated in AG 5, page 44). This limitation would imply that transfer expenses with performance
obligation occur only in situations similar to the one depicted in Example 4, case D of the ED, where the
binding arrangement includes performance obligations for the transfer recipient, whereby the relationship
between the transfer provider and the transfer recipient is non-commercial and without equivalent
compensation such as a commercial price.
In case the scope of the ED is changed as we are suggesting, we encourage the IPSASB to be clearer about
what should be viewed as a third party (and provide more extensive guidance and examples). For instance,
it should make clear that the constituents/residents/citizens of the government that provides transfers
cannot be viewed as a third party, because otherwise, the majority of transactions of a government would
end up being considered as a transfer. In the absence of specific guidelines, for instance, the contracts signed
for the provision of individual/collective services by either a for-profit or non-profit organization could be
considered as transfers: when services are contracted-out, public sector entities transfer money to another
entity, be it a for-profit or non-profit organization, and does not get anything in return since services are
provided to citizens. Similarly, the standard should provide clear indications on more complex situations. For
example, what happens if the transfer provider and recipient are different tiers of government (e.g. regional
and local government), so that the residents of the transfer provider are by definition also residents of the
transfer recipient?
Finally, as in the case of revenues, the overall structure of the ED ends up being unbalanced because the
case of performance obligations comes first and is discussed extensively, but it is probably the least frequent:
usually transfer expenses come without performance obligations. Hence, we suggest revising the structure
of the standard. Alternatively, we suggest modifying the scope of the three EDs (please, see our introductory
section and SMC1 of ED70).
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Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the distinction
for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?
If not, what distinction, if any, would you make?

Response:
We have some concerns in this respect that are explained in response to SMC1.
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Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?

Response:
Yes, we agree. The Public Sector Performance Obligation Approach (PSPOA) only applies where the
beneficiary is a third party (AG24, page 46). For the application of the PSPOA, monitoring is very important
so that the accounting of the transactions mirror each other. However, monitoring may not always be easy
or possible. So it is welcome that the ED72 proposes par. 13 (towards the end of the paragraph) and AG27
(page 47), with the solution that the transaction is then recorded as a transfer expense without a
performance obligation. The probability of this causing consolidation issues is remote. On the one hand,
monitoring would not be possible when the transfer recipient is not under the control of the transfer
provider. On the other hand, in many cases the transfer beneficiary will not even be a public sector entity,
which further reduces the concerns for consolidation.
However, we want to highlight that this proposal may be risky in that it gives large discretion to reporting
entities. The impossibility to monitor should reflect objective difficulties and not the limited monitoring
capacity of the entity. Otherwise, the risk is that each entity will opt for the recognition that is deemed more
favourable.
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Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transferring goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer recipient
transfers goods and services to third-party beneficiaries, using the public sector performance
obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?

Response:
Yes, we agree. However, regarding point (a) it should be noted that the transfer provider should recognize
an asset only when the transfer is made at the start of the binding arrangement (so that the transfer provider
records an outflow of cash) or when the terms of the binding arrangement would result in the transfer
provider having a present obligation to transfer resources to the transfer recipient prior to the transfer
recipient having satisfied its performance obligations (so that the transfer provider recognizes a liability) (see
BC 21). Conversely, when the transfer is made at the end of the binding arrangement, the transfer provider
recognizes an expense and a binding arrangement liability as the transfer recipient accomplishes its
performance obligation (see for instance example 36). We suggest that the main text of the standard is
modified to clarify the different accounting treatments in the two cases.
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Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.

Response:
We think that the main practical difficulties are described in AG51-52. The solution in par. 13 that the
transaction is then recorded as a transfer expense without a performance obligation appears sufficient.
However, we think that other difficulties may arise when applying the standard. Hence our suggestion to
closely monitor the standard’s actual adoption and the related challenges.
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Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the earlier of
the point at which the transfer provider has a present obligation to provide resources, or has lost control
of those resources (this proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at the carrying
amount of the resources given up.
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?

Response:
We agree. However, we have some doubts, largely stemming from a close reading of Example 34. The
example refers to transfer expenses without performance obligations, made as a series of transfers. In
particular, the example depicts the following case:
“A regional government (the transfer provider) enters into a binding arrangement with a museum on
January 1, 20X1, whereby the regional government will provide CU100,000 per year for three years for the
museum to purchase additional artefacts.”
Two cases are presented:
Case A – in which the future payments depend on performance
“The binding agreement also requires the regional government to transfer CU100,000 to the museum on
January 31, 20X2 and January 31, 20X3, provided that the museum has acquired the artefacts in the previous
year.”
Case B – in which the future payments are due in all circumstances
“The binding arrangement requires the regional government to transfer CU100,000 to the museum on
January 31, 20X1. The binding agreement also requires the regional government to transfer CU100,000
to the museum on January 31, 20X2 and January 31, 20X3. The binding arrangement requires the
regional government to make the future payments irrespective of whether the museum has acquired the
intended artefacts or not.”
With reference to this example, the following critical issues emerge:
-

The situation depicted in the example rarely occurs since usually governments decide on a year-by-year
basis the grants to be transferred.
- Focusing on year 20X1, we do not agree that the present obligation (CU 100,000 for case A and CU 300,000
for case B) should be recognized on January 31, 20X1 (that is when funds are due), but on January 1, 20X1,
as the regional government has little or no realistic alternative to avoid the binding obligation and the
related outflow of resources at that point, after entering into the binding arrangement.
- We think that a case C should be added whereby the whole sum (CU 300,000) is paid to the museum in
20X1 to fund the purchase of artefacts over three years. What should the regional government record in
this case? Should it recognize an expense of the total amount of CU 300,000, similar to case B?
10
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In general, we think that a clearer definition of “present obligation” may help to properly record transfers
without performance obligations.
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Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize transfer
expenses without performance obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources. ED 71, Revenue without Performance
Obligations, proposes that where a transfer recipient has present obligations that are not performance
obligations, it should recognize revenue as it satisfies those present obligations. Consequently, a transfer
provider may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

Response:
As stated in our response letter to the IPSASB’s Consultation on Accounting for Revenue and NonExchange Expenses, our view is that recognition of revenues and expenses should reflect the essence of the
transaction from the lens of each part that is involved. It is important that public sector entities’ revenue is
not anticipated and/or overstated. Moreover, we acknowledge that a “mirror approach” may facilitate
consolidation, thus we suggest that the Board takes appropriate consideration of consolidation issues when
revising guidance.
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Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the transfer
provider needs to consider whether it has a present obligation to transfer resources, and should therefore
recognize a liability, prior to the appropriation being authorized.
Do you agree with this proposal? If not, why not? What alternative treatment would you propose?

Response:
We partially agree with this proposal.
In our opinion, when resources to be transferred are subject to the appropriation being authorized, the
authorization has a substantive role, except for particular circumstances or under specific legal frameworks.
As already pointed out, in our opinion the legal form is generally indisputable, so the “substance over form”
principle may be acceptable only in certain administrative regimes.
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Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations, to the extent that these
are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?

Response:
We agree with the disclosure requirements included in the ED.
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October 30, 2020
International Public Sector Accounting Standards Board (IPSASB)
277 Wellington Street West
Toronto, ON M5V 3H2 Canada
Re: Draft Response to Exposure Draft (ED) 72, Transfer Expenses
Thank you for the opportunity to provide input on a future International Public Sector Accounting
Standard on transfer expenses.
PSAB staff believe that amendments are required before a standard on transfer expenses
should be issued.
The theoretical supportability of the proposed standard hinges on making the case that an asset
arises for a transfer provider in relation to a transfer provided to a recipient that imposes a
performance obligation on the transfer recipient. We do not feel that this case has been
sufficiently made. Specifically:
•
•

We disagree with the assertion that the existence of a performance obligation for a
transfer recipient gives rise to an asset of a transfer provider.
We do not believe that the Public Sector Performance Obligation Approach (PSPOA)
developed for revenue can be flipped and applied to transfer expenses while also
adhering to the element definitions in the conceptual framework.

PSAB staff recognize that even if the case cannot be made that the asset definition is met by
the transferor when it has imposed a performance obligation on a transfer recipient, the IPSASB
may still decide to allow expense recognition of transfers for which a transfer recipient has a
performance obligation over the future periods in which the performance obligation is met by the
recipient. The IPSASB may want to do so for pragmatic reasons. Or there may be political
support from governments for the PSPOA approach for transfer expenses especially because of
the massive spending by governments worldwide to respond to the pandemic. If the Board
proceeds with the PSPOA approach for some transfer expenses and wants to preserve the
integrity of the asset definition, the IPSASB would seem to have two choices:
(i)

Use the “other resources” category to recognize the transfer outside of assets.
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Concern: Unfortunately, this choice could set a precedent for recognizing deferrals in

this category and such precedent could be a slippery slope to recognition of more
deferrals on the statement of financial position that don’t meet the asset or liability
definitions.
(ii)

Pragmatically justify use of the PSPOA for transfer providers as an exception to the
conceptual framework in order to parallel the requirements for revenue recognition of
transfers when there is a recipient performance obligation.
Concern: This choice would be forced symmetry for one aspect of the proposed

standard, while in other cases in the same standard symmetry would not be forced. The
PSPOA approach to transfer expenses does provide the IPSASB with a way forward on
a complex public sector topic that has already been tested for its merits in relation to
revenue in the private sector. We do not agree that symmetrical accounting by a transfer
provider and transfer recipient can always be justified by the economic substance of the
arrangement to each party and their available evidence to support recognition. However,
we acknowledge a pragmatic choice to use the PSPOA for some transfer expenses may
be deemed necessary. See our comments on Specific Matter for Comment 7 in
Appendix A.

We elaborate on our concerns here and in the responses to the Specific Matters for Comment in
Appendix A.
1.

Proposal that Transfer Expenses can Create an Asset for the Transfer Provider:
PSAB staff do not agree with this proposal. It not only conflicts with the position taken by
PSAB in Canada given the definition of an asset in our framework, but more importantly,
we do not feel that the case has been made for asset recognition within the IPSASB
conceptual framework.
Existing Canadian position: GOVERNMENT TRANSFERS, Section PS 3410, of the

Canadian Public Sector Accounting (PSA) Handbook takes the position that a transfer
provider would not have an asset in relation to a transfer unless the transfer recipient
breached the transfer terms and the transfer provider expects to get some or all of the
transferred resources returned to it. For the transferor, a transfer is not an exchange
transaction equivalent to a purchase or sale, an investment or a loan. By definition, a
transferor gives away economic resources and thus reduces the resources that it holds
itself. It does not directly receive a benefit that is economic in exchange for transferred
resources, as would be required by the asset definition. Thus, a transferor incurs an
expense and does not acquire an asset when providing a transfer. Transfers are a
redistribution of wealth. They may provide funding to recipients to provide goods or
services to the population, but the transferor does not acquire those services for itself as
would occur, for example, in a purchase of insurance for a future period.
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Note: The Canadian standard, GOVERNMENT TRANSFERS, Section PS 3410, would
not allow the accounting in paragraph 2(a) of ED 72. Section PS 3410 takes an ED 72
paragraph 2(b) approach. Please see Appendix C to this letter.
The Case for Asset Recognition by the Transfer Provider is Not Persuasive: The Basis for

Conclusions for ED 72 sets out the supporting reasoning for a transfer provider to
recognize as an asset the right to have goods or services transferred to specified third
parties. It notes that a transfer provider has control over such a resource when a binding
arrangement provides it with the means to ensure the resource is used to achieve the
transfer provider’s objectives.
We are concerned that the boundaries of what is an asset are being stretched. Some of
our more specific issues are:
(a) Distinction from Contractual Rights: The distinction is not clear between a contractual
right that qualifies for disclosure and a right to have goods or services delivered to 3rd
parties under a binding arrangement that qualifies for asset recognition. ED 72 Basis
for Conclusions paragraph BC 32 indicates that the past event is the entering into the
binding arrangement. This conclusion raises the possibility that many other
contractual rights arising from binding arrangements could also be recognized as
assets. In Canadian GAAP contractual rights qualify for disclosure, and
CONTRACTUAL RIGHTS, paragraph PS 3380.05 defines contractual rights as
follows:
Contractual rights are rights to economic resources arising from contracts or
agreements that will result in both an asset and revenue in the future.

(b) Distinction from Other Contracts/Arrangements or Performance Obligations Imposed
on Others: Public sector entities exist to serve the public. Subordinate to that
overriding objective are multiple public interest objectives, which are met directly
through government service provision or income redistribution, or indirectly through
arrangements with other entities to deliver government programs.
The distinction for meeting the asset definition between a transfer and expenses
under other program spending of a public sector entity is not clear. Clearly the
existence of a binding arrangement is a distinction. However, a public sector entity
may have many program commitments, some of which are fulfilled through formal
binding arrangements contracting with external parties to deliver services on the
entity’s behalf. We believe some questions remain to be addressed:
•

Would program commitments, some of which are fulfilled through formal binding
arrangements contracting with external parties to deliver services on the entity’s
behalf, also be recognized as assets until the external parties deliver the
services?
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•

Or would they only be recognized as assets of the public sector entity if it had
prepaid the external parties for future delivery of services?

•

How does this type of “prepaid services to 3rd parties” differ from transfers to
recipients to provide future services to 3rd party beneficiaries?

•

Would a public sector entity have an asset if it imposed a performance obligation
on an external party through means other than through a transfer?

•

What other types of expense transactions in the public sector could/should the
Public Sector Performance Obligation Approach (PSPOA) be extrapolated to?

•

Would such extrapolation be appropriate? The revenue proposals in EDs 70 and
71 apply to all revenue; but the reverse of the PSPOA applies only to transfer
expenses.

(c) Arguably, Transferor Performance is Complete When Resources Provided: While they
may be the result of a binding arrangement, “performance” of the transfer provider
comprises providing resources to the transfer recipient. The existence of a
performance obligation for a transfer recipient does not create an asset for the
transferor. Such an approach delays expense recognition of transfer programs
beyond the point of when a present obligation exists for the transfer provider.
(d) Does a Binding Arrangement Convey Control? Is a binding arrangement requiring the
transfer recipient to provide goods and services to 3rd party beneficiaries sufficient to
assert that the transfer provider has the means to ensure the transferred resources
are used to achieve the transferor’s objectives; i.e., that the transferor has control?
This is only one indicator of control (IPSASB Conceptual Framework, indicators of
control, paragraph 5.12) and on its own may be insufficient to indicate that the
transferor controls an economic resource.
(e) Transferor Choice Whether to Monitor Recipient Performance is a Decision Whether to
Exercise Control: We are also concerned that the ED 72 proposals allow the
transferor to decide to monitor – or not – the progress of the transfer recipient in
fulfilling the performance obligation imposed by the transferor. This choice is in
essence whether the transferor will exercise control over the “asset” or not. We do
not believe that the exercise of control determines whether an entity has an asset or
not. Control of an asset is a question of fact; whether it is exercised or not does not
negate the existence of control. We discuss other aspects of this transferor choice in
Specific Matter for Comment 3 in Appendix A.
(f) Extrapolation: Is the asset definition met for a transfer provider when a transfer
recipient has a present obligation that is not a performance obligation? Why does a
performance obligation imposed on a transfer recipient give rise to an asset of the
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transfer provider but imposing a present obligation on a transfer recipient does not
give rise to an asset for the transfer provider?
A performance obligation is a type (subset) of present obligation.
So, what are the characteristics of a performance obligation that mean that a
performance obligation imposed on a transfer recipient gives rise to an asset of the
transfer provider but imposing a present obligation on a transfer recipient does not?
This would be an extrapolation beyond the symmetry being proposed in ED 72
regarding transfer provider and transfer recipient accounting when a performance
obligation is imposed on a transfer recipient by the transferor. However, it is
important to understand why one specific type of present obligation – i.e.,
performance obligations – creates an asset for a transfer provider when other types
of present obligations imposed on a transfer recipient do not.
And further, as mentioned above, it is not clear how or if the PSPOA for transfer
expenses would be applied to other situations (i.e., other than a transfer) in which a
public sector entity imposes a performance obligation on a third party.
2.

Implications for the Budgets of Transfer Providers:
The PSPOA approach for transfer expenses adds complexity to the budget process of
transfer providers. Budgeting for transfer expenses under the PSPOA is dependent on
the extent of transfer recipients’ performance under each transfer arrangement as well
collectively for all transfer arrangements, and also the timeliness and quality of the
transferor’s monitoring of such performance. Judgments would need to be made of
expected transfer recipients’ performance for the upcoming fiscal period, which could be
subjective and complex and require a process for evaluating all outstanding
arrangements. There could also be behavioural implications such as the potential that
entities would budget for the worst-case scenario, leaving less room for other budget
priorities. Transparency of the budget process might be impaired.

3.

Complexity of the Standard + Extent of Disclosures/Record Keeping
We understand that many of the proposals in EDs 70, 71 and 72 are aligned with IFRS
15, Revenue from Contracts with Customers, amended as appropriate for the public
sector. We are concerned with the complexity of these proposed standards and the
extent of the related disclosures for smaller public sector entities. While this issue for
smaller entities is not unique to these proposals, we felt the concern should be raised. A
related issue may be the need to create a database to record and track all transfer
arrangements subject to recognition in expenses using the PSPOA approach (a similar
issue may exist for revenue under the ED 71 proposals).
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4.

Understandability and Ease of Application
In terms of ensuring understandability and ease of application of various IPSAS and their
interaction, we suggest that:
• Table 1 in the “At a Glance” document illustrating how the three exposure drafts
(EDs 70, 71 and 72) interact be retained as an appendix in each of the standards.
Or, alternatively, some other location within in the IPSAS could provide relevant
overviews of the interaction of various IPSAS such as this one to improve
understandability of the whole body of the IPSAS.
• Figure 1 in the “At a Glance” document illustrating the Accounting for Transfer
Expenses be retained as an appendix in the standard created from ED 72.
• Reference be provided in the final standard to the table in IPSAS 42 (Page 60 of
IPSAS 42; revised version on page 72 of ED 72) that indicates which inter-related
standard to apply: IPSAS 42, Social Benefits, Amendments to IPSAS 19, Collective
and Individual Services, or the standard created from ED 72, Transfer Expenses.

The comments set out in this letter and the appendices represent the views of PSAB staff, not
those of the Public Sector Accounting Board (PSAB). The appendices include:
•

Appendix A: Responses to Specific Matters for Comment

•

Appendix B: Other Issues

•

Appendix C: Canadian Comparison and Implications

We hope that you find the comments helpful. We are happy to discuss them at any time.
Best regards,
Martha Jones Denning, CPA, CA
Principal
Public Sector Accounting Standards
mjonesdenning@psabcanada.ca
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APPENDIX A – RESPONSES TO SPECIFIC MATTERS FOR
COMMENT
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope
or definition of transfer expenses would you make?
PSAB Staff Response
Transfer Expenses Definition: PSAB Staff generally agree that the definition of transfer
expenses is clear.
We offer the following clarifications for consideration, based on the definition of a transfer from
GOVERNMENT TRANSFERS, paragraph PS 3410.04:
Government transfers are transfers of monetary assets or tangible capital assets from a government
to an individual, an organization or another government for which the government making the transfer
does not:
(a) receive any goods or services directly in return, as would occur in a purchase / sale or other
exchange transaction;
(b) expect to be repaid in the future, as would be expected in a loan; or
(c) expect a direct financial return, as would be expected in an investment.

Suggestion: Consider adding as clarification in the IPSAS that:
“In return for a transfer, a transferor does not expect to be repaid in the future, as would be expected
in a loan. Nor does the transferor expect a direct financial return from a transfer, as would be
expected in an investment.”

Scope of the Proposed Standard: PSAB Staff generally agree with the scope of the
proposed standard but suggest the following:
1.

Types of Transfer Expenses: Some clarity regarding the three types of transfer
expenses addressed in the ED before paragraph 7 would be helpful. Paragraph 7
introduces binding arrangements out of the blue, with no context for why binding
arrangements need to be discussed.
The chart on page 72 of ED 72 indicates that there are three types of transfer expenses,
which should probably be identified up front in the standard:
(a) transfer expenses with performance obligations;
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(b) transfer expenses without performance obligations but with binding arrangements
(present obligation);
(c) transfer expenses without performance obligations or binding arrangements.
2.

Hierarchy of Accounting for Transactions that are Binding Arrangements: Some clarity
around operationalizing the provisions in ED 72 paragraph 7(a) is needed.
(a) If the other Standards specify how to separate and/or initially measure one or more parts
of the binding arrangement, then an entity shall first apply the separation and/or
measurement requirements in those Standards. An entity shall exclude from the transaction
consideration or other transfer of resources the amount of the part (or parts) of the binding
arrangement that are initially measured in accordance with other Standards and shall apply
paragraphs 72–85 (transfer expenses with performance obligations) or paragraphs 102–114
(transfer expenses without performance obligations) to account for the amount of the
transaction consideration or other transfer of resources that remains (if any).

Specifically, paragraph 7(a) seems to be indicating that some binding arrangements
might involve a transfer expense as well other types of transactions that are addressed
in other IPSAS. Then, it seems to say that existing IPSAS that are relevant would be
applied first, using any separation and/or initial measurement requirements in those
IPSAS. Any item that remains would be a transfer expense accounted for in accordance
with ED 72 and any related separation and/or measurement provisions in ED 72. Our
questions surrounding this guidance are as follows:
•

If more than one other IPSAS applies to a binding arrangement in addition to ED 72,
in what order would they be applied?

•

Do different IPSAS contain different separation and/or initial measurement
requirements such that different entities individually applying paragraph 7(a) to a
similar transfer would end up accounting for a different amount or percentage of the
transaction as a transfer expense?

•

While we recognize that the linkages with other IPSAS can be helpful in ensuring
internal consistency in application of the IPSAS to items of similar economic
substance, we wonder whether in practice, application of paragraph 7 may be
unnecessarily complex?

Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance obligations,
mirroring the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
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PSAB Staff Response
PSAB Staff are uncomfortable with the distinction made in ED 72 between transfers with
performance obligations and transfers without performance obligations because we do not
believe that performance obligations imposed by a transferor on transfer recipients give rise to
an asset of the transfer provider. We do not agree that the asset definition is met for the transfer
provider.
The transferor will not be owed anything unless the transfer stipulations are breached in the
future. The ultimate beneficiaries of the goods or services to be provided by the transfer
recipient with the transferred resources are not owed anything either – they are not party to any
contract or agreement with the recipient unless some future event occurs. In addition, any
external providers that might be contracted with to deliver the goods and services contemplated
in the transfer agreement to the ultimate beneficiaries are also not owed anything unless a
future event occurs.
Please also see our comments in the covering letter and in response to Specific Matter for
Comment 4 below.

Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
PSAB Staff Response
We like the fact that the default approach if a transferor decides not to monitor recipient
performance is substantially the same as the approach for all transfer expenses in Canada.
However, we are not persuaded that this transferor choice is appropriate. The “At a Glance”
document indicates that:
The transfer provider must monitor the satisfaction of the transfer recipient’s performance obligations
throughout the duration of the binding arrangement. This is necessary to ensure the transfer provider
has the information required to apply the PSPOA.

So, the onus for monitoring recipient performance under the arrangement is on the transferor. If
it chooses not to monitor the recipient’s performance, this decision determines its accounting for
the transfer; that is, earlier timing of expense recognition.
Choice to Monitor or Not: So, a transferor can book an asset if it wants to – if it decides to do

the work to substantiate that performance is still all or partially unfulfilled and thus substantiate
the existence and measurement of the asset. Or it can choose not to monitor and have earlier
expense recognition. Presumably, it can also decide to stop and restart monitoring the
recipient’s progress with its performance obligation. We could not ascertain if the ED 72
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proposals would disallow this behaviour. We note that ED 72, paragraph 151 requires
disclosure of an “inability” to monitor and the reasons why the entity is “unable to monitor”. So,
there is some accountability to stakeholders when an entity chooses not to monitor.
Suggestion: If the IPSASB retains this transferor choice to monitor in the final standard, in
addition to the disclosure requirement in ED 72, paragraph 151, we suggest the IPSASB
consider including a requirement for an entity to decide its approach at the inception of the
transfer and consistently apply that approach for the term of the arrangement.
What does the transferor’s decision to monitor or not represent – in terms of meeting the asset
definition?

ED 72, paragraph BC31 states:
The transfer provider will have an enforceable right under the binding arrangement to have goods or
services transferred to a third-party beneficiary. The IPSASB concluded that, as a result of this
enforceable right, the transfer provider will have the means to ensure that the resource is used to
achieve the transfer provider’s objectives. The IPSASB agreed that means that the transfer provider
presently controls the resource.

A decision not to monitor the recipient’s progress in fulfilling its performance obligation could be
seen as a decision to relinquish or at least not exercise the control acquired through the
enforceable right in the binding arrangement.
For asset recognition, we believe that the key is whether control exists or does not. It is not a
question of whether the entity chooses to exercise that control or not. We believe that this
applies equally to control of an asset or control of another entity. As an example,
GOVERNMENT REPORTING ENTITY, Section PS 1300, of the Canadian Public Sector
Accounting (PSA) Handbook, states:
.08

Control is the power to govern the financial and operating policies of another organization
with expected benefits or the risk of loss to the government from the other organization's
activities.

.09

A government may choose not to exercise its power; nevertheless, control exists by virtue of
the government's ability to do so. Control must exist at the financial statement date, without
the need to amend legislation or agreements.

Suggestion: We encourage the IPSASB to consider whether allowing the transferor to decide to
exercise control or not conflicts with the theory underlying the asset definition.
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Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a)

A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and

(b)

A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
PSAB Staff Response
We do not believe that a transfer provider imposing a performance obligation on a transfer
recipient and the recipient’s progress in fulfilling that obligation should impact the timing of
recognition of expenses by the transferor. PSAB staff believe that an ED 72 paragraph 2(b)
approach should be applied to all transfers provided regardless of whether a performance
obligation has been imposed on a transfer recipient.
However, should the IPSASB decide to continue with the PSPOA for transfer expenses as
proposed in the ED, we agree that the proposals for expense recognition above related to
transfers with performance obligations would work, as long as the transfer provider does not
identify the transfer provided as an asset but rather as an “other resource”. Please note,
however, that we are uncomfortable that “other resources” could be used for what is essentially
deferrals of transfer expenses (i.e., beyond the point at which the transfer provider has a
present obligation). And we note the complexity of the PSPOA for smaller public sector entities;
however, we recognize that a smaller entity’s pragmatic choice not to monitor recipient
performance would allow it to follow the simpler accounting in ED 72 paragraph 2(b).

Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
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PSAB Staff Response
PSAB staff believe that ED 72 already contemplates difficulties with applying the recognition
and measurement requirements for transfer expenses with performance obligations – either
because monitoring of the recipient’s fulfillment of its performance obligation(s) is difficult, or
reliant on recipient reporting or the transfer provider chooses not to try and monitor
performance. ED 72, paragraph 13 notes:
[ ] paragraphs 90–114 (i.e., as a transfer expense without performance obligations). Consequently,
unless a transfer provider monitors the satisfaction of the transfer recipient’s performance obligations
throughout the duration of the binding arrangement, the transaction is accounted for as a transfer
expense without performance obligations.

PSAB staff agrees that assessment of when a third-party beneficiary gains control or measuring
progress towards complete satisfaction of performance obligation may be difficult and onerous.
Further, the PSPOA approach results in some cases in creation of a temporary asset (i.e.
transfer provider’s binding arrangement asset). Although under this approach the accounting
for this item as asset appears logical, it is generally counterintuitive that a transferring
government would recognize an asset. This is because the transferring government is not
receiving goods or services in return. Please also see our comments on temporary assets in
Other Issues, Appendix B, Issue 3 below.

Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a)

A transfer provider should recognize transfer expenses without performance obligations
at the earlier of the point at which the transfer provider has a present obligation to
provide resources, or has lost control of those resources (this proposal is based on the
IPSASB’s view that any future benefits expected by the transfer provider as a result of
the transaction do not meet the definition of an asset); and

(b)

A transfer provider should measure transfer expenses without performance obligations
at the carrying amount of the resources given up.

Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
PSAB Staff Response
Yes. We agree with the proposals regarding the point of recognition (in (a) above) as well as the
measurement proposal of the carrying amount of the resources given up (in (b) above).
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However, we request that the IPSASB consider the following question.
Question: Is it possible that the transfer provider would always have an expense earlier than the
point(s) at which it provides resources to the transfer recipient(s)? That is, the transferor would
have a liability and an expense when the transfer is authorized?
Explanation: It might seem that we are just then referring to an ED 72 paragraph 91(a)
scenario, in which a present obligation exists. And perhaps our question arises because in
Canada, all transfers of resources must be authorized by Parliament, the legislature, or council.
So, maybe we are just saying that there should not ever be an ED 72 paragraph 91(b) scenario;
that is money going out the door that has not been authorized.

In Canada, the transfer must be authorized. Once that occurs (if there are no stipulations or
eligibility criteria), the transfer provider has a liability (present obligation) and an expense to
provide the transfer(s). The definition of authorization in the Canada standard would indicate
when the transfer provider has lost its discretion to avoid the obligation. If that obligation meets
the liability definition, that point is when expense recognition would occur.
In discussing the concept of authorization in developing the standard, PSAB concluded that
unauthorized transfers were illegal transfers, and the standard should not address accounting
for illegal transactions.
Prepayments? We recognize that it is possible that a transfer might be paid after it has been

authorized but before it is due, for example before relevant eligibility criteria have been met. And
paragraph AG 95 addresses this situation:
AG95. A transfer provider usually ceases to control the resources it has agreed to transfer at the point
it transfers those resources to the transfer recipient. However, in some circumstances, a transfer
provider may retain control of the resources until a later date. For example, a transfer provider may
make a prepayment, but be entitled to a refund of the prepayment on demand prior to the point at
which the transfer provider has a present obligation to make the payment. In such circumstances, the
transfer provider retains control of the resources. Consequently, the transfer provider does not
derecognize the resources, nor recognize an expense, prior to the point at which it has a present
obligation to transfer those resources. Where cash has been transferred, the transfer provider may
reclassify the asset as a prepayment.

Suggestion: We encourage the IPSASB to also consider the Canadian guidance relating to one
such example in “Shared Cost Agreements: Reimbursement versus Financing Arrangements” in
Appendix B to GOVERNMENT TRANSFERS, Section PS 3410.
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Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the
transfer provider has a present obligation to provide resources, or has lost control of those
resources. ED 71, Revenue without Performance Obligations, proposes that where a transfer
recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
PSAB Staff Response
Yes. This lack of symmetry is appropriate. And it is consistent with the approach in Canada.
Under Canadian GAAP, GOVERNMENT TRANSFERS, paragraph PS 3410.09, states:
This Section does not require symmetrical accounting by the transferor and recipient of a government
transfer. Symmetrical accounting by the parties to a transaction is not a fundamental principle of
accounting theory. In some cases, when it reflects the substance of the transaction for all parties to a
transfer, symmetrical accounting will result. In others, the evidence available to support recognition or
the ability to estimate the transfer may vary between the transferor and recipient and symmetrical
accounting will not occur.

The lack of provider-recipient symmetry is not a disadvantage; just as provider-recipient
symmetry is not an advantage. Symmetry either exists and reflects the economic substance of
the arrangement; or it does not. Forced symmetry may not reflect the economic substance of
the transaction and/or the evidence available to support recognition for each party.
We note, however, that in asserting that a transfer provider has an asset when a transfer
recipient has a performance obligation, the IPSASB is in fact forcing symmetry in some of the
recognition requirements of ED 72. Paragraph BC 22 notes:
BC22. If the transfer provider were to recognize an expense as the transfer recipient satisfied its
performance obligations, it follows that the transfer provider should not recognize an expense at the
point it recognizes the liability, but a corresponding asset. The IPSASB, therefore, considered the
nature of that asset.

This text would seem to suggest that effort was required to identify the asset given the
conclusion that expense recognition by the transfer provider should occur as the transfer
recipient satisfies its performance obligation and recognizes revenue. Once it was decided that
the PSPOA would be flipped and also used for expenses, then identification of “the asset”
became necessary.
We encourage the IPSASB to consider whether forced symmetry in part of the standard and
possibly no symmetry because of other provisions in the standard is appropriate, as it does
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impair the internal theoretical consistency of the standard. However, we recognize that
theoretical purity is not always possible and that pragmatic decisions in standard setting may
sometimes be made in order to:
(i) move accounting practice in the right direction,
(ii) reduce complexity for financial statement readers (while still reflecting economic substance),
or
(iii) not impose a significant reporting burden on preparers, especially if the additional work will
not provide measurable improvements in accountability to financial statement readers.

Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it has a present obligation to transfer resources,
and should therefore recognize a liability, prior to the appropriation being authorized. Do you
agree with this proposal?
If not, why not? What alternative treatment would you propose?
PSAB Staff Response
Yes. We agree. This approach is appropriate as it recognizes, at least in Canada, the
supremacy of Parliament (or the legislature or council), while also acknowledging that a
transferor may have a liability to provide a transfer before it has given itself permission to settle
the liability (the appropriation).
The approach in ED 72 to the role of appropriations in authorizing a transfer (without
performance obligations) seems comparable to that in Canada. In particular, the application
guidance in paragraphs AG100-102 includes content similar to that in GOVERNMENT
TRANSFERS, Section PS 3410. It is important to retain this guidance in the final IPSAS as it
accurately and fulsomely reflects the substance of the diversity of transfer arrangements and
how they are authorized in different countries.
In particular, ED 72 states:
Transfer Expenses without Performance Obligations Subject to Appropriations
98. Where a binding arrangement specifies that the resources to be transferred to a transfer recipient
by a transfer provider are subject to an appropriation being authorized, the transfer provider considers
substance over form in determining whether it has a present obligation to transfer the resources prior
to the appropriation being authorized.
99. This limitation (that the resources to be transferred are subject to the appropriation being
authorized) does not have substance where the transfer recipient can establish an enforceable right
to those resources (and as a consequence the transfer provider has a present obligation to transfer
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the resources) before the appropriation is authorized. Paragraphs AG98–AG102 provide additional
guidance on appropriations.

And further in the Application Guidance, ED 72 states:
AG100. In some jurisdictions [such as Canada – emphasis added], the authorization for a transfer of
resources may go through a multiple step process. For example:
(a) The enabling authority to provide a transfer is in place, which is conveyed through approved
legislation, regulations or by-laws of the transfer provider;
(b) The exercise of that authority has occurred. In essence, the transfer provider has taken a decision
under the approved enabling authority that clearly demonstrates that a transfer recipient has an
enforceable right to the transfer of the promised resources, and consequently the transfer provider
has lost its discretion to avoid proceeding with the transfer, for example through entering into a
binding arrangement; and
(c) The authority to pay is evidenced by the authorization of an appropriation.
AG101. The enabling authority, together with the exercise of that authority, may be sufficient for a
transfer provider to conclude that the transfer recipient has an enforceable right to those resources,
and that the transfer provider consequently has a present obligation to transfer the resources, prior to
the authorization of the appropriation. In such circumstances, the limitation (that the future transfer is
subject to the appropriation being authorized) does not have substance, and the transfer provider
recognizes a liability and an expense for future transfers prior to the appropriation being authorized.
AG102. In other cases, the authorization of the appropriation may determine when a transfer provider
has lost its discretion to avoid proceeding with a transfer. In such circumstances, the limitation (that
the future transfer is subject to the appropriation being authorized) has substance, and the transfer
provider shall not recognize a liability and an expense for the transfer prior to the appropriation being
authorized.

Related Illustrative Example (IE) 35 is probably a bit too black and white. More judgment is
required in practice and the cases in IE 35 seem to represent ends of a spectrum.
Suggestion: Perhaps a more “in-between” example is needed? And also, we suggest that
guidance for applying substance over form in such circumstances would help. You may wish to
consider the discussions of Canada’s Public Sector Accounting Discussion Group (PSA DG) on
the “authority to pay”. The relevant meeting reports can be found here; we suggest searching
“authority to pay”: https://www.frascanada.ca/en/psab/committees/psadg/search-past-topics .
This issue was discussed on September 5, 2013 and March 15, 2017.
A possible example to consider:
•

Large multi-year funding arrangements and project payouts, appropriation clause to be
voted before paid.
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•

Construction period is five years, but payment is over 20 years.
Would the length of the funding agreement versus the construction period make a difference
in the accounting? Would an entity recognize the transfer expense over 20 years even
though the project is finished in five years?

Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations,
to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In particular,
(a)

Do you think there are any additional disclosure requirements that should be included?

(b)

Are any of the proposed disclosure requirements unnecessary?

PSAB Staff Response
Even if the IPSASB continues to use the PSPOA for transfer expenses, we are concerned about
the extent of the disclosures proposed. We are not convinced that the complexity of this
approach is appropriate for and represents the substance of transfer expenses. In addition to
our comments in the covering letter, the extensive disclosure requirements are another reason
for concern, as is the resulting complexity in record keeping and reporting.
ED 72 contains significant disclosure requirements. We recognize that they are based on the
disclosures in IFRS 15 and those in ED 70. And there is a concern that public sector disclosures
should perhaps not be less than those in the private sector.
Considering the extent of disclosures is also an issue in Canada. Extensive disclosure
requirements can significantly expand the size of the notes and schedules that accompany the
financial statements. This can impair the understandability of financial statements; the notes
may not even be read if they are too long or complicated.
Perhaps the proposed disclosures in ED 72 could be condensed and re-organized through
consideration of the concepts in Chapter 8 of the IPSASB conceptual framework. And any work
done to pare down and re-organize the disclosures for transfer expenses, could then be
extrapolated to the disclosures being proposed for revenue in EDs 70 and 71.
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APPENDIX B – OTHER ISSUES
1.

Necessary definitions are in other EDs:

Issue: Definitions necessary to understand and apply ED 72 are not all in ED 72.
Explanation: Paragraph 9 of ED 72 references definitions that are integral to applying ED 72
that are contained in other EDs, indicating that they are applied with the same meaning in all
EDs. We understand that IPSASB stakeholders were being given a lot of pages to review in the
three EDs 70, 71 and 72. So, for ED purposes, when all three standards are out for comment
together, it probably makes sense that the definitions were only included in one place but relate
to all three EDs.
However, this approach may not be appropriate once the standards are issued. This approach
would require a reader to keep flipping between three IPSAS in order to interpret each one. If
definitions are crucial to understanding and applying a standard, then they need to be in that
standard. Alternatively, all definitions could just be in the Glossary to the IPSAS as a whole; but
this still would require flipping back and forth by the reader unless the electronic version of the
IPSAS makes it easy to move to and from a glossary.
If considering the merits of a new way of electronically publishing the IPSAS, we suggest that
interactivity of the Glossary with the individual IPSAS should be a consideration. For example,
terms defined in the Glossary could be bolded and accessible by right clicking on the term within
the individual IPSAS if that functionality is possible.

2.

Issues with “Control of an asset” definition

ED Reference: ED 70 paragraph 7 (Definition of “control of an asset” in ED 70 applies also to
ED 72)
Control of an asset is the ability to direct the use of and obtain substantially all of the remaining
economic benefits or service potential from, the asset. Control includes the ability to prevent
other entities from directing the use of, and obtaining the economic benefits or service potential
from, the asset.

(a)

Is this definition in ED 70 consistent with the explanation of control in relation to the
definition of an asset in the conceptual framework? Paragraph 5.11 indicates:
[...] Control of the resource entails the ability of the entity to direct other parties on the use of
a resource so as to derive the benefit of the service potential or economic benefits embodied
in the resource in the achievement of its service delivery or other objectives.

(b)

A definition of “control of an asset” already exists in IPSAS 23. PSAB staff have
historically had an issue with this definition. And this definition is amended but retained
in its essence in ED 70. The definition of “control of an asset” seems to expand the
definition of an asset to include spending on items/matters that the government/entity
can benefit from in the pursuit of its objectives, not just items that have future economic
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benefit or service potential to the government/entity. The definition of "control of an
asset" would seem to broaden the idea of the benefit inherent in an asset to include not
only future economic benefits in the form of future net cash inflows or future service
potential, but also include spending where the government benefits from the spending
“in pursuit of its objectives". This broadening of the asset definition could sweep in many
types of government spending as assets. This result may not be the intent of the
IPSASB, but the wording of the definition opens the door. The Basis for Conclusions
notes:
BC28. In a transfer expense, the transfer provider provides resources to the transfer recipient
to deliver goods or services to third-party beneficiaries (service recipients). The IPSASB
considered whether the right to have goods or services transferred to the specified third
parties satisfies the definition of a resource as “an item with service potential or the ability to
generate economic benefits.” The IPSASB concluded that, as the goods or services being
transferred will allow the transfer provider to meet its objectives, the right to have goods or
services transferred to the specified third parties will satisfy the definition of a resource as
that right will be an item with service potential.

Does this also expand the notion of what comprises “service potential”?
(c)

The definition of “control of an asset” seems to have been amended slightly. It is not
clear if a change in substance is intended. Please see table below.

IPSAS 23

ED 70

Conceptual Framework
paragraph 5.11

Control of an asset:

Control of an asset:

Arises when the entity can
use or otherwise benefit from
the asset in pursuit of its
objectives, and can exclude
or otherwise regulate the
access of others to that
benefit

The ability to direct the use of
and obtain substantially all of
the remaining economic
benefits or service potential
from, the asset. Control
includes the ability to prevent
other entities from directing
the use of, and obtaining the
economic benefits or service
potential from, the asset.

Control of the resource entails
the ability of the entity to use
the resource (or direct other
parties on its use) so as to
derive the benefit of the
service potential or economic
benefits embodied in the
resource in the achievement
of its service delivery or other
objectives.

One definition should be used consistently in the IPSAS. This definition should be in the
conceptual framework explicitly if it will be operationalized in individual IPSAS. The implications
of this definition should also be explained in the conceptual framework.
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3.

“Binding arrangement asset” is a “Temporary asset”:

ED Reference:
ED 72 paragraph AG 6 is confusing. It states:
AG6. This [draft] Standard defines a transfer expense as an expense arising from a transaction, other
than taxes, in which an entity (the transfer provider) provides a good or service to another entity (the
transfer recipient, which may be a public sector entity, a not-for-profit organization, an individual or
another entity) without directly receiving any good or service in return. For the purposes of
determining whether the entity has received a good or service, a transfer provider’s binding
arrangement asset is not considered to be an asset received by the transfer provider. This is because
a transfer provider’s binding arrangement asset is the right to have a good or service transferred to a
third-party beneficiary. This is a temporary asset that will be derecognized as the transfer recipient
fulfils its performance obligations.

Issues:
What is a “temporary asset”? We suggest more information is needed about what temporary
assets are and why they are “temporary. For example:
•

Are temporary assets a subset of “current assets”? Would use of this term be confused with
working capital concepts?

•

Are temporary assets restricted to only “binding arrangement assets”?

•

A performance obligation may be satisfied over many accounting periods. Would the
transfer provider’s asset in relation to the unfulfilled performance obligation of the recipient
still be “temporary” in such cases?

•

Temporary versus permanent are temporal distinctions referring to how long something will
exist. Is this the distinction that needs to be made with respect to a binding arrangement
asset?

4.

Use of term “expenditure”

ED Reference: ED 72, paragraph 1 states:
The objective of this [draft] Standard is to establish the principles that an entity (a transfer provider)
shall apply to report useful information to users of financial statements about the nature, amount,
timing and uncertainty of expenditure and cash flows arising from transfer expenses.

Issue: Why is the word “expenditure” used rather than “expense”?
Suggestion: Consider instead: “expenses or expenditures and cash flows” to be more
inclusive of all possible elements that may be affected by a transfer for a transfer provider.
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5.

Scoping in Other Non-Contractual Payables:

ED Reference: ED 72, paragraph 4 states:
An entity shall also apply this [draft] Standard in accounting for the subsequent measurement of other
non-contractual payables, except where the subsequent measurement of the payable is within the
scope of another Standard. This [draft] Standard does not apply to the recognition and initial
measurement of other non-contractual payables.

Issue: Awkward Scope-In
•

This is an odd scope in, even if the principles for subsequent measurement are identical.

•

Would an entity look in this standard for such subsequent measurement principles?

•

Seems to scope in things that would otherwise meet the transfer expense definition based
on ED 72 paragraph 120. Examples of these would help to understand why they are in this
standard.

•

Changing the title to include “and Subsequent Measurement of Non-Contractual Payables”
would complicate the title and overemphasize the extent to which the issue is addressed in
the standard.

Suggestion: Find another location for principles relating to subsequent measurement of noncontractual payables. Perhaps a short additional IPSAS that refers to where initial recognition
and measurement of these are addressed and includes references to other standards that
address specific types of non-contractual payables?
An objective of this would be to ensure that it is easy to find and apply IPSAS on specific topics.
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APPENDIX C – Canadian Comparison & Implications
Section PS 3410, Government Transfers, provides standards how to account for and report
government transfers from both a transferring government and recipient government
perspective. However, there are two main differences between the proposed ED 72 and Section
PS 3410:
•

Scope of ED 72 is different as it covers only the transfer provider accounting.

•

Approach – performance obligation approach (ED 72) vs authorization, eligibility criteria and
stipulations approach (Section PS 3410).

The differences in approach may result in some differences in recognition and measurement.
For example, under ED 72 for transfer expenses with performance obligations the transfer
provider would recognize an expense when or as the transfer recipient satisfies a performance
obligation by transferring a promised good or service to a third-party beneficiary. Under Section
PS 3410, only authorization and eligibility criteria would be considered in determining the timing
of expense recognition by the transferor. Section PS 3410 does not look to whether the good or
service was provided to a third party. Depending on the scenario this approach may result in
differences in timing of recognizing the transfer in expenses; that is, earlier expense recognition
under Canadian GAAP than would occur under ED 72. Under Canadian GAAP, only a breach
of the transfer terms would give rise to an asset of the transfer provider - at the time of the
breach, assuming that the breach requires the recipient to return transferred resources to the
transfer provider
Further, under ED 72 proposals the transfer provider may record a temporary asset if the
transfer provider has a present obligation to transfer resources to the recipient before the
recipient transfers resources to the third party. Under Section PS 3410 a transfer provider
would not record any asset. “This view is based on the fact that the transferring government
does not receive economic value in return that can be recognized as an asset. A transfer is a
non-exchange transaction and a redistribution of economic resources.” 1
PSAB staff is of the view that the approach proposed in ED 72 is generally more complicated
and may be more onerous for public sector entities should it be adopted in Canada in the future,
depending on the nature and complexity of the transfer terms.

1

Section PS 3410, Basis for Conclusions, paragraph 7.
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October 19, 2020
Mr John Stanford
Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street, 4th floor
Toronto
Ontario M5V 3H2
CANADA

RE: Comments on ED 72, Transfer Expenses

Dear Mr. Stanford,

We welcome the opportunity to comment on Exposure Draft 72, Transfer Expenses. Our responses to the
specific questions raised in the ED are set out in Appendix A.
Should you have any queries concerning the matters in this submission, or wish to discuss them in further
detail, please contact Mr. Abdullah Alhomaida via email at:
a.alhomaida.kfa@mof.gov.sa.

Yours sincerely,

Accrual Accounting Center
The Ministry of Finance, Saudi Arabia

1
137

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 14

Appendix A: Responses to Specific Questions in ED 72

Specific Matter for Comment 1:

The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The rationale
for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
[Our Comments] We agree that the scope of this draft Standard is clear.

Specific Matter for Comment 2:

Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring the
distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
[Our Comments] We agree with the proposals in this draft Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance obligations, mirroring
the distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
ED 71, Revenue without Performance Obligations.

Specific Matter for Comment 3:

Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
[Our Comments] We agree with the proposal, provided that a similar requirement with respect to
“monitoring the satisfaction of the transfer recipient’s performance obligations throughout the duration of
the binding arrangement by the transfer provider” is incorporated in ED 70 and ED 71. This is to ensure
that inter-government transfers are accounted for consistently in the financial statements of the transfer
provider and transfer recipient.
Specific Matter for Comment 4:

This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient transfer
goods and services to third-party beneficiaries; and
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(b) A transfer provider should subsequently recognize and measure the expense as the transfer recipient
transfers goods and services to third-party beneficiaries, using the public sector performance obligation
approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
[Our Comments] We agree with the recognition and measurement requirements for transfer expenses with
performance obligations.

Specific Matter for Comment 5:

If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
[Our Comments] Practical difficulties with applying the recognition and measurement requirements for
transfer expenses with performance obligations may not be easily predicted at this stage..

Specific Matter for Comment 6:

This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the earlier of
the point at which the transfer provider has a present obligation to provide resources, or has lost control of
those resources (this proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at the carrying
amount of the resources given up.
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
[Our Comments] We agree with the recognition and measurement requirements for transfer expenses
without performance obligations.

Specific Matter for Comment 7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize transfer
expenses without performance obligations at the earlier of the point at which the transfer provider has a
present obligation to provide resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present obligations that are not
3
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performance obligations, it should recognize revenue as it satisfies those present obligations. Consequently,
a transfer provider may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
[Our Comments] This lack of symmetry is not recommended. Given the magnitude of inter-government
transfers, care should be taken to ensure that they are accounted for consistently in the financial statements
of the transfer provider and transfer recipient.

Specific Matter for Comment 8:

This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the transfer
provider needs to consider whether it has a present obligation to transfer resources, and should therefore
recognize a liability, prior to the appropriation being authorized.
Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
[Our Comments] We agree with the proposal that, when a binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it has a present obligation to transfer resources, and should
therefore recognize a liability, prior to the appropriation being authorized.

Specific Matter for Comment 9:

This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations, to the extent that
these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable, and relevant information about transfer expenses? In particular, (a) Do you
think there are any additional disclosure requirements that should be included? (b) Are any of the
proposed disclosure requirements unnecessary?
[Our Comments] We agree that the disclosure requirements in this draft Standard are appropriate to provide
users with sufficient, reliable, and relevant information about transfer expenses.
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1 November 2020

Mr Ian Carruthers
Chairman
International Public Sector Accounting Standards Board
529 Fifth Avenue New York, NY 10017 USA
Via online submission: www.ipsasb.org
Dear Ian

Submission on IPSASB Exposure Draft 72 Transfer Expenses
As the representatives of over 200,000 professional accountants in Australia, Chartered
Accountants Australia and New Zealand (CA ANZ) and CPA Australia thank you for the
opportunity to comment on the above exposure draft (ED 72).
CA ANZ and CPA Australia welcome the consultation that takes significant strides towards
establishing improved recognition, measurement, presentation and disclosure requirements for
revenue recognition and transfer expenses in the public sector. Transfer expenses are a critical
area for public sector accountability, particularly given the non-reciprocal nature of such
transactions and the involvement of public funds and/or donations. This is a complex area and
the nuances and details are pivotal to achieving the ultimate objectives of better accountability
and transparency.
We have reservations in relation to the current approach taken in ED 72 with respect to
definition and scope, recognition, measurement and disclosure of transfer expenses.
Particularly, there is a lack of definition and guidance around the term “monitoring” as referred
to in the Public Sector Performance Obligation Approach (PSPOA). We are of the view that the
proposals require substantial further consideration and development to meet the objectives of
providing relevant and useful information through improvements to the statement of income,
statement of financial position and associated disclosures. We have provided suggestions in
respect of the matters we have identified in our responses to the questions in ED 72 in the
Attachment to this letter.
If you have any questions about our submission, please contact either Amir Ghandar (CA ANZ)
amir.ghandar@charteredaccountantsanz.com or Ram Subramanian (CPA Australia) at
ram.subramanian@cpaaustralia.com.au.
Yours sincerely

Simon Grant FCA
Group Executive – Advocacy, Professional
Standing and International Development
Chartered Accountants Australia and New
Zealand

Gary Pflugrath CPA
Executive General Manager, Policy and
Advocacy
CPA Australia
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2

Attachment
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the
scope or definition of transfer expense would you make?
We do not agree that the scope of ED 72 is clear. We have considered the scope of ED 72 as
detailed in paragraphs 3 to 7 and AG4 to AG5 and note the following issues for further
consideration by the IPSASB:
• We suggest providing further Application Guidance and Illustrative Examples on how to
apply Paragraph 7. Paragraphs AG4-AG5 do not provide additional guidance on how to
apply Paragraph 7, while Illustrative Example 3 (IE 3) is provided to assist with the
application of this paragraph. However, IE 3 refers to the purchase of two vehicles as a
“binding arrangement” and how the vehicle retained by the transfer provider for own use is
outside the scope of ED 72, whilst the vehicle transferred to a transfer recipient is within the
scope of ED 72. We do not believe this example deals with a binding arrangement with
multiple components (that requires application of other Standards) between a transfer
provider and transfer recipient.
• Paragraph 5 lists the standards scoped out but neither IPSAS 19 Provisions, Contingent
Liabilities and Contingent Assets nor IPSAS 32 Service Concession Arrangements: Grantor
is considered as part of the scope of the ED. We believe there should be more clarity
between the scope of this ED and the requirements in IPSAS 19 and IPSAS 32, including
consideration of whether IPSAS 19 and IPSAS 32 are scoped in our out of the proposed
Standard.
• We note that “capital transfers” are discussed in ED 71 Revenue without Performance
Obligations. We suggest clarifying the term “capital transfers” referred to in paragraph 3
from a transfer provider’s perspective as well.
• It is not clear why the subsequent measurement of other non-contractual payables is
brought into the scope of ED 72 through paragraph 4. We suggest clarifying the rationale
behind paragraph 4.
• ED 72 proposes to define a transfer expense as “an expense arising from a transaction,
other than taxes, in which an entity provides a good, service, or other asset to another entity
(which may be an individual) without directly receiving any good, service, or other asset in
return.” We suggest clarifying the following two points in respect of the proposed definition
of transfer expenses:
• It is not clear whether an expense is a transfer expense if a transfer provider receives
any good, service or other assets indirectly in return for the provision of transfer
expenses, and
• It would be helpful if application guidance and illustrative examples could be provided to
demonstrate how the provision of services could constitute transfer expenses.
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Paragraph 3 states that “Transactions which result in the entity receiving goods, services or
other assets directly in return for the resources the entity transfers to the counterparty do
not satisfy the definition of a transfer expense and are outside the scope of this [draft]
Standard.” Paragraphs 69-71 address the proposed requirements for “Consideration
Receivable by a Transfer Provider” which appears to be scoped out of the ED in paragraph
3. We seek clarification of this potential inconsistency.

Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations?
If not, what distinction, if any, would you make?
We broadly agree with the proposed distinction between transfer expenses with performance
obligations and transfer expenses without performance obligations, subject to our comments in
response to Specific Matter for Comment 3 (SMC 3) and SMC 4.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout
the duration of the binding arrangement, the transaction should be accounted for as a
transfer expense without performance obligations?
We agree with the proposal that unless a transfer provider monitors the satisfaction of the
transfer recipient’s performance obligations throughout the duration of the binding arrangement,
the transaction should be accounted for as a transfer expense without performance obligations.
However, we have a number of concerns around the term “monitoring,” as follows.
For binding arrangements that reflect straightforward and simple transactions between the
transfer recipient and third-party beneficiaries, the transfer provider may be able to monitor the
satisfaction of the transfer recipient’s performance obligations. However, we are not sure the
same claim can be made for more complex arrangements that are envisaged in a five-step
revenue recognition model (ED 70 Revenue with Performance Obligations). Effectively, the
transfer provider is expected to monitor and recognise an initial asset and subsequent expenses
for transfer expenses applying the five-step revenue recognition model, through the binding
arrangement. We presume this will mean the transfer provider will have to have access to the
same information available to the transfer recipient to apply the five-step recognition model. We
believe the Public Sector Performance Obligation Approach (PSPOA) will be difficult to monitor
in many cases where the provider does not have access to relevant information. Feedback we
have received from our stakeholders indicates this approach will be very difficult to apply in
practice in most circumstances.
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We would also appreciate elaboration on what is meant by the term monitoring. According to
the criterion listed in paragraph 13(d), “a transfer provider accounts for a transfer expense when
the transfer provider can identify and monitor the satisfaction of the transfer recipient’s
performance obligation throughout the duration of the binding arrangement.” This suggests that
monitoring occurs “throughout” the duration of the binding arrangement. Does this mean that
the transfer provider should have access to real-time information as the transfer recipient
satisfies its performance obligations? This is likely to be impracticable in most circumstances.
Therefore, we suggest providing guidance on what the phrase, “throughout the duration of the
binding arrangement” implies.
Monitoring also is likely to be a time- and cost-intensive process. We have raised concerns in
this regard, from a practical perspective, in our response to SMC 5.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses
with performance obligations? If not, how would you recognize and measure transfer
expenses with performance obligations?
We agree in principle with the proposed recognition and measurement requirements for transfer
expenses with performance obligations. However, we believe there are likely to be a number of
practical challenges associated with the monitoring of such performance obligations. We have
highlighted these in our response to SMC 3 above.
A transfer recipient applying the proposed requirements of ED 70 is expected to make a number
of estimates and judgements when recognising revenue. Arguably, a transfer provider will need
to arrive at similar conclusions to the transfer recipient through their monitoring process in
respect of such estimates and judgements. We presume there is an expectation that the
estimates and judgements that lead to revenue recognition by the transfer recipient should be
mirrored by the transfer provider. However, we are concerned that there is no practical method
by which it can be established that both the transfer recipient and transfer provider have arrived
at the same conclusions in recognising revenue and transfer expenses respectively.
We note that the IPSASB considered whether a “binding arrangement asset” exists in the
context of the Conceptual Framework in paragraphs BC21-BC36 of ED 72 and concluded that
there is conceptual justification for the existence of an asset. Whilst we acknowledge this
analysis, we request clarification be provided in the Basis for Conclusions on a conceptual
matter relating to service potential as follows:
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Paragraph BC 28 states that the transfer provider has an asset because it has “the right
to have goods or services transferred to the specified third parties will satisfy the
definition of a resource as that right will be an item with service potential.”
Presumably, the transfer recipient will also recognise an asset which is the resource
received from the transfer provider, and that asset also reflects the service potential to
third party beneficiaries.

Although both the transfer provider and the transfer recipient recognise an asset on the basis
that it has the service potential, arguably the service potential does not differ between the two
parties. We presume the distinction lies in the fact that whilst the transfer provider has control
over a right to have goods or services delivered, the transfer recipient has control over the
resource itself that will enable it to deliver the goods or services. We request this point be
discussed further and clarified in the Basis for Conclusions.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for
addressing these difficulties.
As stated in our responses to SMC 3 and SMC 4 above, we foresee practical challenges arising
from the requirement for the transfer provider to “monitor” the satisfaction of the transfer
recipient’s performance obligations throughout the duration of the binding arrangement.
We have identified the following practical challenges in relation to monitoring requirements:
• Practical difficulties surrounding the transfer provider’s ability to obtain information
about the satisfaction of performance obligations over time for the provision of services,
due to the transfer provider not necessarily having ready access to the transfer
recipient’s accounting information.
• Delays in preparation of financial statements by the transfer provider due to delays in
availability of information arising from the monitoring activities.
• The practicability of monitoring a performance obligation throughout the duration of the
binding arrangement in cases where the performance obligation has a significantly long
timespan and/or is delivered in a form that is difficult to monitor.
• Auditors of the transfer provider’s financial statements will need to be satisfied with the
quality of audit evidence that supports the existence of a binding arrangement asset,
which may prove challenging without access to the underlying accounting records that
are maintained by the transfer recipient.
• It appears transfer providers can make a choice on how they account for the transfer
expenses based on whether or not they want to monitor. This could lead to
inconsistencies in application of the proposed requirements. For example, a transfer
provider may decide either to monitor, or not monitor, depending on how and when they
want the transfer expenses to be recognised in their income statement. Effectively, this
could allow transfer providers to apply the proposed requirements in a way that
provides them with their desired outcome.
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Due to the flexibility associated with how an entity can determine whether it can or
cannot “monitor” a binding arrangement, this could give rise to inconsistent application
of the requirements by a transfer provider for different binding arrangements, and
inconsistent application across different transfer providers for similar binding
arrangements. We do not believe this will lead to a good public finance management
outcome and is likely to lead to a loss of comparability.
Inaccurate ‘monitoring’ (i.e. not adequately evidence-based) may undermine faithful
representation.
There are cost implications of obtaining and verifying the information and the timely
preparation of financial statements.
Practical difficulties that auditors may encounter in auditing expenses that the transfer
provider has recognised under the PSPOA. The information and evidence need to be
robust and effectively of the same level of quality as that held by the transfer recipient.
This will be expensive and effectively require two parties maintaining the same
accounting systems/information for one set of transactions.

The description of the relationship between transfer provider and transfer recipient is similar to
that of a grantor and operator in IPSAS 32. Practical challenges may arise around which types
of transactions would fall under the requirements in ED 72 (paragraph 13) or within the scope of
IPSAS 32.
For transfer expenses with performance obligations, if the transfer provider has not transferred
the resources at the point at which recognition requirements for a binding arrangement asset
are met, this would give rise to a liability and an asset. When the asset and liability extend over
a year, the subsequent measurement is unclear, i.e. whether IPAS 41 Financial Instruments
(IPSAS 41) is applicable and how that would interact with an impairment test under IPSAS 21
Impairment of non-cash generating assets (as required by paragraph 122 and paragraph 132).
We note that the subsequent measurement of a liability for a transfer expense without
performance obligations is proposed to be under IPSAS 41 (paragraph 116).
Paragraph 13 discusses the three parties that are relevant to transfer expenses, i.e. transfer
provider, transfer recipient and third-party beneficiaries. AG 22 states that “the third-party
beneficiaries in three party arrangements do not have any rights to force the transfer recipient to
deliver goods and services because they are not parties to the binding arrangement.” We
suggest including reference to AG22 clarifying that “parties” identified in paragraph 13(b) are
restricted to the transfer provider and the transfer recipient.
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Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this proposal
is based on the IPSASB’s view that any future benefits expected by the transfer
provider as a result of the transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up.
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
We generally agree with the proposed approach in paragraph 91. We support the proposed
approach to measure the expense at the carrying amount of the resources transferred, when
the expense is recognised at the date the resources are transferred to the transfer recipient
(paragraph 102).
Paragraph 103 sets out proposed requirements of the measurement of transfer expenses
before resources are transferred to the transfer recipient. It states such transfer expenses may
include fixed costs, variable costs, or both. We suggest clarifying that such costs should be
directly attributable to the specific binding arrangement, i.e. they are incremental costs.
We note that paragraph 114 states that the transfer provider does not revalue non-cash assets
before they are derecognised. We question the rationale behind this proposal. For example, if
the transfer provider was to transfer a non-current asset (e.g. a building) to a transfer recipient
as part of the binding arrangement, the transfer recipient presumably has the ability to revalue
the asset in their own accounting records. Arguably, this revalued amount reflects the service
potential in the transferred asset. However, the transfer provider is unable to reflect the same
value relating to the service potential due to the restriction placed by proposed paragraph 114.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources or has lost
control of those resources. ED 71, Revenue without Performance Obligations, proposes
that where a transfer recipient has present obligations that are not performance
obligations, it should recognize revenue as it satisfies those present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer
recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
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We agree with the proposal that a transfer provider should recognise transfer expenses without
performance obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources or has lost control of those resources.
This recognition principle could lead to a situation where a transfer recipient recognises revenue
on a different date to when the transfer provider recognises corresponding expense. Although
this would not be mirroring the requirement of ED 71 in the transfer provider’s financial
statements, asymmetrical recognition can be justified if it represents the substance of the
economic phenomenon in the financial statements of the transfer provider and transfer recipient
respectively. However, the lack of symmetry may cause challenges in consolidated financial
statements and we suggest the IPSASB gives further consideration to this point.
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to the
appropriation being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
We presume the “substance over form” approach that gives the transfer recipient an
“enforceable right” could arise in situations where there are constructive rather than contractual
obligations arising for the transfer provider. We suggest including additional guidance/examples
on circumstances in which a transfer provider needs to consider substance over legal form, in
determining whether it has a present obligation, prior to the appropriate transfer being
authorised.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in
ED 70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer expenses?
In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
We believe the disclosures are excessive, as the proposed requirements effectively mirror the
proposed disclosures in ED 70 and ED 71. We suggest further consideration be given to the
rationale behind the proposed disclosures.
Other matters
ED 72 refers to the reporting entity mostly as the “transfer provider” and sometimes
interchangeably as “the entity.” Given that ED 70 refers to the reporting entity as “the entity” and
not the “transfer recipient,” and ED 71 refers to the reporting entity as the “transfer recipient,” we
suggest ED 72 (and ED 70 and 71) makes use of consistent terminology to avoid confusion in
application.
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EUROPEAN COMMISSION
BUDGET

The Accounting Officer of the Commission

Brussels
BUDG.DGA1/RAB

Subject:

Comment letter on Exposure Draft 72 ‘Transfer Expenses’

Dear Mr Carruthers,
I welcome the opportunity to comment on the above mentioned Exposure Draft 72
‘Transfer Expenses’ ('ED'). The following comments are made in my capacity as the
Accounting Officer of the European Commission, as the Accounting Officer of 22 other
EU entities and on behalf of the Accounting Officers of 40 EU institutions, agencies and
EU bodies (see list in Annex 1). I am responsible for, amongst other tasks, the
preparation of the consolidated annual accounts of the European Union (’EU’), which
comprise more than 50 European institutions, agencies and European bodies with an
annual budget of more than EUR 140 billion, as well as the adoption of the accounting
rules applicable by entities preparing annual accounts in the EU context (the ‘EU
Accounting Rules’).1
According to the Financial Regulation applicable to the general budget of the Union, the
EU Accounting Rules applied to prepare the EU consolidated annual accounts, as well as
the separate annual accounts of the consolidated entities, should be based on
internationally accepted accounting standards for the public sector, i.e. the IPSAS. The
Financial Regulation allows for deviating from the IPSAS if the Accounting Officer
considers it necessary, in order to give a fair presentation of the assets and liabilities,
expenses, revenues and cash flow – an option of only theoretical importance so far.
I am pleased to provide you with my comments with the aim of improving the
transparency, relevance and comparability of the financial statements across jurisdictions.
Serving the public is the primary objective of the public sector. Providing grants and
other transfers to beneficiaries is by far the most significant item of expenditure for many
public sector entities and in particular the EU institutions, agencies and bodies. As there
is currently no specific guidance on how to account for these transactions, I very much
appreciate the IPSASB’s efforts to fill this significant gap.

1

For the sake of clarity, the views presented in this comment letter do not represent the views of the EU
Member States, or the views of the European Public Sector Accounting Standards ('EPSAS') Team, and
are without prejudice to future decisions which may be taken in the context of the EPSAS project.

Mr Ian Carruthers
Chairman
International Public Sector Accounting Standards Board (IPSASB)
Commission européenne/Europese Commissie, 1049 Bruxelles/Brussel, BELGIQUE/BELGIË - Tel. +32 22991111
Office: BRE2 13/534 - Tel. direct line +32 229-50848
Maria-Rosa.Aldea-Busquets@ec.europa.eu
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Under the current EU Accounting Rules, grants and other transfers to beneficiaries paid
out in advance are recognised as an asset (i.e. pre-financing asset amounting to
approximately EUR 50 billion in the EU’s consolidated balance sheet) and only
recognised as an expense once the supported policy objectives have been implemented
(activity performed, goods transferred etc.). This achievement of objectives is evidenced
and verified by EU services by the submission of implementation reports, cost statements
(eligible costs incurred) and invoices. The amount of open pre-financing to be recognised
in the EU’s annual accounts is poised to increase dramatically under the upcoming
recovery instrument Next Generation EU, which foresees a total support of up to EUR
750 billion and which will affect the financial statements of our Member States.
This accounting treatment is based on the understanding that the legal framework
governing the EU’s operational activities, together with the rights and obligations
established by the specific programme agreements. These agreements, which include
clearly defined objectives, monitoring and reporting requirements, subsequent audits as
well as the right to recover funds in case of irregularities, ensure that the EU retains
control until the transferred funds are spent in line with the EU’s policy objectives. The
EU had applied this approach since the introduction of full accrual accounting in
2005. It has been established, in the absence of an IPSAS standard, following
extensive discussions with the EU Advisory Group of Experts on Accounting
Standards, a body consisting of public sector accounting experts and set up with the
specific objective of advising in the process of establishing new accounting rules.
This approach has also been accepted by the EU’s auditors ever since its
introduction.
I am convinced that measuring transfer expenses in line with this approach and based on
a well-established control environment of pre-financing amounts spent, which are
meticulously monitored, is not only appropriate from an accounting point of view, but
also in terms of accountability. It rightfully reflects our ultimate responsibility as a public
sector entity for managing and supervising our operational activities in line with the
principles of sound financial management. In fact the level of pre-financing and its
development throughout the years is followed-up closely in the annual discharge
procedure, and the European Parliament and the European Council as our main discharge
authorities very much appreciate this approach and in particular the information to be
found in the financial statements. It is seen to give a better control over the financing of
the EU’s policy objectives. It would politically be inconceivable that a potential loss of
information in the financial statements presented to the budget authority arose as the
result of a new accounting standard.
The ED emphasises the role of public sector entities as a provider of goods and services.
This direct link to goods and services seems more prevalent in the private sector as well
as in subordinate levels of government, where the existence and purpose of businesses is
defined by the provision of such specific goods or services. However, it does not
coincide with the typical operations of a supra-national organisation such as the EU,
which achieves its objectives by a much wider range of activities. The EU typically does
not to act merely as a purchaser of specific goods or services, but sets strategies and
direction in order to benefit the public in a meaningful and efficient way. This is reflected
in our binding arrangements, which often require an entity to implement particular
actions or activities in order to achieve our policy objectives. I see those actions and
activities as additional obligations in their own right. It is against this background that
I would like to express my concern that the current wording of the ED does perhaps
not reflect this reality sufficiently.
2
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I believe that the decisive question when analysing the existence of an asset is to
determine if the binding arrangement confers to the transfer provider the right to require
the transfer recipient to carry out specified activities or incur eligible expenses in line
with its policy objectives. If these requirements are fulfilled, I trust that the existence of
an asset is sufficiently substantiated.
Based on this reasoning, and considering the outstanding importance of the area of
transfer expenses for public sector entities, I believe that the ED could benefit from the
inclusion of a further category comprising binding arrangements with obligations
(other than the currently defined performance obligations) where the transfer
provider retains control and thus holds an asset, so as to fully reflect the economic reality
in the public sector. Alternatively, the present obligation category could be made clearer
as regards cases where, under well-defined conditions, control over a resource is retained
by a transfer provider. As the entire financial management system in the EU is designed
to perform controls, in order to ascertain whether or not funds have been spent in
accordance with Union law, this approach would also ensure that the accountability and
control measures in place will continue to be applied, keeping the principle of sound
financial management in the public sector intact.
I would also like to express a practical concern regarding the implementation of this ED.
The current proposal in the ED (public sector performance obligation approach and
present obligation approach) is a rather complex way of getting to a rather simple
accounting outcome (i.e. recognition of expense at a point in time versus over time). The
necessary contract-by-contract analysis, which would be unavoidable, would have a huge
impact on our business processes and could require enormous resource commitment and
significant system changes. This is because the EU typically enters into large-scale
binding arrangements containing numerous individual obligations, with some fulfilling
the definition of performance obligations and others the definition of present obligations.
Applying the ED as it stands now would require an analysis of each binding arrangement
and assigning these obligations to the categories included in the ED, something we do
not consider practically feasible, or only at prohibitive cost. I therefore propose that the
final Standard should allow contracts to be analysed within groups of contracts at a
high level, which would be accounted for using one accounting approach per one
group.
In this context, I would also like to highlight that in my view the business and accounting
processes should pay significant attention to the operational requirements and economic
reality. In my discussions with financial managers in the EU institutions and bodies it has
become clear that for them, it was until now not important to differentiate between the
delivery of goods and services or the implementation of specified activities/incurrence of
eligible costs by the transfer recipient. Consequently, contracts contain a mixture of
performance obligations and present obligations relevant for the policy objective. The
implementation of policy objectives by the transfer recipient is thus clearly relevant and
it is extremely difficult to convey the message that, as a result of a new accounting
standard, business processes and contractual agreements need to be amended with no
benefit or additional information gain for policy implementation.
Addressing the aforementioned concerns appropriately is of utmost importance to us, and
would also mean that the final IPSAS on Transfer Expenses could be adopted as an EU
Accounting Rule without further modification in this respect. I would like to emphasise
that we have always acknowledged and publicly highlighted the benefits of IPSAS
implementation, and we have always been very proud that the EU consolidated annual
3
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accounts, as well as the numerous individual accounts of the European institutions,
agencies and other bodies applying the EU accounting rules, are fully compliant with the
IPSAS. Up to now we consider that we have been fully in line with IPSAS and would
like to continue with this. We believe that our proposals included in this comment letter
would allow us to do so.
Finally, I would like to thank the IPSASB Staff for their preparation of and their
availability during the workshops on transfer expenses, held in collaboration with the
United Nations and the African Union.
Please find our detailed responses to the questions in the ED, as well as two examples
illustrating our specific working environment as a supra-national institution, operating in
a highly political context and under different management modes, in Annex 2.
If you would like to discuss our comments further, please do not hesitate to contact me.

Yours sincerely,

[e-signed]
Rosa ALDEA BUSQUETS

Enclosure:

Annex 1: List of entities supporting comment letter
Annex 2: EU’s response to the questions raised on the ED

c.c.:

Thomas Müller-Marqués Berger, IPSASB Consultative Advisory Group
Nicole Smith, Director BUDG C,
Derek Dunphy, Martin Koehler, Lars Ruberg, BUDG C2,
John Verrinder, Head of Unit ESTAT C1

4
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Annex 1 – List of entities supporting comment letter

Entities under the responsibility of the Accounting Officer of the European Commission
European Institutions
European External Action Service
European Data Protection Supervisor
European Agencies
Agency for the Cooperation of Energy Regulators (ACER)
European Union Agency for Law Enforcement Training (CEPOL)
Body of European Regulators for Electronic Communications (BEREC Office)
European Institute for Gender Equality (EIGE)
European Agency for Safety and Health at Work (EU-OSHA)
Consumers, Health, Agriculture and Food Executive Agency (CHAFEA)
European Global Navigation Satellite Systems Agency (GSA)
European Joint Undertakings
Bio-based Industries Joint Undertaking (BBI-JU)
Shift2Rail Joint Undertaking (Shift2Rail JU)
Fuel Cells and Hydrogen Joint Undertaking (FCH JU)
Single European Sky ATM Research Joint Undertaking (SESAR JU)
Innovative Medicines Initiative Joint Undertaking (IMI JU)
Electronic Components and Systems for European Leadership Joint Undertaking (ECSEL JU)
The European High Performance Computing Joint Undertaking (EuroHPC)
EU Trust Funds
EU Emergency Trust Fund for Africa (EUTF Africa)
EU Trust Fund Bêkou for the Central African Republic (EUTF Bêkou)
EU Trust Fund for Colombia (EUTF Colombia)
EU Regional Trust Fund in Response to the Syrian crisis (EUTF Madad)
Other entities
European Development Fund
European Institute of Innovation & Technology (EIT)
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Annex 1 – List of entities supporting comment letter

Entities with independent Accounting Officers
European Institutions
European Council and Council of the European Union
European Parliament
European Court of Auditors
Court of Justice of the European Union
European Economic and Social Committee
Committee of the Regions
European Ombudsman
European Agencies
Education, Audiovisual and Culture Executive Agency (EACEA)
Research Executive Agency (REA)
Executive Agency for Small and Medium-sized Enterprises (EASME)
European Research Council Executive Agency (ERCEA)
Innovation and Networks Executive Agency (INEA)
European Maritime Safety Agency (EMSA)
European Medicines Agency (EMA)
European Chemicals Agency (ECHA)
European Environment Agency (EEA)
European Banking Authority (EBA)
European Asylum Support Office (EASO)
European Border and Coast Guard Agency (Frontex)
European Union Agency for Criminal Justice Cooperation (Eurojust)
European Centre for Disease Prevention and Control (ECDC)
European Centre for the Development of Vocational Training (CEDEFOP)
European Union Agency for Cybersecurity (ENISA)
European Food Safety Authority (EFSA)
European Union Agency for Railways (RAIL)
Community Plant Variety Office (CPVO)
European Fisheries Control Agency (EFCA)
European Union Intellectual Property Office (EUIPO)
European Union Aviation Safety Agency (EASA)
European Securities and Markets Authority (ESMA)
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Annex 1 – List of entities supporting comment letter

Entities with independent Accounting Officers (continued)
European Training Foundation (ETF)
European Foundation for the Improvement of Living and Working Conditions (Eurofound)
European Monitoring Centre for Drugs and Drug Addiction (EMCDDA)
European Union Agency for Law Enforcement Cooperation (EUROPOL)
European Union Agency for Fundamental Rights (FRA)
European Insurance and Occupational Pensions Authority (EIOPA)
Translation Centre for the Bodies of the European Union
Fusion for Energy (European Joint Undertaking for ITER and the Development of Fusion Energy)
European Union Agency for the Operational Management of Large-Scale IT Systems in the Area of
Freedom, Security and Justice (eu-LISA)
Other entities
European Coal and Steel Community in Liquidation (ECSC i.L.)
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Annex 2 – EU’s response to the questions raised on the ED

EXPOSURE DRAFT 72, TRANSFER EXPENSES
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to
the scope or definition of transfer expense would you make?
EU’s response:
Scope of the [draft] Standard
We agree that the scope of the [draft] Standard is clear.
We fully acknowledge the reasons for the scoping of ED 72 as outlined in the BCs
and in particular the objective to address the accounting for grants, contributions
and other transfers (BC.8(c)) where an important gap in the IPSASB literature has
been identified.
Although it follows from the definition of transfer expenses that normal purchase
transactions do not fall into the scope of the draft Standard we consider it useful to
have this clarification included in paragraph 3 of ED 72, as it emphasises that only a
specific subset of the performance obligations within the scope of ED 70 ‘Revenue
with Performance Obligations’ is within the scope of ED 72.
We note that paragraph 3 of ED 72 also clarifies that transfer expenses incurred for
capital transfers (i.e. outflows arising from a binding arrangement of cash or another
asset with a specification that the transfer recipient acquires or constructs a nonfinancial asset that will be controlled by the transfer recipient) are within the scope
of the standard. Considering that transfer expenses incurred for capital transfers are
covered by the definition of transfer expenses (as opposed to a transaction which is
not covered by the definition but intended to be treated as a transfer expense), we
think this clarification should be moved to the section including the definition of
transfer expenses.
Whereas paragraph 4 of ED 71 ‘Revenue without Performance Obligations’ illustrates
the practical scope of the draft Standard by enumerating the most typical
transactions, ED 72 is silent in this respect. We would consider it useful to follow a
similar approach in ED 72 and to include an enumeration of the most relevant
transactions into the draft Standard. In our view, any such illustration should
differentiate between common practical examples falling into the following
categories:
(i)

binding arrangements with performance obligations as currently defined in
paragraph 9 of ED 72 (referencing to draft Standard ED 70),

(ii) binding arrangements with present obligations (as currently defined in
paragraph 14 of draft Standard ED 71) where the transfer provider does not
retain control,

1
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(iii) binding arrangements with other obligations where the transfer provider
retains control (see our reply to SMC2), and
(iv) no binding arrangements.
Definition of ‘transfer expenses’
We agree with the definition of transfer expenses. However, we suggest the
following clarifications:
We note that in our practical experience the most common asset a transfer provider
provides to a transfer recipient are funds (cash) rather than goods or services. We
therefore suggest to explicitly referring to this common fact pattern when clarifying
the function of the ‘other asset’ element of the definition (as is already the case for
non-current assets).
As regards footnote 3 to paragraph 8 we suggest to clarify if the references to 'goods
and service’ or ‘goods or services’ included in ED 72 should also be read as
incorporating references to assets when the draft standard is addressing
performance obligations (as the definition of performance obligations in paragraph 7
of ED 70 ‘Revenue with Performance Obligations’ is not accompanied by an
equivalent footnote).

Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions proposed
in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations?
If not, what distinction, if any, would you make?
EU’s response:
We do not agree with the proposed distinction.
It is generally advantageous to use harmonised distinction criteria for revenue and
expense transactions as in many public sector transactions the transfer provider and
recipient are public sector entities. However, we think an important sub-set of
transfer expenses is not reflected in the proposed distinction. We believe the ED
could benefit from the inclusion of a further category comprising binding
arrangements with obligations (other than the currently defined
performance obligations) where the transfer provider retains control and
thus holds an asset so as to fully reflect the economic reality in the public
sector. Currently this third type of transactions is not explicitly addressed in the ED,
which could lead to differences in interpretation. Alternatively, the present obligation
category could be made clearer as regards cases where, under well-defined
conditions, control over a resource is retained by a transfer provider.
We are concerned that the proposed distinction may lead to an over-complication of
what is in the end a simple accounting treatment (i.e. recognition of expense at a
point in time versus recognition over time), as well as the introduction of criteria
that are in our view, and after intensive internal consultations among financial
managers, not of great relevance to financial managers and policy officers dealing
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with grants and transfers in the EU institutions and bodies. As explained in the cover
letter, differentiating between the delivery of goods and services or the
implementation of specified activities/incurrence of eligible costs by the transfer
recipient is not a very relevant factor in EU policy implementation, contract design,
monitoring and business processes. What is important is rather that policy
programmes have been implemented in line with the applicable law, the policy
objectives and based on eligible costs. These are the driving factors on which
financial management is based in the EU institutions and bodies in combination with
strictest monitoring and control processes. It is also not in all cases important or
relevant to pre-define the way of implementation, which one would need to know if
one were to apply the proposed distinction. Based on this we have, in our internal
consultations, received rather negative feedback and resistance on the necessity to
potentially adjust business processes, contract design etc. based on accounting
criteria that are not seen as very relevant for the operational management of grants
and transfers.
We also note that we supported the proposed distinction in our comment letter on
the Consultation Paper 'Accounting on Revenue and Non-Exchange Expenses’ with a
broader understanding of ‘performance obligation’ in mind.
While we agree that binding arrangements with performance obligations are
characterised by specific enough features to consider them as a separate category of
transfer expenses, we do not think it is the distinction between binding
arrangements with performance obligations and those without that should determine
the accounting treatment of transfer expenses. This is because the decisive question
from an accounting point of view is not the classification of a binding arrangement as
a binding arrangement with or without performance obligations, but rather the
question of whether the transfer provider, when transferring the agreed resources to
the transfer recipient, retains an asset, or not. Although we certainly acknowledge
that the answer to this question is influenced by the specific characteristics of the
underlying binding arrangement, we are not convinced that the separating line
between those binding arrangements in which an asset exists, and those in which
not, is as clear-cut as suggested by ED 72.
According to ED 72 this separating line corresponds exactly to the proposed
categories mirroring the distinction for revenue transactions proposed in ED 70
’Revenue with Performance Obligations’ and ED 71 ‘Revenue without Performance
Obligations’. Whereas in the case of binding arrangements with performance
obligations ED 72 concludes that an asset exists, it generally denies the existence of
an asset in the case of binding arrangements without performance obligations. We
understand this general conclusion is based on the view that it would not be possible
in all circumstances to identify a resource (BC52), and that even if it were possible
to identify a resource (for example, where a binding arrangement requires a transfer
recipient to construct an asset), that resource would never be controlled by the
transfer provider (BC53). We note that the Basis for Conclusions also points out that
the transfer provider’s right to have the resources returned if the transfer recipient
did not comply with its obligations in the binding arrangement, or had not spent the
funds by the agreed date (‘claw-back’), is not considered in the analysis, as it is
contingent on the transfer recipient’s future non-compliance with the binding
arrangement (or future failure to fully utilise the funds) and thus supposed to be a
resource beyond the transfer provider’s control (BC54).
We consider that the arguments brought forward are not convincing. In our view the
rationale applied to binding arrangements with performance obligations, which we
fully support, is not equally applied to binding arrangements with present obligations
other than performance obligations. This is because for binding arrangements with
performance obligations the ED, when analysing the asset criteria, more specifically
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the requirements for there being a resource and control, makes reference to the
transfer provider's rights, whereas for binding arrangements with present obligations
other than performance obligations it makes reference to the enforceable activities:


Resource:
In the case of binding arrangements with performance obligations, the
identified resource is the transfer provider's right to have goods or services
transferred to a third-party recipient, and not the goods or services to be
transferred themselves (BC28). In contrast, in the case of binding
arrangements with present obligations other than performance obligations,
the ED does not refer to the transfer provider's right to have specified
activities carried out or eligible expenses incurred which are in line with its
policy objectives, but to the actual activities themselves, e.g. the performing
of research or the construction of an asset, which ultimately leads to the
conclusion that it is doubtful whether a resource would be identifiable in all
circumstances (BC52-53).
In our view, in the same way as for binding arrangements with performance
obligations, the actual point of reference should be the transfer provider's
rights as foreseen in the underlying binding arrangement. These rights are
identifiable even if the activities, e.g. incurring eligible expenses or carrying
out specified activities, are not as concise as the transfer of a distinct good or
service to a third-party recipient. In fact, a binding agreement with a public
sector entity often requires the implementation of specific actions/activities in
line with the public sector entity’s objectives. Although those activities may
not meet the narrow definition of ‘goods or services’, they are an important
part of the reason for existence of the public entity and the implementation of
its policy and objectives. Therefore, the existence of a resource could only be
denied in the exceptional case where having the activities foreseen in the
binding arrangement carried out or the eligible expenses incurred would not
allow the transfer provider to meet its policy objectives.



Control:
In the case of binding arrangements with performance obligations, the
indication of control is the transfer provider’s enforceable right, as foreseen in
the binding arrangement, to have a good or service transferred to a thirdparty recipient thus enabling him to meet its policy objectives (BC31). In
other words what is required is control over the transfer, not control over the
transferred goods or services themselves.
In contrast, in the case of binding arrangements with present obligations
other than performance obligations, the ED limits its analysis to the question
if the transfer provider controls the underlying asset or activity (e.g. in cases
where the transfer recipient is required to construct an asset such as a
hospital or to perform specific research activities) and concludes that it does
not (BC53).
In our view, when applying the rationale for binding arrangements with
performance obligations consistently to binding arrangements with present
obligations other than performance obligations, i.e. when taking the rights as
included in the binding arrangement as a reference point, it follows that the
transfer provider can have the same degree of control over the carrying out
of the activities in question as the transfer provider of a binding arrangement
with performance obligations over the transfer of the good or service to the
third-party recipient.
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Past event (leading to present control over the resource):
We note that the requirement of a past event (leading to control over the
resource) is equally fulfilled in the case of binding arrangements without
performance obligations as in the case of binding arrangements with
performance obligations (BC32). This is because both the right to have
certain activities carried out or eligible expenses incurred and the control of
that resource arise from the binding arrangement itself. Therefore, the past
event is represented by the binding arrangement.

We therefore conclude that the definition of an asset can also be met in the case of
binding arrangements with other obligations than performance obligations. This is
especially the case when the binding arrangement contains both (i) legal safeguards
as well as adequate monitoring, reporting and audit requirements which ensure that
the transfer provider can require the transfer recipient to spend the transferred
funds in line with the transfer provider’s policy objectives, and (ii) the transfer
provider’s right to have the resources returned if the transfer recipient did not
comply with its obligations in the binding arrangement, or had not spent the funds
by the agreed date (‘claw-back’). In such a setting (i.e. well-defined and designed
system of monitoring and controls as well as a claw-back mechanism) the transfer of
the resources gives the transfer provider the right to obtain future benefits, either in
the form of service potential (as having the specified activity carried out or eligible
expenses incurred meets the transfer provider’s policy objectives), or in the form of
economic benefits (by receiving a refund of the funds transferred).

Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance obligations
throughout the duration of the binding arrangement, the transaction should be
accounted for as a transfer expense without performance obligations?

EU’s response:
We agree with the proposal of the draft Standard that not monitoring the satisfaction
of the performance obligations should be an indicator of lack of control, which would
ultimately lead to a different accounting treatment.
We note that the same requirements should apply to the proposed third category
relating to binding obligations without performance obligations where an asset is
retained (see our reply to SMC 2). Please refer to the examples included in the last
section of our comment letter for an illustration of a monitoring system fulfilling
these requirements.
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Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and
requirements for transfer expenses with performance obligations:

measurement

(a) A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and (b) A
transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach. The rationale for this decision is set
out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?
EU’s response:
We agree with this SMC. However, as noted in our reply to SMC 2, we believe that if
one retains the proposed distinction (performance obligation versus present
obligation) a similar accounting treatment is appropriate for present obligations
where the transfer provider retains control. It is to be understood that the retention
of control needs to be demonstrated by a complete and coherent system of
managing, monitoring, controlling and safeguarding of resources transferred.

Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance obligations,
please provide details of any anticipated difficulties, and any suggestions you have
for addressing these difficulties.
EU’s response:
We expect practical difficulties in the following areas of application:
1) Splitting the binding arrangement in components based on present and
performance obligations.
A binding arrangement in the public sector can often contain numerous contractual
obligations in the form of implementation of actions/activities or goods/services to
third parties. This is in particular the situation in the EU grant agreements as until
now the proposed distinction in transfer of goods and services versus incurrence of
enforceable activities/eligible expenses has not been seen as a very relevant factor
for financial managers and policy officers. In some cases, there could be a
combination of present and performance obligations within one binding
arrangement. Splitting a large number of agreements in two or more parts in
practice could have a huge business impact as it could require enormous resource
commitment and significant system changes. In the case of the European Union,
there are thousands of open contracts at any point in time and analysing their
content individually would be virtually impossible. We would therefore propose
that the Standard would allow contracts to be analysed within groups of
6
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contracts at a high level, which would be accounted for using one
accounting approach per one group.
2) Receiving timely information from the transfer recipient on the satisfaction of
performance obligations by transfer to third parties.
Where the transfer provider monitors the transferred funds, the transfer recipient
could provide the relevant information with regards to the satisfaction of the
performance obligations with a certain time delay. This could be the case, for
example, where a first detailed control is performed on the transfer recipient’s side,
who is dependent on information received from final beneficiaries (such as invoices
or statements) which would help measure the satisfaction of performance obligation.
This could be particularly relevant at the end of the reporting period, when timely
information is necessary for accurate reporting in the accounts.
We would propose that the Standard addresses specifically the application of a best
estimate in paragraph 45 for reasonably measuring the satisfaction of performance
obligations and hence the resulting asset. This would be similar to the use of best
estimate elsewhere in the Standard, for example in measuring expenses and
liabilities in paragraph 103.
3) Definitions: cross-references to revenue EDs.
The practical application of ED 72 has been in our view made more difficult than
needed as a couple of definitions (e.g. fundamental definition of performance
obligation) can only be found in the revenue EDs. Consequently, if an entity only
wants to focus on an expense transaction it is rather cumbersome to pull all
necessary aspects together and to reverse them in one’s mind to the expense side.
ED 72 could thus benefit from clear definitions applicable to the expense side.

Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations: (a) A transfer
provider should recognize transfer expenses without performance obligations at the
earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the
IPSASB’s view that any future benefits expected by the transfer provider as a result
of the transaction do not meet the definition of an asset); and (b) A transfer provider
should measure transfer expenses without performance obligations at the carrying
amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations? If not, how would you recognize and
measure transfer expenses without performance obligations?
EU’s response:
Based on our reply to SMC 2 we only partly agree with the proposed requirements.
a) As discussed in our reply to SMC 2, we believe that the ED should include an
additional category specifically relating to binding obligations without performance
obligations where an asset is retained. Alternatively, it should be clarified that there
are cases where control over an asset is retained at the point of transferring the
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resource, leading to an asset being kept on the balance sheet (with the asset
representing the right to require the transfer recipient to carry out specified activities
or incur eligible expenses which are in line with the transfer provider’s policy
objectives). The continuous monitoring of the satisfaction of the contractual
obligations would be similar to the cases of binding arrangements with performance
obligations.
In cases where an asset is not retained we agree with the proposed accounting
treatment.
b) We agree with the proposal that the transfer provider should measure transfer
expenses without performance obligations at the carrying amount of the resources
given up.

Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the
point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources. ED 71, Revenue without Performance
Obligations, proposes that where a transfer recipient has present obligations that are
not performance obligations, it should recognize revenue as it satisfies those present
obligations. Consequently, a transfer provider may recognize an expense earlier than
a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
EU’s response:
Based on our reply to SMC 2 we do not think that the lack of symmetry is
appropriate
We believe the lack of symmetry is a logical consequence of the basic assumptions
underlying the draft Standard.
As pointed out in our reply to SMC 2 we do not agree with the general conclusion
that the transfer provider never retains control in the case of a binding arrangement
without performance obligation (BC53).
If the standard acknowledged that there are cases under well defined conditions
where an asset remains to be recognised, we would expect that the recognition of
expenses on the side of the transfer provider and the recognition of revenues on the
side of the transfer recipient would be based on the same principle, i.e. the carrying
out of specified activities or the incurring of eligible expenses as required by the
binding agreement, resulting in a symmetric accounting which we would consider
appropriate.
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Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
the appropriation being authorized.
Do you agree with this proposal? If not, why not? What alternative treatment would
you propose?
EU’s response:
We agree with the proposal.
The Financial Regulation applicable to the general budget of the EU requires a prior
authorisation before any legal commitment to transfer funds is entered into.
Therefore the fact pattern underlying this specific matter for comment is not relevant
to us. However, if for other public entities the arising of a present obligation may
precede the appropriation being authorised, we agree with the proposed treatment
for those cases.

Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements
in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
EU’s response:
Based on our reply to SMC 2 we think the disclosure requirements should be
expanded.
a) In SMC 2, we propose the addition of a third category of binding arrangements
without performance obligations where control is retained. This proposal would
subsequently affect the categories of binding arrangements disclosed, although it
would not affect the qualitative characteristics of the disclosures. We do not think
that any additional disclosure requirements should be included.
b) We have no comments on this point.
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Additional matters we would like to comment on
Objectives of the public sector
The standing point of ED 72 (as well as ED 70 and 71) is that the primary objective
of most public sector entities is ‘to deliver goods or services to the public’.
In many cases, the primary objective of the public sector entities is to implement its
policies for the wider benefit of the public, particularly in the case of supra-national
bodies such as the EU.
We therefore believe that the obligations defined in the Standard should be linked to
this objective.
In the public sector, it is also common to provide a degree of discretion to other
organisations or institutions who are knowledgeable in a specific area, to make the
specific decisions about achieving the objectives of the public sector entity. This is
done within a rigorous legal basis and using legal safeguards. This set-up is in line
with the nature of the public sector operations and the reason public entities are set
up – not to act merely as a purchaser of specific items (goods or service), but to set
strategies and direction in order to benefit the public in a meaningful and efficient
way.
An example for this structure is the Shared Management mode in the EU, where the
EU issues legislation in the form of a regulation, establishing a fund to provide
financial support for a particular area of focus in line with its policy objectives. The
EU then shares the responsibilities in controlling and monitoring the expenditure of
the fund with each respective Member State. This mechanism ensures efficiency in
the administration and in using resources in a productive way for the benefit of the
EU citizens.
Purpose of a private vs public sector entity:
Defining the role of public sector entities, as a provider of goods and services (as
defined in ED 72) to the public, is probably more relevant to lower levels of
government where the existence of each entity is defined by the provision of such
specific goods and/or services.
By contrast, many federal, international and supra-national public sector entities
achieve their objectives by a much wider range of activities. The individual provision
of goods and services is meaningless without achieving of the overarching objectives
of the public sector entity.
Parallel with IFRS 15:
The private sector standard IFRS 15 was developed, amongst others, to allow
uniformity and clarity in revenue recognition for private sector entities, particularly in
the area of complex long-term and often construction related contracts, which
resulted in contract assets and liabilities. In order to achieve this, the main steppingstones in developing the standard were focused on what was actually agreed in the
legally binding contract. This was the pivotal point around which the standard was
built.
This was developed against the background of numerous revenue recognition
practices across a diverse set of industries, which ultimately had one overall purpose
– to deliver goods or services to customers for commercial reasons. This does not
correspond to the purpose of public sector entities, particularly for supra-national
10
165

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 16

bodies operating in a highly political context and under different management modes
such as the EU.
We therefore feel that the performance obligations, as defined by ED 72, should be
in line with the substance–over-form principle embedded within IFRS 15 – looking
into the essence of the contract (or the legal basis) and the legally binding terms.
Applying the same logic to the IPSASB EDs, the legally agreed contract/legal basis
would be the analogous starting point for public sector entities. More often than not,
such contracts are not for the provision of specific goods and services, but rather for
improving the wellbeing of a certain group of society, or contributing to higher
objectives, such as health, education, equality, amongst others.
Therefore, applying the same substance–over-form principle, the ED72 should be
based on what are typical contracts in the public sector.
Clarity and uniformity:
Some of the main reasons for creating IFRS 15 were to provide clarity in areas which
were not addressed in previous standards and uniformity in areas which were
interpreted differently across various private sector industries. We fear that in its
current form, and also due to its complexity, ED 72 may result in additional
confusion and diversity of interpretations.
Performance obligations:
IFRS 15 is based on what is legally agreed between the parties, this is the starting
point from which the identification of performance obligation follow. In the private
sector what is agreed in a legal contract is the delivery (building/producing/providing
etc.) of either goods or services. It logically follows that provision of goods and
services, or a combined output of goods and/or services, represent ‘performance
obligations’.
This is different to the public sector, where a contract may require an entity to
implement particular actions or activities in order to achieve the objective of the
transfer provider. We therefore see those actions and activities as additional
performance obligations in the public sector.
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Illustrative Examples
The illustrative examples presented below are intended to demonstrate and provide
clarity on the following two scenarios:
1) Our proposal for including a category of binding arrangements with other
obligations than performance obligations when control is retained even after funds
are transferred;
2) the Shared Management model used by the EU where control responsibilities are
shared between the transfer provider and the transfer recipient.
Example 1 Transfer of resources with control being retained
IE1. A supra-national public entity established by sovereign Member States (the
‘international public sector entity’ or 'IPSE') enters into a binding arrangement
to provide a grant of CU50 million to a national Ministry of Transport. The
objective of the agreement, which is in line with the policy objectives of the
IPSE, is to improve the movement of goods, services and persons in that area
by overhauling, upgrading and extending the Member States’ cross-border
transport infrastructure.
IE2. The binding arrangement describes the individual actions that the Ministry of
Transport is obliged to perform, defines the deadlines to observe, the
milestones to reach and the means of verification. The continuous and periodic
monitoring of the use of the grant is ensured via technical and financial
reports, site visits and subsequent audits. If the Ministry of transport does not
comply with its obligations in the binding arrangement, or does not spend the
funds by the agreed date, the IPSE has the right to have the transferred
resources returned (claw-back).
IE3. The binding arrangement gives rise to a transfer expense as the IPSE (the
transfer provider) transfers the grant to the Ministry of Transport (the transfer
recipient) without directly receiving any goods or services in return. The
transfer provider applies IPSAS X (ED 72) in accounting for the binding
arrangement.
IE4. The transfer provider analyses if the binding arrangement fulfils the
requirement of a binding arrangement with performance obligations. As the
Ministry of Transport is not obliged to transfer goods or services to a third
party but rather to carry out specified activities or incur eligible expenses the
transfer provider determines that these requirements are not fulfilled.
IE5. The transfer provider analyses further if the binding arrangement fulfils the
requirements of a binding arrangement without performance obligations where
control is retained after the resources are transferred to the transfer recipient.
The transfer provider determines that the binding arrangement confers an
enforceable right on the transfer provider to require the transfer recipient to
carry out specified activities or incur eligible expenses in line with the transfer
provider’s policy objectives. Furthermore, the binding arrangement establishes
a monitoring system, financial and technical reporting requirements, ex-ante
and ex-post audits as well as a claw-back mechanism in case of noncompliance with the requirements of the binding arrangement. As a result, the
transfer provider concludes that the binding arrangement provides the means
to ensure that the resource is used to achieve the transfer provider’s
objectives, resulting in the transfer provider retaining control even after the
resources have been transferred to the transfer recipient. As a consequence,
12
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the transfer provider accounts for the binding arrangement as a transfer
expense with other obligations where control is retained after the resources are
transferred to the transfer recipient. This entails setting up an asset for the
resources transferred and releasing it in line with eligible expenses being
incurred.
Example 2 Programme under shared management
IE6. A supra-national public entity established by sovereign Member States (the
‘international public sector entity’ or ‘IPSE’) has the legal power to issue
legislation binding for its Member States regarding the establishment of specific
funds to pursue the international public entity’s policy objectives as well as the
general provisions applicable to the implementation of programmes financed by
these funds.
IE7. The international public entity has issued legislation in the form of a regulation,
establishing a fund to provide financial support for improving its health system,
protecting citizens from health threats and promoting prevention of diseases
(‘Fund’). The regulation lays down (i) the general and operational objectives,
(ii) the actions eligible for financial support, (iii) the strategic priorities for
financial support to be provided under the fund, (iv) the general framework for
the implementation of eligible actions including the monitoring, reporting and
audit requirements, and (v) the global resources to be made available and
their distribution among the Member States. A specific feature of the fund is
that it is operated under a Shared Management approach in which specific
responsibilities are assigned to the IPSE, on the one hand and the Members
States on the other.
IE8. The regulation requires the Member States to set up national programmes
based on a policy dialogue with the IPSE. The mandatory elements of the
national programmes include (i) an appropriate strategy identifying the
objectives to be pursued with the provided financial support, with targets for
their achievement, an indicative time-table and examples of actions envisaged
to meet those objectives, (ii) a description of how the objectives of the fund
are covered, (iii) information on the monitoring and evaluation framework to
be put in place and the indicators to be used to measure progress in the
implementation of the objectives pursued, (iv) a draft financing plan
indicatively broken down by each financial year of the national programme.
The proposed national programmes are subject to the IPSE’s approval. Before
approving a national programme, the IPSE examines (i) its consistency with
the objectives of the fund and the outcome of the policy dialogue, (ii) the
relevance of the objectives, targets, indicators, the time-table and examples of
actions, (iii) and the compliance with supra-national law enacted by the IPSE.
IE9. The fund regulation also requires the Member States to fulfil clearly defined
management, control and audit obligations and assume the resulting
responsibilities. More specifically the Member States (i) shall ensure that their
management and control systems for national programmes are set up in
accordance with the requirements laid out in the regulation and that those
systems function effectively, and (ii) shall allocate adequate resources for each
competent authority (a designated body responsible for the proper
management and control of the national programme as well as an independent
national public authority or body responsible for issuing an annual audit
opinion) to carry out their functions throughout the programming period.
IE10. Notwithstanding the shared responsibilities between the IPSE and the Member
States, the fund regulation grants the IPSE the right to carry out ex-ante and
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ex-post on-the-spot audits or controls. The scope of the audits or controls may
include, in particular (i) the verification of the effective functioning of
management and control systems in a national programme or a part thereof,
(ii) the compliance of administrative practices with supra-national law enacted
by the IPSE, (iii) the existence of the required supporting documents and their
correlation with the actions supported under the national programmes, (iv) the
terms on which the actions have been undertaken and controlled, and (v) an
assessment of the sound financial management of actions and/or the national
programme. Furthermore the IPSE is entitled (i) to receive a refund from the
Member State concerned in order to exclude from the financing any
expenditure which is in breach of applicable law, including in relation to
deficiencies in the management and control systems of Member States which
have been detected during an audit, and (ii) where appropriate, to impose
effective, proportionate and dissuasive administrative and financial penalties on
the Member State.
IE11. Following approval of a national programme the IPSE provides an initial grant
of CU25 million to the submitting Member State. The specific actions agreed in
the national programme are in line with the fund’s policy objectives and
comprise (i) measures to improve health awareness and promote healthy
lifestyle (ii) projects promoting networking and the exchange of knowledge and
recent developments in research, (iii) analytical monitoring and evaluating
activities, (iv) communication activities, and (v) measures deploying,
transferring, testing and validating new methodology or technology in health
care.
IE12. The IPSE determines that the national programme, which is in line with the
legal framework established by the fund regulation, constitutes a binding
arrangement, as it confers both enforceable rights and obligations on the IPSE
and the Member State as parties to the arrangement. This is because (i) the
regulation requires the IPSE to provide an initial grant amounting to a fixed
percentage of the total volume of the national programme volume within four
months after the national programme has been approved, and (ii) the Member
State has committed to spend these funds in line with the agreed policy
objectives.
IE13. The binding arrangement gives rise to a transfer expense as the IPSE (the
transfer provider) transfers the grant to the Member State (the transfer
recipient) without directly receiving any goods or services in return. The
transfer provider applies IPSAS X (ED 72) in accounting for the binding
arrangement.
IE14. The transfer provider analyses if the binding arrangement fulfils the
requirement of a binding arrangement with performance obligations. As the
Member States are not obliged to transfer goods or services to a third party
but rather to carry out specified activities or incur eligible expenses the
transfer provider determines that these requirements are not fulfilled.
IE15. The transfer provider analyses further if the binding arrangement fulfils the
requirements of a binding arrangement without performance obligations where
control is retained after the resources are transferred to the transfer recipient.
The transfer provider determines that the binding arrangement confers an
enforceable right on the transfer provider to require the transfer recipient to
carry out specified activities or incur eligible expenses in line with the transfer
provider’s policy objectives. Furthermore, the binding arrangement establishes
a monitoring system, financial and technical reporting requirements,
subsequent audits as well as a claw-back mechanism in case of non14
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compliance with the requirements of the binding arrangement. As a result, the
transfer provider concludes that the binding arrangement provides the means
to ensure that the resource is used to achieve the transfer provider’s
objectives, resulting in the transfer provider retaining control even after the
resources have been transferred to the transfer recipient. As a consequence,
the transfer provider accounts for the binding arrangement as a transfer
expense with other obligations where control is retained after the resources are
transferred to the transfer recipient. This entails setting up an asset for the
resources transferred and releasing it in line with eligible expenses being
incurred.
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OUR REF: ICAGffRD/ED 2020/Q3/03
YOUR REF:

281h October, 2020
The Technical Director
International Public Sector Accounting Standards Board (IPSASB)
New York
Dear Sir,
Comments on Exposure Draft (ED) 72: Transfer Expenses
We are grateful to the IPSASB for the opportunity given us to comment on the Exposure Draft
(ED) 72; Transfer Expenses. We welcome the initiative of the IPSASB to come out with this Draft
which stipulates how to measure, recognize and disclose revenues without performance
obligations. The objective of this Exposure Draft is to propose improvements to the relevance,
faithful representativeness and comparability of the information that a reporting entity provides in
its financial statements about transfer expenses.
The Specific Matters for Comment requested for the Exposure Draft are provided below.

Specific Matter for Comment 1: The scope of this [draft] Standard is limited to transfer expenses,
as defined in paragraph 8. The rationale for this decision is set out in paragraphs BC4-BC 15. Do
you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?

The scope of tile draft Standard is clear. Definitions of tile terms are clearly stated, and
distinguish between exchange transactions and non-exchange transactions. The Standard is
clear in its scope and definitions and should be specifically applied to this Standard as against
the general definitions given in tile Financial Instruments. The Standard clearly addresses nonexchange expenses and which transactions would be within its scope and which transactions
would be outside its scope.
Specific Matter for Comment 2: Do you agree with the proposals in this [draft] Standard to
distinguish between transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions proposed in ED 70,
Revenue with Performance Obligations, and ED 71 , Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
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We agree with the proposal in this Standard to distinguish between transfer expenses with
performance obligations and transfer expenses wit/tout performance obligations. The Standard
clearly indicates the distinction between revenue transactions proposed in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue wit/tout Performance Obligations.
Specific Matter for Comment 3: Do you agree with the proposal in this [draft] Standard that,
unless a transfer provider monitors the satisfaction of the transfer recipient's performance
obligations throughout the duration of the binding arrangement, the transaction should be
accounted for as a transfer expense without performance obligations?

We agreed to the proposal that unless a transfer provider monitors the satisfaction of the
transfer recipient's performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer without performance
obligations. If there is activity indicating the performance of the obligations, then the transfer
provider should treat the transfer as assets if it meets asset recognition criteria.
Specific Matter for Comment 4: This [draft] Standard proposes the following recognition and
measurement requirements for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and (b) A transfer provider should
subsequently recognize and measure the expense as the transfer recipient transfers goods and
services to third-party beneficiaries, using the public sector performance obligation approach. The
rationale for this decision is set out in paragraphs BC l 6-BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?

We agree that a transfer provider should initially recognize as asset for the right to have a
transfer recipient transfer goods and services to third party beneficiaries and subsequently
recognize and measure the expense as the transfer recipient transfers goods and services to
third-party beneficiaries using the public sector performance obligation approach (PSPOA).
The approach is consistent with the IPSASB 's Conceptual Framework for General Purpose
Financial Reporting by Public Sector Entities; (b) The approach is consistent with other IPSAS;
and (c) The approach resolves the problem of determining wit ether a transaction is an exchange
transaction or a non-exchange transaction by using a different basis in determining the
accounting policy to be followed.
Specific Matter for Comment 5: If you consider that there will be practical difficulties with
applying the recognition and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any suggestions you have for
addressing these difficulties.

We do not anticipate any practical challenges in applying the recognition and measurement
requirements for transfer expenses with performance obligations. We suggest that illustrative
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samples of measurement and recognition of transfer expenses be given to clarify /tow it should
be treated.
Specific Matter for Comment 6: This [draft] Standard proposes the following recognition and
measurement requirements for transfer expenses without performance obligations: (a) A transfer
provider should recognize transfer expenses without performance obligations at the earlier of the
point at which the transfer provider has a present obligation to provide resources, or has lost control
of those resources (this proposal is based on the IPSASB's view that any future benefits expected
by the transfer provider as a result of the transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations? If not, how would you recognize and measure transfer expenses without
performance obligations?

We do agree witlt the recognition and measurement requirements for transfer expenses wit/tout
performance obligations.
Specific Matter for Comment 7: As explained in SMC 6, this [draft] Standard proposes that a
transfer provider should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide resources, or has lost
control of those resources. ED 71 , Revenue without Performance Obligations, proposes that where
a transfer recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may recognize
an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

This is appropriate because the transfer provider and the transfe r recipient are looking at tlte
same transfer expenses wit/tout performance obligatio11sfrom two different perspectives. Whilst
the transfer provider recognizes lite transaction only wit en lte loses control or at tlte earlier point
at wlticlt tlte transfer provider ltas a present obligation to provide lite resources, tlte transfer
recipient recognizes tlte transaction wlten lte performs tlte obligations attached to tlte transfer.
We do agree tit at this lack of symmetry is appropriate.
Specific Matter for Comment 8: This [draft] Standard proposes that, when a binding arrangement
is subject to appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to the
appropriation being authorized. Do you agree with this proposal? If not, why not? What alternative
treatment would you propose?

Yes, we agree to tlte proposal that, when a binding arrangement is subject to appropriations, tlte
transfer provider needs to consider wltetlter it ltas a present obligation to transfer resources,
and should therefore recognize a liability, prior to the appropriation being authorized. Tltis is
on conformance witlt tlte public sector performance obligation approach am/ is consistent with
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the IPSASB's Conceptual Framework for General Purpose Financial Reporting by Public
Sector Entities.
Specific Matter for Comment 9: This [draft] Standard proposes disclosure requirements that
mirror the requirements in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations, to the extent that these are appropriate. Do you agree the
disclosure requirements in this [draft] Standard are appropriate to provide users with sufficient,
reliable and relevant information about transfer expenses? In particular,
Do you think there are any additional disclosure requirements that should be included? (b) Are any
of the proposed disclosure requirements unnecessary?

We do agree that, the disclosure requirements in this /draft/ Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses. The disclosure
requirements mirror the disclosure requirements of related Standards - ED 70 and ED 7I. Tit is
is appropriate because transfer expenses from tlte transfer provider to tlte transfer recipient
could either be witlt performance obligations or wit/tout performance obligations, so the
disclosures must invariably be similar.
We hope the IPSASB finds these comments helpful in further developing its consultations on
exposure draft on Transfer Expenses. In turn, we are committed to helping the IPSASB in
whatever way possible to build upon the results of this Exposure Draft. We look forward to
strengthening the dialogue between us. Please do not hesitate to contact us should you wish to
discuss any matters raised in this submission.

Yours Sincerely,
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DIRECTOR, TECHNICAL AND RESEARCH

4

174

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 18

Submission by the Association of Chartered Certified
Accountants
30 October 2020
To: Ian Carruthers
Chair, IPSAS Board
227 Wellington Street West
Toronto ON, Canada
M5V 3H2
Submission via website
Dear Ian
ACCA (the Association of Chartered Certified Accountants) is the global body for
professional accountants. We aim to offer relevant, first-choice qualifications to people
around the world who seek a rewarding career in accountancy, finance and
management.
ACCA supports its 227,000 members and over 544,000 future members in 176
countries, helping them to develop successful careers in accounting and business, with
the skills required by employers. ACCA works through a network of 110 offices and
centres and 7,571 Approved Employers worldwide, who provide high standards of
employee learning and development.
Founded in 1904, ACCA has consistently held unique core values: opportunity, diversity,
innovation, integrity and accountability. Through its public interest remit, ACCA
promotes appropriate regulation of accounting and conducts relevant research to
ensure accountancy continues to grow in reputation and influence.
ACCA has introduced major innovations to its flagship qualification to ensure its
members and future members continue to be the most valued, up to date and soughtafter accountancy professionals globally.
The expertise of our senior members and in-house technical experts allows ACCA to
provide informed opinion on a range of financial, regulatory, public sector and business
areas. Further information about ACCA’s comments on the matters discussed here can
be requested from:
Alex Metcalfe
Global Head of Public Sector
alex.metcalfe@accaglobal.com
+ 44 20 7059 5594

Mike Suffield
Director – Professional Insights
mike.suffield@accaglobal.com
+ 44 20 7059 5141

ACCA
+44 (0)20 7059 5000
info@accaglobal.com
www.accaglobal.com
The Adelphi 1/11 John Adam Street London WC2N 6AU United Kingdom
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ACCA welcomes the opportunity to comment on the Exposure Drafts issued by IPSAS
Board on Revenue with Performance Obligation, Revenue without Performance
Obligation, and Transfer Expenses. The ACCA Public Sector Global Forum, staff
experts and broader ACCA stakeholders have considered the matters raised and their
views are represented in the following.
ACCA also contributed to the Accountancy Europe (AE) response on this consultation.
The purpose of this response is to highlight clarifications and additional comments from
ACCA regarding ED 70 to ED 72.
It is particularly worth noting that the concept of present obligation appears to be
inconsistent between ED 71 and ED 72 (please see SMC1 from ED 71 and SMC6 from
ED 72 for more information).

AREAS FOR SPECIFIC COMMENT:
ED 70 – Revenue with Performance Obligations
Specific Matter for Comment 1: This Exposure Draft is based on IFRS 15, Revenue from Contracts with
Customers. Because in some jurisdictions public sector entities may not have the power to enter into
legal contracts, the IPSASB decided that the scope of this Exposure Draft would be based around binding
arrangements. Binding arrangements have been defined as conferring both enforceable rights and
obligations on both parties to the arrangement. Do you agree that the scope of this Exposure Draft is
clear? If not, what changes to the scope of the Exposure Draft or the definition of binding arrangements
would you make?

We agree that the definition is clear and is essentially consistent with the definition of a
contract in IFRS15 in referring to enforceable rights and obligations. It might be better to
omit the first “both” in the definition since AG29 highlights that some binding
arrangements may create only rights for the purchaser and no obligation to pay.
The considerable guidance on enforceability in the public sector in the Application
Guidance section is very helpful.
Specific Matter for Comment 2: This Exposure Draft has been developed along with [draft] IPSAS [X] (ED
71), Revenue without Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses,
because there is an interaction between them. Although there is an interaction between the three
Exposure Drafts, the IPSASB decided that even though ED 72 defines transfer expense, ED 70 did not
need to define “transfer revenue” or “transfer revenue with performance obligations” to clarify the
mirroring relationship between the exposure drafts. The rationale for this decision is set out in paragraphs
BC20–BC22. Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer
revenue with performance obligations”? If not, why not?

Yes, we agree.
Specific Matter for Comment 3: Because the IPSASB decided to develop two revenue standards—this
Exposure Draft on revenue with performance obligations and ED 71 on revenue without performance
obligations—the IPSASB decided to provide guidance about accounting for transactions with components
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relating to both exposure drafts. The application guidance is set out in paragraphs AG69 and AG70. Do
you agree with the application guidance? If not, why not?

While we do not disagree with the Application Guidance on splitting of revenue into
elements with performance obligations and those without, it seems unnecessary in
principles-based standards and could be removed. Instead, it might be better if under
Step 1 it was recognised that a binding arrangement may include both elements and
preparers are directed to ED71 where there is revenue with no performance obligations.
Specific Matter for Comment 4: The IPSASB decided that this Exposure Draft should include the
disclosure requirements that were in IFRS 15. However, the IPSASB acknowledged that those
requirements are greater than existing revenue standards. Do you agree that the disclosure requirements
should be aligned with those in IFRS 15, and that no disclosure requirements should be removed? If not,
why not?

Yes, retain these disclosures, but in many cases they might not be material or relevant.
Specific Matter for Comment 5: In developing this Exposure Draft, the IPSASB noted that some public
sector entities may be compelled to enter into binding arrangements to provide goods or services to
parties who do not have the ability or intention to pay. As a result, the IPSASB decided to add a
disclosure requirement about such transactions in paragraph 120. The rationale for this decision is set out
in paragraphs BC38–BC47. Do you agree with the decision to add the disclosure requirement in
paragraph 120 for disclosure of information on transactions which an entity is compelled to enter into by
legislation or other governmental policy decisions? If not, why not?

In general, we support the additional disclosure requirements.
However, we note that the quantification of revenue foregone where there are implicit
price concessions may not be practicable in many cases. In these cases, the disclosure
of the existence of implicit price concessions, the parties involved and the government
policy which requires the price concessions to be made may provide sufficiently useful
information.
Transactions where there is an understanding from the outset that goods or services
would not be paid for would fail the recognition test. As such, separate disclosure of any
income that is still received, without performance obligation, would be right. We note
further that in cases where goods and services are supplied at a loss, the onerous
contract disclosures would apply.
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ED 71 – Revenue without Performance Obligations
Specific Matter for Comment 1: (Paragraphs 14-21) The ED proposes that a present obligation is a
binding obligation (legally or by equivalent means), which an entity has little or no realistic alternative to
avoid and which results in an outflow of resources. The IPSASB decided that to help ascertain whether a
transfer recipient has a present obligation, consideration is given to whether the transfer recipient has an
obligation to perform a specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard, Revenue without
Performance Obligations, a specified activity and eligible expenditure give rise to present obligations? Are
there other examples of present obligations that would be useful to include in the [draft] Standard?

The notion of present obligation in ED 71 seems unhelpful. In IFRS and the IPSASB
Public Sector Conceptual Framework, ‘present obligations’ is used to define a liability
that should be recognised in the accounts. By contrast, in ED 71, the term ‘present
obligations’ is used to determine the recognition of revenue, in particular where there is
a ‘specified activity’ or ‘eligible expenditure.’
Another source of confusion lies in the wording of paragraph 14, which defines ‘present
obligation’ as a ‘binding obligation.’ This would seem to contradict the definition in the
IPSASB Conceptual Framework1. Further, it is unclear how this definition interacts with
paragraph 47, which states: ‘A present obligation is a duty to act or perform in a
particular way and may give rise to a liability in respect of any transaction without a
performance obligation.’
To avoid confusion, we would recommend a different term should be used, such as
‘specified requirements.’ In the context of ED 71, it would appear that the meaning
contained in paragraph 47 is more relevant than that which is set out in paragraph 14.
The term ‘present obligation’ is also used in a different context in ED 72. Please refer to
our SMC6 response in ED 72 for further reflections on present obligations.
Specific Matter for Comment 2: (Paragraph 31) The flowchart that follows paragraph 31 of this [draft]
Standard illustrates the process a transfer recipient undertakes to determine whether revenue arises and,
if so, the relevant paragraphs to apply for such revenue recognition. Do you agree that the flowchart
clearly illustrates the process? If not, what clarification is necessary?

Yes, we agree that the flowchart illustrates the process.

IPSASB Conceptual Framework, paragraph 1.15: ‘A present obligation is a legally binding
obligation (legal obligation) or non-legally binding obligation, which an entity has little or no realistic
alternative to avoid. Obligations are not present obligations unless they are binding and there is little
or no realistic alternative to avoid an outflow of resources.’ This definition is, in itself, contradictory.
1
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Specific Matter for Comment 3: (Paragraph 57-58) The IPSASB decided that a transfer recipient
recognizes revenue without performance obligations but with present obligations when (or as) the transfer
recipient satisfies the present obligation. Do you agree that sufficient guidance exists in this [draft]
Standard to determine when a present obligation is satisfied and when revenue should be recognized?
For example, point in time or over time. If not, what further guidance is necessary to enhance clarity of
the principle?

Yes, the level of detail in the guidance found in paras 57-58 is sufficient for principlesbased standards. At the same time, ED 72 contains more guidance on determining
whether revenue should be recognised over time or at a point in time. It would be of
value to preparers if the same level of guidance was available in ED 71, or at least
having the relevant guidance in ED 72 referenced in ED 71.
Specific Matter for Comment 4: (Paragraphs 80-81) The IPSASB decided that the objective when
allocating the transaction price is for a transfer recipient to allocate the transaction price to each present
obligation in the arrangement so that it depicts the amount to which the transfer recipient expects to be
entitled in satisfying the present obligation. The amount of revenue recognized is a proportionate amount
of the resource inflow recognized as an asset, based on the estimated percentage of the total
enforceable obligations satisfied. Do you agree sufficient guidance exists in this [draft] Standard to
identify and determine how to allocate the transaction price between different present obligations? If not,
what further guidance is necessary to enhance clarity of the principle?

It is our view that the guidance in paras 80-81 is sufficient for a principles-based
standard.
Specific Matter for Comment 5: (Paragraphs 84-85) Do you agree with the IPSASB’s proposals that
receivables within the scope of this [draft] Standard should be subsequently measured in accordance with
the requirements of IPSAS 41, Financial Instruments? If not, how do you propose receivables be
accounted for?

Yes, we agree.
Specific Matter for Comment 6: (Paragraphs 126-154) The disclosure requirements proposed by the
IPSASB for revenue transactions without performance obligations are intended to provide users with
information useful for decision making, and to demonstrate the accountability of the transfer recipient for
the resources entrusted to it. Do you agree the disclosure requirements in this [draft] Standard provide
users with sufficient, reliable and relevant information about revenue transactions without performance
obligations? In particular, (i) what disclosures are relevant; (ii) what disclosures are not relevant; and (iii)
what other disclosures, if any, should be required?

The proposed disclosure requirements are relevant for users.
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Specific Matter for Comment 7: (Paragraphs N/A) Although much of the material in this [draft] Standard
has been taken from IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers), the
IPSASB decided that the ED should establish broad principles for the recognition of revenue from
transactions without performance obligations, and provide guidance on the application of those principles
to the major sources of revenue for governments and other public sector entities. The way in which these
broad principles and guidance have been set out in the ED are consistent with that of [draft] IPSAS [X]
(ED 72), Transfer Expenses. Do you agree with the approach taken in the ED and that the structure and
broad principles and guidance are logically set out? If not, what improvements can be made?

The decision to issue three separate EDs is appropriate. Equally, the EDs are
comparatively lengthy, with interdependencies across the three, which could make it
difficult for some preparers to follow the principles. To address this, summary guidance,
covering the three standards, will be important to aid preparers in understanding the
interrelation between ED 70 to ED 72.
There are potential issues arising from the transition from the current IPSAS of nonexchange transactions to these new standards.
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ED 72 – Transfer Expenses
Specific Matter for Comment 1: The scope of this [draft] Standard is limited to transfer expenses, as
defined in paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15. Do you agree
that the scope of this [draft] Standard is clear? If not, what changes to the scope or definition of transfer
expense would you make?

We agree that the scope of this standard is clear.
Specific Matter for Comment 2: Do you agree with the proposals in this [draft] Standard to distinguish
between transfer expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue without Performance Obligations? If not, what distinction,
if any, would you make?

We agree with the proposals in this draft to distinguish between revenue with and
without performance obligations. However, we suggest that definitions for all key terms
should be presented in this standard, instead of cross-referencing to other standards
(ED 70 and ED 71). Any differences in the application of these terms between ED 72
and other standards should be explicitly identified. For example, unlike ED 70, the term
‘performance obligations’ in ED 72 does not cover the supply of goods and services to
the transfer provider itself. This should be specified.
In particular, we note that the term ‘present obligations’ currently does not feature in the
definitions section of any of the proposed standards. This is unhelpful because ‘present
obligations’ is a core underlying concept. Noting our comments regarding the term in
our response to ED 71 (SMC 1), we would recommend that the definition of 'present
obligations’ (and/or its alternative term) is defined separately in ED 70, ED 71 and ED
72.
Specific Matter for Comment 3: Do you agree with the proposal in this [draft] Standard that, unless a
transfer provider monitors the satisfaction of the transfer recipient’s performance obligations throughout
the duration of the binding arrangement, the transaction should be accounted for as a transfer expense
without performance obligations?

We agree that if the transfer provider cannot reasonably measure the transfer
recipient’s progress towards complete satisfaction of their performance obligation(s),
then the transaction should be accounted for as a transfer expense without
performance obligations.
However, we would recommend that the provisions of ED 72 are clarified. There is
some inconsistency at present between:
• Paragraph 13(d), which states that transfer expenses should be accounted for in
accordance with the Public Sector Performance Obligation Approach only if ‘the
transfer provider can identify the transfer recipient’s performance obligations and
monitors the satisfaction of those performance obligations throughout the duration
of the binding arrangement’; and
• Paragraph 46, which states that ‘Where the transfer provider expects to be able to
measure the outcome of a transfer recipient’s performance obligation at a later
7
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date, the transfer provider shall not recognize an expense until such time that it
can reasonably measure the outcome of the transfer recipient’s performance
obligation.’
This inconsistency could lead not only to divergence in practice in terms of the
classification of transfer expenses (as transfer expenses with or without performance
obligations), but crucially, affects the timing of the recognition of the transfer expense.
This is not helped by the provisions in paragraph 45, which requires the transfer
provider, if they are unable to reasonably measure progress, to choose between two
approaches the one that ‘more faithfully represents the transfer provider’s obligations to
transfer resources to the transfer recipient.’
In our view, if the transfer provider cannot reasonably measure the transfer recipient’s
progress from the start of the binding arrangement, the transfer expense should be
accounted for as one without performance obligations. This will ensure consistency in
practice, and in particular prevent delays in the recognition of transfer expenses.
Specific Matter for Comment 4: This [draft] Standard proposes the following recognition and
measurement requirements for transfer expenses with performance obligations: (a) A transfer provider
should initially recognize an asset for the right to have a transfer recipient transfer goods and services to
third-party beneficiaries; and (b) A transfer provider should subsequently recognize and measure the
expense as the transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach. The rationale for this decision is set out in paragraphs
BC16–BC34. Do you agree with the recognition and measurement requirements for transfer expenses
with performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?

We agree with the recognition and measurement requirements for transfer expenses
with performance obligations.
Specific Matter for Comment 5: If you consider that there will be practical difficulties with applying the
recognition and measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.

In general, we find that the guidance in IFRS 15 has been sufficient to deal with the
issues arising from applying the recognition and measurement requirements for
revenue with performance obligations. As ED 72 is aligned with IFRS, the guidance in
the ED should be adequate, barring our comments to SMC 3 above.
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Specific Matter for Comment 6: This [draft] Standard proposes the following recognition and
measurement requirements for transfer expenses without performance obligations: (a) A transfer provider
should recognize transfer expenses without performance obligations at the earlier of the point at which
the transfer provider has a present obligation to provide resources, or has lost control of those resources
(this proposal is based on the IPSASB’s view that any future benefits expected by the transfer provider as
a result of the transaction do not meet the definition of an asset); and (b) A transfer provider should
measure transfer expenses without performance obligations at the carrying amount of the resources
given up? Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations? If not, how would you recognize and measure transfer expenses
without performance obligations?

We agree with the proposals.
However, the term ‘present obligation’ appears to be used in a different context than in
ED 71. Within ED 72, the existence of a present obligation is not linked in any way to an
obligation to perform a specified activity or incur an eligible expenditure. Instead, it is an
obligation resulting in an outflow of resources, which an entity has little or no realistic
alternative to avoid (see paragraph 14 of ED 71). We would suggest that the term
‘present obligation’ is separately defined in ED 72 consistently with the IPSASB
Conceptual Framework, and that a different term is used to denote the existence of a
specified activity and eligible expenditure in ED 71.
Specific Matter for Comment 7: As explained in SMC 6, this [draft] Standard proposes that a transfer
provider should recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost control of those
resources. ED 71, Revenue without Performance Obligations, proposes that where a transfer recipient
has present obligations that are not performance obligations, it should recognize revenue as it satisfies
those present obligations. Consequently, a transfer provider may recognize an expense earlier than a
transfer recipient recognizes revenue. Do you agree that this lack of symmetry is appropriate? If not, why
not?

We agree that this lack of symmetry is appropriate.
Specific Matter for Comment 8: This [draft] Standard proposes that, when a binding arrangement is
subject to appropriations, the transfer provider needs to consider whether it has a present obligation to
transfer resources, and should therefore recognize a liability, prior to the appropriation being authorized.
Do you agree with this proposal? If not, why not? What alternative treatment would you propose?

Yes, liabilities should be recognised where there is a binding arrangement, even if this
precedes the appropriation being authorised.
Specific Matter for Comment 9: This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations, to the extent that these are appropriate. Do you agree the disclosure
requirements in this [draft] Standard are appropriate to provide users with sufficient, reliable and relevant
information about transfer expenses? In particular, (a) Do you think there are any additional disclosure
requirements that should be included? (b) Are any of the proposed disclosure requirements
unnecessary?

While we agree, in principle, that disclosure requirements should mirror the
requirements in ED 70 and ED 71, model disclosures from the IPSASB would allow us
to better evaluate the practical impact that this is likely to have on preparers. Further
9
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outreach may also be needed to gain greater clarity on the reporting burden arising
from the disclosures, particularly in the transition period.
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Contact: Sean Osborn
Telephone: (02) 9228 5932

Mr John Stanford
The Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
6th Floor, 529 5th Avenue
New York 10017
United States of America

Dear Mr Stanford
Exposure Drafts – IPSASB ED’s 70-72
The Heads of Treasuries Accounting and Reporting Advisory Committee (HOTARAC)
welcomes the opportunity to respond to the IPSASB Exposure Drafts (ED) 70-72.
HOTARAC is an intergovernmental committee that advises Australian Heads of Treasuries
on accounting and reporting issues. The Committee comprises the senior accounting policy
representatives from all Australian States, Territories and the Australian Government.
The attachment to this letter sets out HOTARAC’s response to the specific matters for
comment. Broadly HOTARAC agrees with ED 70 Revenue with Performance Obligations.
However, HOTARAC has concerns with both ED 71 Revenue without Performance
Obligations, relating to the recognition of liabilities by transfer recipients for outstanding
present obligations and with ED 72 Transfer Expenses, relating to the recognition of assets
by the transfer provider for the transfer recipient’s outstanding performance obligations.
If you have any queries regarding HOTARAC’s comments, please contact Vincent
Padgham from the Australian Commonwealth Department of Finance on (02) 6215 1927 or
by email to vincent.padgham@finance.gov.au.
Yours sincerely

Stewart Walters
CHAIR
Heads of Treasuries Accounting and Reporting Advisory Committee
30 October 2020

ENCLOSED:
HoTARAC Comments to the AASB IPSAS ED70-72
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Exposure Drafts – IPSASB ED 70-72 Revenue with and without
Performance Obligations and Transfer Expenses

ED 70 Revenue with Performance Obligations
Specific Matter for Comment 1: This Exposure Draft is based on IFRS 15 Revenue from
Contracts with Customers. Because in some jurisdictions public sector entities may not have
the power to enter into legal contracts, the IPSASB decided that the scope of this Exposure
Draft would be based around binding arrangements. Binding arrangements have been defined
as conferring both enforceable rights and obligations on both parties to the arrangement. Do
you agree that the scope of this Exposure Draft is clear? If not, what changes to the scope of
the Exposure Draft or the definition of binding arrangements would you make?
HOTARAC agrees subject to the comments below.
HOTARAC disagrees with paragraph AG24 of ED 70, which states that arrangements may
not be enforceable in substance if the purchaser has not previously enforced corresponding
arrangements where breaches have occurred. HOTARAC suggests that enforceability
depends solely on the customer’s capacity to enforce its rights, rather than a history of
enforcement of similar agreements.
HOTARAC also notes that it may be unclear whether ED 70 applies to arrangements where
funding recipients receive partial contributions for a specified initiative (eg. 50/50 cost
sharing arrangements).
Specific Matter for Comment 2: This Exposure Draft has been developed along with [draft]
IPSAS [X] (ED 71) Revenue without Performance Obligations, and [draft] IPSAS [X] (ED
72) Transfer Expenses, because there is an interaction between them. Although there is an
interaction between the three Exposure Drafts, the IPSASB decided that even though ED 72
defines transfer expense, ED 70 did not need to define “transfer revenue” or “transfer revenue
with performance obligations” to clarify the mirroring relationship between the exposure
drafts. The rationale for this decision is set out in paragraphs BC20–BC22. Do you agree with
the IPSASB’s decision not to define “transfer revenue” or “transfer revenue with
performance obligations”? If not, why not?
HOTARAC agrees. The scope of ED 70 encompasses both transfer and non transfer
revenues, covering binding arrangements with performance obligations to either the
purchaser or a third party beneficiary. Accordingly, a definition of transfer revenues is
unnecessary.
Specific Matter for Comment 3: Because the IPSASB decided to develop two revenue
standards—this Exposure Draft on revenue with performance obligations and ED 71 on
revenue without performance obligations—the IPSASB decided to provide guidance about
accounting for transactions with components relating to both exposure drafts. The application
guidance is set out in paragraphs AG69 and AG70. Do you agree with the application
guidance? If not, why not?

1
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HOTARAC agrees. HOTARAC notes though that it may often not be clear whether
performance obligations exist and whether ED 70 or ED 71 should apply (such as whether
performance obligations are sufficiently specific and measurable). Further guidance would be
helpful in this area.
Specific Matter for Comment 4: The IPSASB decided that this Exposure Draft should include
the disclosure requirements that were in IFRS 15. However, the IPSASB acknowledged that
those requirements are greater than existing revenue standards. Do you agree that the
disclosure requirements should be aligned with those in IFRS 15, and that no disclosure
requirements should be removed? If not, why not?
HOTARAC notes that disclosures are only required where material (ED 70(112)).
Nevertheless, we still believe the disclosures specified may be too detailed and onerous,
particularly at the level of individual agencies and where intra agency transactions are
common.
HOTARAC recommends the IPSASB consider whether some ED 70 disclosure requirements
should only apply in consolidated government financial statements. For example, the
requirements for the reconciliation of movements in the transfer recipient’s receivables,
binding arrangement assets and liabilities and the disaggregation of revenues from binding
arrangements into separate categories require detailed disclosures would not seem to be
justified for all public sector reporting entities.
Specific Matter for Comment 5: In developing this Exposure Draft, the IPSASB noted that
some public sector entities may be compelled to enter into binding arrangements to provide
goods or services to parties who do not have the ability or intention to pay. As a result, the
IPSASB decided to add a disclosure requirement about such transactions in paragraph 120.
The rationale for this decision is set out in paragraphs BC38–BC47. Do you agree with the
decision to add the disclosure requirement in paragraph 120 for disclosure of information on
transactions which an entity is compelled to enter into by legislation or other governmental
policy decisions? If not, why not?
HOTARAC agrees.

ED 71 Revenue without Performance Obligations
Specific Matter for Comment 1: (Paragraphs 14-21) The ED proposes that a present
obligation is a binding obligation (legally or by equivalent means), which an entity has little
or no realistic alternative to avoid and which results in an outflow of resources. The IPSASB
decided that to help ascertain whether a transfer recipient has a present obligation,
consideration is given to whether the transfer recipient has an obligation to perform a
specified activity or incur eligible expenditure. Do you agree with the IPSASB’s proposals
that for the purposes of this [draft] Standard, Revenue without Performance Obligations, a
specified activity and eligible expenditure give rise to present obligations? Are there other
examples of present obligations that would be useful to include in the [draft] Standard?
HOTARAC does not agree that a transfer recipient has a liability where it does not have
outstanding performance obligations, but rather is only required to perform a specified
2
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activity or incur eligible expenditure. HOTARAC views the ED 71 definition of present
obligation as too broad, leading to recognition of liabilities that are avoidable obligations.
HOTARAC does not believe that requirements to perform specified activities or incur
eligible expenditure represent present obligations for which settlement is expected to result in
outflows of resources. Rather, the assets received by the transfer recipient are restricted
assets that are still able to be used to achieve the transfer recipient’s objectives. Any liability
can be avoided by the transfer recipient by using the assets received in accordance with the
conditions specified by the transfer provider.
ED 71 introduces a second threshold for deferring recognition of income, that is a lower
threshold than contained in ED 70. HOTARAC believes this makes the overall framework for
income recognition overly complex and it will be difficult for users to understand. In
particular, some arrangements without performance obligations will be recognised on receipt
of cash, while others will be recognised over time. Given the volume of inter government
transfers, implementation of ED 71 would likely be costly.
More guidance is required to explain when a ‘specified activity’ and/or ‘eligible expenditure’
create a present obligation.
Specific Matter for Comment 2: (Paragraph 31) The flowchart that follows paragraph 31 of
this [draft] Standard illustrates the process a transfer recipient undertakes to determine
whether revenue arises and, if so, the relevant paragraphs to apply for such revenue
recognition. Do you agree that the flowchart clearly illustrates the process? If not, what
clarification is necessary?
HOTARAC agrees. However, HOTARAC would also recommend more guidance on when
receivables should be recognised. Distinguishing between non-binding arrangements and
arrangements with present obligations involving specified activities is also likely to often be
difficult in practice (eg. research and development projects) and further guidance would be
useful.
Specific Matter for Comment 3: (Paragraph 57-58) The IPSASB decided that a transfer
recipient recognizes revenue without performance obligations but with present obligations
when (or as) the transfer recipient satisfies the present obligation. Do you agree that sufficient
guidance exists in this [draft] Standard to determine when a present obligation is satisfied and
when revenue should be recognized? For example, point in time or over time. If not, what
further guidance is necessary to enhance clarity of the principle?
Overall, ED 71 would result in an additional burden on public sector entities to gather
information on their fulfilment of present obligations to recognise revenue.
Determining the fulfilment of present obligations will not always be clear, especially when
transfers are provided to carry out specified ongoing activities.
The application guidance and illustrative examples in ED 71 appear limited on this issue and

there is no guidance on how ‘specified activity’ and ‘eligible expenditure’ impact the pattern
of revenue recognition. For example, grant programs may provide full or partial
reimbursement only once expenditure claims are submitted and audited. This is a common
inter-government arrangement for which further examples would be helpful. In contrast,
3
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there is clear criteria in IFRS 15 and related publications on whether the satisfaction of
performance obligations should be recognised over time or at a point in time.
Specific Matter for Comment 4: (Paragraphs 80-81) The IPSASB decided that the objective
when allocating the transaction price is for a transfer recipient to allocate the transaction price
to each present obligation in the arrangement so that it depicts the amount to which the
transfer recipient expects to be entitled in satisfying the present obligation. The amount of
revenue recognized is a proportionate amount of the resource inflow recognized as an asset,
based on the estimated percentage of the total enforceable obligations satisfied. Do you agree
sufficient guidance exists in this [draft] Standard to identify and determine how to allocate
the transaction price between different present obligations? If not, what further guidance is
necessary to enhance clarity of the principle?
HOTARAC views the application guidance and illustrative examples as limited on this issue.
Specific Matter for Comment 5: (Paragraphs 84-85) Do you agree with the IPSASB’s
proposals that receivables within the scope of this [draft] Standard should be subsequently
measured in accordance with the requirements of IPSAS 41 Financial Instruments? If not,
how do you propose receivables be accounted for?
HOTARAC disagrees. HOTARAC views this as creating practical difficulties. For example,
applying fair value measurement to, or estimating expected credit losses for, taxation revenue
would require sophisticated actuarial modelling of economic activities. Other non-contractual
receivables may also require anticipation of economic activity, which would be onerous and
only provide marginal benefit to users of financial reports.
Specific Matter for Comment 6: (Paragraphs 126-154) The disclosure requirements proposed
by the IPSASB for revenue transactions without performance obligations are intended to
provide users with information useful for decision making, and to demonstrate the
accountability of the transfer recipient for the resources entrusted to it. Do you agree the
disclosure requirements in this [draft] Standard provide users with sufficient, reliable and
relevant information about revenue transactions without performance obligations? In
particular,
(i) what disclosures are relevant;
(ii) what disclosures are not relevant; and
(iii) what other disclosures, if any, should be required?
HOTARAC notes that the disclosures are only required where material (ED 71(130)).
Nevertheless, the disclosure requirements may still be detailed and onerous, particularly at
the level of individual agencies.
HOTARAC recommends these requirements be streamlined to keep financial statements as
concise as possible, such as through reducing disclosures for entities below the consolidated
government level. For example, the requirement for reconciliation of movements in the
transfer recipient’s receivables, binding arrangement assets and liabilities and the
disaggregation of revenues with present obligations into separate categories require detailed
disclosures which do not seem justified for all public sector reporting entities.

4
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Specific Matter for Comment 7: (Paragraphs N/A) Although much of the material in this
[draft] Standard has been taken from IPSAS 23 Revenue from Non Exchange Transactions
(Taxes and Transfers), the IPSASB decided that the ED should establish broad principles for
the recognition of revenue from transactions without performance obligations, and provide
guidance on the application of those principles to the major sources of revenue for
governments and other public sector entities. The way in which these broad principles and
guidance have been set out in the ED are consistent with that of [draft] IPSAS [X] (ED 72),
Transfer Expenses. Do you agree with the approach taken in the ED and that the structure and
broad principles and guidance are logically set out? If not, what improvements can be made?
Agree. HOTARAC notes that there is asymmetrical accounting treatment between ED 71
and ED 72 in relation to binding arrangements without performance obligations, where the
transfer recipient has outstanding present obligations and the transfer provider’s payment is
not refundable unless the transfer recipient breaches required conditions. In this situation the
transfer recipient may recognise a liability rather than revenue until present obligations are
fulfilled, whereas the transfer provider would recognise an expense immediately.

ED 72 Transfer Expenses
Question 1. The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15. Do you
agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
The boundaries between the scope of ED 72 and related IPSAS standards, such as IPSAS 42
Social Benefits, is not clear. Guidance or illustrative examples on this issue may be helpful.
HOTARAC also notes that the definition of transfer expenses in ED 72 does not address the
extent to which the transfer provider’s overhead expenses should be attributed.
Question 2. Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70 Revenue
with Performance Obligations and ED 71 Revenue without Performance Obligations? If not,
what distinction, if any, would you make?
HOTARAC views the distinction between transfer expenses with and without performance
obligations as sometimes being difficult to apply in practice. It would also require detailed
assessments of a large number of arrangements, including arrangements between subsidiaries
of governments. It is not clear the benefits of this requirement match the costs of compliance.
Further guidance or illustrative examples on this issue would be helpful.
Question 3. Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance obligations
throughout the duration of the binding arrangement, the transaction should be accounted for
as a transfer expense without performance obligations?
Agree, noting the disclosure requirement in paragraph 151. ED 72 could make clear that
similar binding arrangements with performance obligations may be accounted for by transfer
5
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providers differently, depending on whether they choose to monitor the transfer recipient’s
satisfaction of performance obligations. More guidance would be helpful where the transfer
provider’s periodic monitoring of the transfer recipient’s satisfaction of performance
obligations does not align with their financial reporting dates.
Question 4. This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the public
sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34. Do you agree with the
recognition and measurement requirements for transfer expenses with performance
obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
HOTARAC believes it is questionable whether assets recognised by transfer providers, for
grants where the transfer recipient’s provision of goods and services to third parties is still
outstanding, meets the definition criteria of assets. Applying the performance obligation
framework of ED 72 would also be difficult in practice and may not provide significant
benefits to users of the financial reports.
The chronology of requirements ED 72 is confusing. Step 5 is addressed in paragraphs 33-46,
whereas Steps 3 and 4 are addressed subsequently in paragraphs 47-71 and 72-85
respectively. HOTARAC recommends structuring the requirements of ED72 in the order of
steps from 1 to 5.
The requirement for the transfer provider to initially recognise an asset is implied, due to the
subsequent requirement to recognise the expense when (or as) performance obligations are
satisfied. However, ED 72 does not specifically include this requirement in black letter.
Question 5. If you consider that there will be practical difficulties with applying the
recognition and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any suggestions you
have for addressing these difficulties.
Complex monitoring, accounting and auditing procedures may be required if ED 72 was
implemented. Transfer providers and auditors will have to rely heavily on transfer recipients
providing accurate and timely information when monitoring satisfaction of performance
obligations.
The performance of recipients is currently not monitored in many government grant projects
in Australia. ED 72 may be particularly onerous for grant programmes with many small, low
risk grants, such as where strong grantee selection processes have already been applied.
Grantors may not have information at financial year end to accrue for grant expenses because
grant payments are often made on milestone basis, which may not align with financial
6
G:\FMG\FRACM\APB\Accounting_Technical\HoTARAC\Comments\IPSAS ED's 70-72

191

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 19

reporting dates. Grantors often require funding recipients to report on achievement of
milestones, but rarely ask for cut-off information as at financial year end.
The distinction between binding arrangements with or without performance obligations, the
identification of distinct performance obligations and measuring their completion may require
considerable judgement in practice. HOTARAC recommends expanding the guidance and
suggests the IPSASB consider the Australia guidance for not for profit entities in AASB 15
Revenue from Contracts with Customers (the Australian equivalent to IFRS 15) and related
publications on these issues.
Where central government provides grants to provincial or state governments who in turn
pass these on to other recipients, a lack of accounting symmetry may also occur to the extent
that the performance or present obligations in the central government agreement differ to
those in the agreements between the state/provincial government and recipient.
Question 6. This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at
the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s view
that any future benefits expected by the transfer provider as a result of the transaction do not
meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations? If not, how would you recognize and measure transfer
expenses without performance obligations?
HOTARAC agrees.
Question 7. As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier of the point
at which the transfer provider has a present obligation to provide resources, or has lost control
of those resources. ED 71 Revenue without Performance Obligations proposes that where a
transfer recipient has present obligations that are not performance obligations, it should
recognize revenue as it satisfies those present obligations. Consequently, a transfer provider
may recognize an expense earlier than a transfer recipient recognizes revenue. Do you agree
that this lack of symmetry is appropriate? If not, why not?
HOTARAC notes that symmetry may not occur in practice for a number of reasons, such as
different judgements by transferor and transferee about the existence and satisfaction of
performance obligations or different financial reporting dates. HOTARAC disagrees with the
proposal in ED 71 that transfer recipients should recognise a liability for outstanding present
obligations as currently defined.
Question 8. This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation to
transfer resources, and should therefore recognize a liability, prior to the appropriation being
7
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authorized. Do you agree with this proposal? If not, why not? What alternative treatment
would you propose?
HOTARAC Agrees. Recognition of a liability should reflect individual circumstances as to
whether the transfer provider has a present obligation prior to the appropriation being
provided. HOTARAC further recommends guidance on accounting implications where
assessments have changed on whether appropriations will be authorised.
Question 9. This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70 Revenue with Performance Obligations, and ED 71 Revenue without
Performance Obligations, to the extent that these are appropriate. Do you agree the
disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
HOTARAC notes that disclosures are only required where material (paragraph 130).
Nevertheless, the disclosure requirements may still be too detailed and onerous, particularly
at the level of individual agencies.
HOTARAC recommends these requirements be streamlined to keep financial statements as
concise as possible, such as through reducing disclosure requirements for entities below the
consolidated government level. For example, the requirements for reconciliation of
movements in the transfer provider’s binding arrangement assets and liabilities and the
disaggregation of expenses with and without performance obligations into separate categories
require detailed disclosures which do not seem justified for all public sector reporting entities.

8
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The Japanese Institute of
Certified Public Accountants
4-4-1 Kudan-Minami, Chiyoda-ku, Tokyo 102-8264, Japan
Phone: +81-3-3515-1129 Fax: +81-3-3515-1167
Email: hieirikaikei@jicpa.or.jp

October 30, 2020
Mr. Ross Smith
Program and Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street West
Toronto, Ontario, Canada M5V 3H2

Comments on Exposure Draft 72 “Transfer Expenses”

Dear Mr. Smith,
The Japanese Institute of Certified Public Accountants (hereafter “JICPA”) highly respects the
International Public Sector Accounting Standards Board (hereafter “IPSASB”) for its continuous
effort to serve the public interest. We are also pleased to comment on the Exposure 72 “Transfer
Expenses” (hereafter “ED”). Our comments to ED 72 are as follows.
Specific Matter for Comment 1 :
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
Comment:
We agree.
However, we propose the addition of the following for a better understanding of the scope.
1. Clarification that ordinally transactions between seller and buyer are outside of the scope of this
standard
While paragraphs 3 and 11 mention that transactions which result in the entity receiving goods,
services or other assets directly in return for the resources the entity transfers to the counterparty are
outside the scope of this draft (ordinally transactions between seller and buyer), there is no mention of
this type of transaction in paragraph 5, which lists the transactions outside of the scope of this standard.
Listing these exceptions separately runs the risk of misinterpreting the standard as including regular
bilateral transactions in its scope, especially among non-English-speaking readers. To avoid such
misunderstanding, we ask that this point is clarified in the Preface or through the addition of diagrams
and the like.
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2. Clarification of the reason for excluding taxes from the scope
With regard to the exclusion of taxes from the scope of this ED, BC 12 through BC 14 explains that
the definition of “transfer” is based on the definition given by GFSM (Government Finance Statistics
Manuals and Guides) but as far as the reason for the exclusion of taxes from the scope is concerned,
the explanation is insufficient, as it only states that it is adhering to IPSAS 23 which excludes taxes
from the scope of transfers. We believe that a more theoretical explanation, at least to the extent that it
explains why taxes were excluded from the scope of IPSAS 23, is required.

Specific Matter for Comment 2 :
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring
the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
Comment:
We agree to the proposal of the distinctions of transfer expenses with performance obligations and
transfer expenses without performance obligations mirroring the distinction for revenue transactions of
the revenue standards (in ED 70 and ED 71). However, we believe that the following points require
clarification.
1. Clarification of the scope
One of the items in ED 72 that does not mirror ED 71 is tax expenses. While the definition of transfer
expenses in paragraph 8 in ED 72 excludes tax expenses (including levies) from its scope, we believe
that it requires clarification. We propose, for example, providing clarification in a Preface, or stating
exclusions to the scope of ED 72 such as taxes in parentheses in the far-right column of the diagram
in IG2.
2. Hybrid transactions
BC14 explains that ED 72 complements ED 70 and ED 71. If this is correct, guidance on the
accounting treatment of expenses should be provided for transactions with components with
performance obligations and components without performance obligations, similarly to AG70 of ED
70.

Specific Matter for Comment 3 :
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
2
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Comment:
We partially agree and believe following two responses are needed.
1. Definition of “monitoring”
We request a clarification of the definition and the criteria of monitoring. To “monitor” is a general
term and in terms of IPSASB, it can also be applied to such initiatives as the surveillance carried out
by the PIC (Public Interest Committee).
2. Examples to determine cases in which monitoring is not possible
In determining the presence or absence of performance obligations, whether the criteria for monitoring
the satisfaction of performance obligations of paragraph 13(d) have been met depends on the transfer
provider’s capabilities and the provisions of the “binding arrangement.” The wording of ED 72 may
lead to divergences in judgment. We, therefore, request sufficient examples to support the preparer in
determining cases where the degree of satisfaction can/cannot be monitored.

Specific Matter for Comment 4 :
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
Comment:
We generally agree.
In cases where the transfer provider does not monitor the performance of obligations, the resulting
revenue is considered revenue without performance obligations, and consequently, the transfer provider
rarely applies a PSPOA (Public Sector Performance Obligation Approach). We agree with the accounting
treatment proposed in the ED, as long as the PSPOA is applied. However, in order to apply a PSPOA,
especially to the recognition of revenue for a given period, we believe that there are two prerequisites
(See also comments on SMC 5);
(a) an indication of information in the initial arrangement allowing for the confirmation of the progress
of the performance; and
(b) prompt and verifiable communication of necessary information between the transfer provider and
the transfer recipient from the performance of the obligations.
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Specific Matter for Comment 5 :
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
Comment:
1. Restrictions on the system required for monitoring
In cases where the transfer provider monitors the performance of obligations by the transfer recipient,
a relative shortage of monitoring manpower could impair the timeliness and verifiability of the
information obtained from the transfer recipient.
2. Criteria relating to whether monitoring is possible
When monitoring is obstructed after the commencement of the transaction, the transfer provider will
no longer be able to obtain the necessary information to monitor the status of performance obligations
– such as in cases where the status of performance of obligations is conventionally reported until a
certain point and ceases. We propose criteria of “monitoring impossible cases” by stating that “the
arrangement between transfer provider and recipient does not warranty the system in which the status
of performance can be timely obtained”.

Specific Matter for Comment 6 :
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at
the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s view
that any future benefits expected by the transfer provider as a result of the transaction do not
meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
Comment:
We agree.
Specific Matter for Comment 7 :
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources. ED
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71, Revenue without Performance Obligations, proposes that where a transfer recipient has
present obligations that are not performance obligations, it should recognize revenue as it satisfies
those present obligations. Consequently, a transfer provider may recognize an expense earlier than
a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Comment:
We agree.
Specific Matter for Comment 8 :
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree
with this proposal?
If not, why not? What alternative treatment would you propose?
Comment:
We agree.
In Japan, expenditures are under the provision of budget approval. However, the budget has different
implications depending on the country, and the relationship between budget approval and the time of
recognition of a liability will require deliberation.

Specific Matter for Comment 9 :
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations,
to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
Comment:
We agree.
However, regarding the disclosure requirements of transfer expenses without performance obligations
stated in paragraph 146 (a) and paragraph 149 (a), paragraph 146 states “(a) A reconciliation of the
opening and closing balances of payables from binding arrangements for transfer expenses without
performance obligations, if not otherwise separately presented or disclosed;” which overlaps with the
disclosure requirement of paragraph 149 (a) of “The opening and closing balances of payables arising
from transfer expenses without performance obligations, if not otherwise separately presented or
disclosed.” Thus, we believe that the inclusion of paragraph 146 (a) will suffice.

Yours sincerely,
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Hiroshi Shiina
Executive Board Member - Public Sector Accounting and Audit Practice
The Japanese Institute of Certified Public Accountants
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The International Public Sector Accounting Standards Board
277 Wellington St. West
Toronto, ON
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Submission via website
30 October 2020

Dear Ross
COMMENTS ON ED 72 ON TRANSFER EXPENSES
We welcome the opportunity to provide comments on ED 72 on Transfer Expenses. We
commend the initiative of the IPSASB to develop accounting principles for the last component
of what is broadly known as “non-exchange expenses”. We believe that there is a high need
for accounting principles for these transactions in order to avoid diversity in practice.
The comments outlined in this response have been developed by the Secretariat of the ASB
and not the Board.
General
We issued ED 70 on Revenue with Performance Obligations, ED 71 on Revenue Without
Performance Obligations and ED 72 on Transfer Expenses as a package of documents for
comment locally. We arranged a series of education sessions (eleven), roundtable discussions
(ten) and engagements with specific stakeholders (four) to solicit views from preparers,
auditors, technical experts, academics, consultants, professional bodies and users.
The level of engagement on the documents and the feedback we received on the proposals
was, at times, limited. We believe that this was due to the volume and complexity of the material
published for comment. To improve the quantity and quality of the comments received in future,
it would helpful if the IPSASB considers constituents’ time and ability to engage with the
documents.

Board Members: Mr V Ngobese (chair), Ms F Abba, Mr C Braxton, Mr K Hoosain,
Ms I Lubbe, Ms K Maree, Ms P Moalusi, Ms N Themba, Ms M Sedikela
Chief Executive Officer: Ms E Swart, Technical Director: Ms J Poggiolini
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We also note that it may be useful for the IPSASB staff to consider releasing additional
educational material to assist with the understanding of the principles in the Exposure Drafts.
We (and our stakeholders) found the At-A-Glance document and the video helpful but note that
it only explained the objective and concepts at a very high level. It might be useful to produce
additional videos on specific issues within the documents – explained at a more detailed level
- to help respondents understand the proposals.
Overall impressions of ED 72
We appreciate the time and effort the IPSASB has invested in developing the proposals in ED
72 and again re-iterate the need for guidance for these transactions. However, we do not
support the proposed public sector performance obligation approach (PSPOA) model for
transfer expenses. We do not believe that the complexity of the approach is warranted for
expense transactions that involve 3rd parties. Considering that a similar approach is not
followed for exchange expense transactions, we believe that inappropriate complexity and
emphasis is placed on transactions with 3 rd parties. Stakeholders locally also expressed
reservations about applying the full approach in IFRS 15 on Revenue from Contracts with
Customers – which is aimed at commercial revenue transactions - to expense transactions that
are public sector specific. See our comments in ED 70 for a list of these issues.
Classification of non-exchange expenses
We are concerned about the complexity of being able to classify goods and services provided
to individuals (or households) between IPSAS 19 on Provisions, Contingent Liabilities and
Contingent Assets, and ED 72.
As the transactions underlying the transfer of goods and services provided to individuals (or
households) are essentially the same, we find the classification principles (a) arbitrary from an
accounting perspective, and (b) not well enough defined or described. At present, the
classification requires a high degree of judgement and is likely to lead to significant issues in
practice.
When we discussed the classification principles with stakeholders locally, apart from the
national statistical office, preparers indicated that they did not understand the principles. This
is because the principles are based on the statistical basis of accounting which accounting
preparers are not familiar with and do not understand. Preparers indicated that they would likely
need to employ a specialist to assist them with the classification. We believe that this
emphasises the current complexity and believe that the time and effort that is likely needed to
classify transactions does not add equivalent value to users of the financial statements.
Responses to the proposals in ED 72
Our comments on ED 72 are set out as follows:
•

Annexure A – Responses to specific matters for comment

•

Annexure B – Other significant issues

•

Annexure C – Drafting and other comments

We noticed editorial amendments when reviewing ED 72 but have not included these in our
comments. A final editorial review should be done once the text has been finalised.

2
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If you have any questions regarding our response, please feel free to contact me.
Yours sincerely

Jeanine Poggiolini
Technical Director
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ANNEXURE A – RESPONSES TO SPECIFIC MATTERS FOR COMMENT
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope
or definition of transfer expense would you make?
In principle, we support the scope. However, potential issues need to be addressed.
We support that the scope is limited to transfer expenses as discussed in BC4 to BC15.
However, potential issues that need to be addressed are outlined below.
Accounting for “residual” transactions
While the basis for conclusions explains that ED 72 is not the “residual” Standard, it is unclear
which Standard should be used for these “residual” transactions. Should this be IPSAS 19 on
Provisions, Contingent Liabilities and Contingent Assets, and if not IPSAS 19, then should an
entity apply IPSAS 3 to develop an accounting policy? It would be helpful if this is explained in
the basis for conclusions, and/or a staff Q&A.
Taxes
The definition of transfer expenses indicates that taxes are excluded from the definition. Many
governmental transfers attract Value Added Tax (VAT) for some levels of government. These
are generally transfers without performance obligations and may or may not be subject to
binding arrangements as defined in ED 72.
The implication of excluding tax from ED 72 is that an entity would need to use ED 72 to account
for the transfer and another IPSAS – presumably IPSAS 19 - to account for VAT. This creates
unnecessary complexity. While the scenario listed relates to governmental transfers, other
types of expense transactions could have the same issues.
In particular, we note the potential disconnect between the accounting for taxes in IPSAS 19
and the underlying transfer in ED 72:
•

Taxes, if recognised using IPSAS 19, would be recognised when there is a past event
and the outflow of resources is probable.

•

As the underlying transfer is a transaction without performance obligations, it would be
recognised in ED 72 when there is a present obligation to transfer resources, or when
the resources are transferred as there is no “binding arrangement” as defined (based on
paragraph 93).

This means that the timing of the recognition of the tax component may be different to the
transfer. For transactions that are not subject to a binding arrangement, there would be a
significant difference in the timing of recognition as expenses are recognised when the
resources are transferred.
We note our reservations on whether the accounting for transactions without performance
obligations and without binding arrangements is appropriate (see our response to specific
matter for comment 6).
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We believe that the IPSASB should reconsider whether taxes should be included in the scope
of transfer expenses. If not, the IPSASB should ensure that the accounting treatment of the
component parts of an arrangement is appropriate and provides relevant information to users
in the financial statements.
Scope of IPSAS 19 and ED 72 – transactions with individuals to provide goods and services
See Annexure B, issue #1 on the classification of transactions.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
Issue #1 –Split between transfer expenses with/without performance obligations?
In principle, we support the notion that transfers with and without performance obligations are
different transactions. In particular, we note that transfers with performance obligations are
executory contracts that require the clear delivery of promised goods or services in exchange
for consideration. Transactions without performance obligations only require the undertaking
of some action in return for the transferred resources.
As noted in issue #2, we do not support the proposed accounting for transfers with performance
obligations using the PSPOA as currently articulated in ED 72.
Issue #2 –Views on the application of the PSPOA for transfer expenses
We do not support the PSPOA, as outlined in ED 72, for transfer expenses with performance
obligations.
Reasons for not supporting the PSPOA
While we appreciate the need for a consistent approach to deal with revenue and expense
transactions, we do not support the PSPOA for transfer expenses for the following reasons:
•

Key users of the financial statements noted that an approach to the classification of, and
accounting for, transactions based on the existence of performance obligations or not
does not reflect the way in which the public sector operates. When entities plan, budget
and report on transactions, the existence of performance obligations is not important. As
a result, the information generated by the financial statements is not useful to users.
While the distinction between exchange and non-exchange transactions may be
challenging, it better reflects how budget and other decisions are made by public sector
entities and governments more broadly.

•

The PSPOA is based on the principles of IFRS 15 which is aimed at accounting for
commercial revenue transactions. The PSPOA is used in ED 72 to account for what were
traditionally considered “non-exchange transactions”, i.e. those where there is no direct
exchange of value between the parties. As a result, the scope is limited to transactions
that involve the transfer of resources to 3rd party beneficiaries. The PSPOA is complex
and difficult to implement and is premised on the existence of executory contracts. We
note that this level of complexity is not applied to executory contracts that are exchange
5

204

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 21

transactions i.e. do not involve 3rd party beneficiaries. As a result, we are unsure why this
approach is necessary for such a specific set of transactions.
•

There are a limited number of transactions that would meet the definition of transfers with
performance obligations in the public sector for a variety of reasons. Firstly, the
requirement to implement a monitoring mechanism to ensure that expenses are
recognised when performance obligations are satisfied is onerous (see our response to
specific matter for comment 3). This means that entities are unlikely to meet the criteria
to apply the PSPOA. Secondly, the transactions that require distinct goods or services to
be transferred by a transfer recipient to a 3 rd party beneficiary are limited in our
jurisdiction. They may only be prevalent within certain functions of government. For most
entities, if they exist, they are immaterial.

Proposal
We believe that the same accounting principles should be applicable to all transfer expenses.
As a result, we support the accounting treatment and the presentation and disclosure
requirements for transfers without performance obligations for all transfer expenses (subject to
comments raised in other specific matters for comment).
If the PSPOA is retained, we are of the view that certain aspects of the approach, as well as
the presentation and disclosure requirements should be modified to simplify it for the types of
transactions that is envisaged. See our response to specific matter for comment 5 and 9.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of
the binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
In principle, we support the proposal, with questions or comments about identified
issues.
Our concerns about the application of the PSPOA are outlined in the response to specific matter
for comment 2.
If the PSPOA is retained, we support that monitoring by the transfer recipient should be a
requirement of the criteria to apply the PSPOA in ED 72. As ED 72 requires the recognition of
expenses based on when the distinct goods or services are received by the 3 rd party
beneficiary, if this monitoring is not in place, the model cannot be applied.
Despite support for the principle of monitoring, the following concerns were raised by
stakeholders regarding the monitoring to be done by entities.
Status of requirement
The status of the requirement to monitor transfer expense transactions to apply the PSPOA is
unclear.
Paragraph 13(d) indicates that the transfer provider “monitors the satisfaction of those
performance obligations throughout the duration of the binding arrangement”. If an entity does
not meet this requirement, then it accounts for the transactions as transfers without
performance obligations. In these instances, paragraph 151 requires disclosure about why the
6
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transfer provider is unable to monitor the satisfaction of the transfer recipients’ performance
obligations.
It is unclear whether ED 72 mandates that entities monitor these transactions (see paragraph
AG27), or whether entities should only apply ED 72 in the instances where this monitoring is in
place. We believe that this is an important clarification as it is likely to result in diversity in how
the requirements are applied. It also impacts how entities will approach the implementation of
the Standard. Implementing monitoring will have a significant impact on the operations,
processes and policies of entities, which will potentially warrant a longer transitional period or
delayed effective date.
Monitoring throughout the duration of the arrangement
The requirement in paragraph 13(d) is to monitor throughout the duration of the arrangement.
At present, the level of monitoring undertaken by entities – even for individual arrangements is at a much higher level, i.e. based on outputs or outcomes rather than monitoring of the
provision of distinct goods or services.
At present, if an entity is unable to monitor the satisfaction of performance obligations at the
level required on initial recognition, the transaction is treated as a transfer without performance
obligations. If an entity can monitor the transaction to the level required in subsequent periods,
it is unclear if this would result in a change in how the transaction is treated, i.e. from a
transaction without performance obligations to one with performance obligations. The converse
is also unclear.
Paragraph 18 indicates that the criteria are assessed at inception and are not reassessed
unless there has been a change in facts and circumstances. As the satisfaction of the other
criteria would be clear at inception of the arrangement, it may be helpful to clarify the situation
when there is a potential change in monitoring in paragraph 18 of ED 72.
Monitoring is likely to be onerous
Stakeholders indicated that the monitoring required is onerous. Two concerns were raised:
•

The monitoring that will be required is unlikely to be done by the finance department, but
rather the departments responsible for the execution of the arrangement, activity or
programme. As a result, it may be difficult for non-financial staff to understand what
performance obligations are and when they are satisfied as described in ED 72.

•

For the transfer provider to know when goods or services are delivered, it is implied that
the transfer recipient would also need an appropriate monitoring system in place. This
may not always be the case. Where these arrangements exist in our jurisdiction, the
transfer provider and transfer recipient are often public sector entities. Not all of them
apply the same accounting Standards, nor are they all necessarily on the same basis of
accounting. This could impact the type of monitoring undertaken, and well as the level at
which monitoring is performed. It might be useful to indicate that the assessment of
whether appropriate monitoring is undertaken is based on the transfer provider’s
monitoring of the fulfilment of the performance obligations.

7
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Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
We support the proposal.
We agree with the recognition of an asset in circumstances when resources have been
transferred to the transfer recipient prior to the satisfaction of performance obligations. As these
arrangements are executory in nature, if one entity performs in advance of the other, it creates
a right to have goods or services delivered to a 3 rd party. As a result, we believe that the
definition of an asset is met.
From a user perspective, we note that recognising an asset creates accountability for the
resources that have been provided. If an asset is recognised, it means that value was given to
another party, and that there are still outstanding obligations. This provides relevant information
to users of the financial statements.
Consider updating basis for conclusions
In the conclusion in paragraph BC34, it is indicated that an asset should be recognised.
Consider indicating that this is the binding arrangement asset that is referred to in paragraphs
121 to 125.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
There are aspects of the approach that are difficult to apply, and we suggest modifying
the approach accordingly.
As noted in our comments to specific matter for comment 2, the PSPOA is complex for the
types of transactions that it is meant to address. The following areas create unnecessary
complexity in accounting for the 3rd party arrangements envisaged by the PSPOA:
Step 1 – Modifications to binding arrangements
While we understand that this may be appropriate in recognising revenue for transactions with
performance obligations, we do not believe this level of complexity is necessary for 3rd party
8

207

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 21

expense arrangements. We note that similar requirements to assess modifications do not exist
for exchange transactions where an entity acquires goods, services or assets from another
party for itself.
The requirements related to “modifications” requires a high degree of “contract” management.
We also note that modifications to a binding arrangement would need to be identified by nonfinancial staff as they, rather than finance officials, are involved in the execution of the specific
activity, functions, transactions, etc. Non-financial staff would need to identify potential changes
in arrangements that could impact the recognition of past expenditure or to future prices. At a
minimum they should be able to flag this for the finance department to consider. As nonfinancial staff is unfamiliar with accounting requirements, contract modifications would be
difficult to implement. We are also not convinced that the information users gain from this
information warrants the complexity.
The IPSASB is urged to consider whether this level of complexity is needed for these
transactions.
Step 3 – Variable consideration
We note that the concept of a “price concession” is included as part of the factors to consider
in “variable” consideration. We are (a) unsure how pervasive price concessions are for expense
transactions, and (b) question whether it is appropriate to include this for expense transactions
as entities would effectively recognise lower expenses and liabilities on this basis. We also note
that it may be difficult to assess whether a price concession exists if it is merely “implicit” in the
arrangement.
Step 4 – Allocation of consideration to performance obligations
In terms of ED 72, entities are required to allocate the consideration to the performance
obligations based on the stand-alone purchase prices of the goods or services at the inception
of the arrangement. Any discounts or variable consideration need to be allocated to the
performance obligations. The requirement to use data observable in the market - as well as the
alternative approaches in ED 72 - is onerous.
We have also observed that the consideration an entity is required to pay may be more than
the sum of the stand-alone purchase prices of the goods or services. There is a rebuttable
presumption in ED 72 that indicates that the entire consideration is for the goods or services
promised in the arrangement unless it is clear that there is a component that is for something
else, e.g. to fund the operations of the transfer recipient. We have recent experience where
government has overpaid for goods and services. Following the approach in ED 72, an entity
would allocate this excess to the performance obligations. We have three concerns:
•

Issue #1 – The basis on which the excess is allocated to the stand-alone performance
obligations. There is no guidance in ED 72 for these situations.

•

Issue #2 - From an accountability perspective, we question if this is the right answer, and
specifically whether the excess should instead be accounted for as an onerous contract.
This would potentially provide users with information to hold entities accountable for the
amounts paid in excess of the stand-alone purchase price.

•

Issue #3 – We question whether this is consistent with the cost of fulfilment in the
Conceptual Framework. The cost of fulfilment indicates that the arrangement should be
fulfilled in the least costly manner. If government is clearly paying more for goods or
9
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services and the transaction is recognised on this basis, it seems to contradict the current
principles in the Conceptual Framework.
We suggest that the IPSASB review the current principles to allocate the consideration to the
performance obligations based on the issues raised above.
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at
the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s view
that any future benefits expected by the transfer provider as a result of the transaction do not
meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
We partially support the proposals.
The recognition requirements are separated between those transfers that are made subject to
a binding arrangement and those that are not based on paragraph 93 of ED 72.
We disagree with the differences in the accounting proposed for those transfers that arise from
binding arrangements and those that do not. Our concerns may partly relate to how binding
arrangements are defined (see Appendix B issue #2) and applied across the suite of Exposure
Drafts.
Issue #1 – The absence of rights and obligations for both parties does not mean there is no
liability
We do not support the proposal in paragraph 93 that transfers outside of a binding arrangement
are not enforceable by the transfer recipient and no expense (and no liability) is recognised
prior to the transfer of resources.
Binding arrangements as defined in ED 72 require rights and obligations to exist for both parties
to the arrangement. Entities are often required to make transfers to others where there are not
rights and obligations for both parties. Typical examples include transfers made to another
public sector entity, charity, etc. In these examples, the transfer provider has an obligation to
transfer resources, and the transfer recipient has a right to receive the resources.
Many of these transfers are either outlined in budget legislation, contract or similar requiring
the transfer at a particular date or once certain events occur. We believe that the definition of
a liability may be met before the actual transfer of resources. This is because a present
obligation exists (as a result of a legislative obligation) to incur an outflow of resources (to
transfer resources to recipient). We therefore do not support the proposed accounting
treatment in paragraph 93 as it is inconsistent with the Conceptual Framework and IPSAS 19.
10
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Issue #2 – Uncertainty about the nature of the obligations in transfers without performance
obligations
ED 72 indicates in paragraph .92 that “For a present obligation to exist, the transfer recipient
must be able to enforce the transfer of resources by the transfer provider, i.e. there must be a
binding arrangement that imposes present obligations on the transfer recipient”.
For the arrangement to be binding, there must be rights and obligations for both parties to the
arrangement. As currently drafted, we are unsure how both rights and obligations arise in these
arrangements. In ED 71, there is an indication that an entity should fulfil certain obligations by
undertaking specified activities or incurring eligible expenditure. There is no similar requirement
in ED 72. Although paragraph 90 refers to ED 71 for guidance, the text of ED 72 does not
indicate that present obligations arise from specified activities or eligible expenditure. We are
therefore uncertain of the types of transactions without performance obligations that would be
governed by a binding arrangement.
Stakeholders also noted that they did not believe that there was any difference between the
rights and obligations of the parties that either are, or are not, governed by a binding
arrangement as defined in ED 72. As an example, an entity transfers resources to a public
entity which is required to incur certain expenditure in terms of the budget legislation. This
arrangement is no more enforceable than transfer of resources to a public entity that receives
funding for its operations generally.
We question the drafting of paragraph 92, particularly the reference “…i.e. there must be a
binding arrangement that imposes present obligations on the transfer recipient”. We are unsure
why the reference is to present obligations of the transfer recipient.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the
transfer provider has a present obligation to provide resources, or has lost control of those
resources. ED 71, Revenue without Performance Obligations, proposes that where a transfer
recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
We do not support the proposed difference in accounting.
We do not support the proposed difference in accounting between revenue and expenses
without performance obligations. There are two key issues we have observed in the “mirroring”
of these revenue and expense transactions.
Issue #1 – Consistency between transactions without performance obligations in ED 71 and
ED 72
In reading the current text in ED 72, it is unclear whether the intention is for the requirements
for when “present” obligations exist to be the same in ED 71 and ED 72.
We note that in ED 71, it is clear that for a present obligation to exist, the recipient must be
required to undertake a specified activity or incur eligible expenditure.
11
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In ED 72, we note the following:
Paragraph 9 in the definitions section indicates the following:
The following terms are defined in [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations, and are used in this [draft] Standard with the same
meaning as in [draft] IPSAS X (ED 71):
(f) Capital Transfer;
(g) Eligible expenditure;
(h) Specified activity.
We note that the terms “eligible expenditure” and/or “specified activity” are seldom mentioned
in ED 72. Paragraphs IE169, IE 172, IE 176 mention eligible expenditure and paragraphs 105
and AG106 mention specified activity (or enforceable activity). These terms are not included in
the discussion on the binding arrangement or recognition criteria for transfers without
performance obligations. In particular, paragraph 92 states the following:
For a present obligation to exist, the transfer recipient must be able to enforce the
transfer of resources by the transfer provider, i.e., there must be a binding
arrangement that imposes present obligations on the transfer recipient. For a
binding arrangement to exist, the following conditions must be met:
(a) The parties to the binding arrangement have approved the binding arrangement
(in writing, orally or in accordance with other customary practices) and are
committed to perform their respective obligations;
(b) The transfer provider can identify each party’s rights regarding the obligations
to be performed; and
(c) The transfer provider can identify the payment terms for the contribution to be
transferred.
It is unclear what is meant by “obligations” included in paragraph (b).
It is unclear what actions are expected from the other party, nor is it clear whether the nature
of the transactions and/or requirements for transfer expenses without performance obligations
and revenue without performance obligations – but with “present” obligations - are meant to be
the same.
If the intention is that the nature of the transactions with present obligations in ED 71 and ED 72
to be the same, the text of ED 72 will need to be reviewed and significantly revised to better
align the principles.
Issue #2 – Do not agree with the proposed accounting outcome in ED 71
The question in the specific matter for comment implies that there is a lack of symmetry and
we have therefore assumed that the transactions in ED 71 and ED 72 are meant to be the
same, i.e. they should both require the undertaking of specific activities or incurring eligible
expenditure.
We do not believe that incurring eligible expenditure or undertaking specific activities on their
own gives rise to a present obligation (see our response to specific matter for comment 1 in
ED 71). As a result, we are of the view that ED 71 should be amended.
12
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This would mean that revenue and expenses would be recognised consistently. We are of the
view that if the substance, and terms and conditions of the transactions are the same, the
accounting should be consistent for revenue and expense transactions.
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it has a present obligation to transfer resources,
and should therefore recognize a liability, prior to the appropriation being authorized. Do you
agree with this proposal?
If not, why not? What alternative treatment would you propose?
We support for proposal, there are however potential issues that need to be addressed.
In South Africa, there is no legal obligation to transfer resources until the appropriation is
authorised. “Authorised” means approved by Parliament, Provincial Legislature or Municipal
Council.
There has been little debate to date about when obligations arise, or rights exist for the transfer
or receipt of resources. As a result, this is not a significant issue locally.
In terms of the guidance provided in ED 72, we note the following:
1.

Transfers with performance obligations could also be subject to appropriations. We
therefore question why this guidance is only provided for transfers without performance
obligations.

2.

We question the appropriateness of paragraph 150 which indicates that an entity should
consider whether disclosure of a contingent liability is appropriate. Paragraph 150 states
the following:
Where a transfer provider has agreed to provide a transfer of resources
subject to appropriations being authorized, and has not recognized a
liability or expense as the appropriation has not yet been authorized, the
transfer provider shall consider whether to disclose a contingent liability by
applying the requirements of IPSAS 19.
Governments frequently commit - through their budgets and spending plans - to provide
resources over the medium term to recipients. These future commitments are subject to
appropriations. Arguably these would meet the requirements in paragraph 150 as the
transfer provider has agreed to provide resources to another entity.
Information about future commitments to transfer resources is usually comprehensively
explained in budgets and other documents. We do not believe it is appropriate for these
future commitments to be disclosed as contingent liabilities.
As a result, we are of the view that either paragraph 150 should be deleted or amended
to explain exactly in what circumstances or situations disclosure of a contingent liability
may be appropriate.
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Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
We do not support the mirroring of the presentation and disclosure requirements.
As a general observation, we do not believe that the distinction between transactions with or
without performance obligations is helpful to users of the financial statements. As government
and public sector entities do not plan and execute transactions in this way, the disclosure of
information on this basis will be of little value. We also note that this classification of
transactions, particularly from an expense perspective, is not consistent to or compatible with
existing presentation and disclosure requirements.
Issue #1 - Presentation requirements for transactions with performance obligations
Presentation of expenses in the statement of financial performance
Paragraph 131 requires the following:
A transfer provider shall disclose all of the following amounts for the reporting period, unless
those amounts are presented in the statement of financial performance separately from its
other expenses:
(a) Expenses recognized from binding arrangements for transfer expenses with performance
obligations by major classes;
(b) Expenses recognized from binding arrangements for transfer expenses without
performance obligations by major classes; and
(c) Expenses recognized from transfer expenses without binding arrangements by major
classes.
We are uncertain whether the presentation of expenses on the statement of financial
performance based on whether they have performance obligations (or not), or binding
arrangements (or not), is consistent with the requirements to classify expenses by nature or
function in IPSAS 1 on Presentation of Financial Statements. We therefore suggest that the
reference to the “statement of financial performance” in paragraph 131 be deleted.
We question whether the presentation of this information, along with the further disaggregation
required in paragraphs 133 and 134 is helpful to users of the financial statements.
Binding arrangement assets and liabilities
As noted in our response to specific matter for comment 4, we agree that a binding arrangement
asset should be recognised for instances when the transfer provider performs in advance of
the transfer recipient fulfilling its performance obligations. In general accounting terms, this is
considered an advance payment or equivalent.
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We note that paragraph 123 indicates the following:
If a transfer recipient performs by transferring goods or services to a third-party
beneficiary before the transfer provider pays consideration or before payment is
due, the transfer provider shall present the binding arrangement as a transfer
provider’s binding arrangement liability, excluding any amounts presented as a
payable. A transfer provider’s binding arrangement liability is a transfer provider’s
obligation to pay consideration in exchange for goods or services that the transfer
recipient has transferred to a third-party beneficiary.
This paragraph effectively requires entities to separate their liabilities where performance has
occurred, but payment is not due from those where there is an unconditional obligation to make
a payment.
Stakeholders noted that this is overly complex and adds little value to users. They indicated
that where goods, services or assets are acquired in exchange transactions this distinction is
not required.
If the PSPOA is retained, we suggest that the requirements for binding arrangement liabilities
be deleted. Entities should be required to present payables, based on when entities believe
they have an unconditional obligation to transfer resources.
The requirements related to “binding arrangement assets” should be retained and redrafted to
make it clear that these are advance payments where settlement of the asset is expected
through the transfer of goods or services to 3rd party beneficiaries.
Disclosure requirements for transactions with performance obligations
Payable balances
We note that if an entity acquires goods, services or assets directly from a service provider
(transfer recipient) for itself rather than for 3rd party beneficiaries, there is no separate disclosure
of payables balances, nor a reconciliation of the opening and closing balances.
To specifically require this level of detail for 3 rd party transactions is inappropriate. The
“balance” of these disclosures versus disclosures for the “normal” acquisition of goods, services
and assets will be unnecessarily skewed. The requirements should be deleted, or curtailed by,
for example, having a single disclosure for payables relating to transfer expenses.
Stakeholders also noted that this level of detail would be difficult to produce if an entity has a
large volume of binding arrangements at an entity.
Allocation of consideration to remaining performance obligations
Stakeholders did not support the disclosure of the allocation of the transaction consideration to
the remaining performance obligations. Again, the view was that this information is overly
detailed and will not add value to the users of the financial statements.
It is therefore suggested that these requirements be removed (paragraphs 139 to 141).
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Issue #2 – Presentation and disclosure requirements for transactions without performance
obligations
Payable balances
The same comment on payable balances applies to transactions without performance
obligations. We also note that there seems to be a duplication between the requirements of
paragraph 146(a) and 149. The requirements should be streamlined to ensure that information
is not provided twice by entities in the financial statements.
Please refer to our response to specific matter for comment 8 on appropriations.
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ANNEXURE B – OTHER SIGNIFICANT ISSUES
Issue #1 - Classification of expense transactions
Individual goods and services versus transfer expenses
Transfer expenses include the transfer of goods and services to individuals. Individual services in IPSAS
19 are defined as goods and services provided to individuals and/or households by a public sector entity
that are intended to address the needs of society as a whole. Given that the transactions have similarities,
it is difficult to distinguish when transactions would be in IPSAS 19 or ED 72.
Stakeholders locally indicated that the principles/descriptions used are not common accounting concepts
(e.g. reference to “society as a whole”). A high degree of judgement will need to be applied to determine
the classification. They also observed that because this seems to be based on the statistical classification
rather than accounting concepts, they would likely need to engage a specialist to assist with the
classification. We do not believe that this level of complexity is necessary for these transactions.
From an accounting perspective, we also do not understand why it is necessary to distinguish between
transactions that are provided as part of an ongoing programme of government and those that are
provided on an ad-hoc basis, particularly if the substance is the same. For example, entities may provide
food parcels to citizens. Some do so as part of their ongoing activities (e.g. Department of Social
Development and Welfare) while others provide food parcels on an ad hoc basis (e.g. a Municipality
provides food parcels as part of “emergency relief”).
We do not see why the accounting should differ depending on whether this is being done as part of an
ongoing programme of government (i.e. IPSAS 19) or on an ad-hoc basis (i.e. ED 72). This overly
complicates the classification and has little impact for users of the financial statements. We note that
while there might be similarities in the accounting outcome, the presentation and disclosure requirements
are different.
We suggest that the classification requirements in IPSAS 19 and ED 72 should be reviewed, and the
accounting consequences of the transactions reconsidered to ensure that they will result in relevant
information to users.
If the requirements are retained, it would be useful to explain the key distinguishing factors between the
transactions in IPSAS 19 and those in ED 72. This guidance could be issued by the IPSASB in the
relevant Standards, or the staff could provide guidance in a staff FAQ.
To assist users of IPSAS with the classification, a Flowchart or a decision tree that outlines the key
assessments that need to be made and which Standard should be applied might be helpful. We also
note that this might make the “residual” category clearer (see our response to specific matter for
comment 1).
“Re-imbursements” of expenses and whether they meet the definition of a transfer expense
Stakeholders raised questions with us about the classification of certain transactions that involve
reimbursing a 3rd party for expenditure incurred for a beneficiary. These entities pay compensation to
claimants for injuries incurred at work while on duty or injuries that resulted for traffic accidents. The
compensation either takes the form of a cash annuity paid to the claimant (which is a social benefit)
and/or it could include the payment of medical expenses or legal fees on behalf of the claimant. In some
instances, the entity will contract directly with the medical or legal service provider to provide specified
services to the claimant. In other instances, the claimant will contract directly with the medical or legal
service provider and request the entity (transfer provider) to reimburse them for the expenditure incurred.
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It is unclear whether these reimbursements meet the definition of a transfer expense. In substance the
transaction is similar, except that the transaction is initiated by the 3rd party beneficiary with the transfer
recipient rather than the transfer provider initiating the transaction with the transfer recipient. Guidance
on these transactions would be helpful.
The stakeholders that questioned the classification of these transactions also noted potential issues with
the measurement of these transactions using the PSPOA. As the extent of the injury may require complex
medical and legal interventions, it may be difficult to estimate the consideration at the outset of the
transaction as more information about the extent of the services needed may only be known at a later
date. While this is variable consideration, it would require complex estimates and calculations to be made
on an ongoing basis.
Issue #2 – Binding arrangement
A binding arrangement is defined as an arrangement that confers both enforceable rights and obligations
on both parties to the arrangement. Paragraph AG9 indicates that an arrangement is enforceable when
the transfer provider and the transfer recipient are both able to enforce their respective rights and
obligations through legal or equivalent means.
From an expense perspective, we have observed the following regarding binding arrangements:
•

Category 1 - A transaction where a transfer provider agrees to provide resources to a transfer
recipient and have distinct goods or services provided to a 3 rd party beneficiary is considered to be
a “binding arrangement”.

•

Category 2 - A transaction where a transfer provider agrees to provide resources to a transfer
recipient and the transfer recipient agrees to undertake some action or activity is considered to be
a “binding arrangement”.

•

Category 3 - A transaction where a transfer provider agrees to provide resources to a transfer
recipient without any action required by the transfer recipient is not considered a “binding
arrangement”. This is based on paragraph 92 which indicates that “For a present obligation to exist,
the transfer recipient must be able to enforce the transfer of resources by the transfer provider, i.e.
there must be a binding arrangement that imposes present obligations on the transfer recipient”.

For the category 3 transactions, paragraph 93 indicates that “Transfers to be made outside of a binding
arrangement are not enforceable by the transfer recipient, and no expense is recognized prior to the
transfer provider transferring the resources”.
We have noted in our response to specific matter for comment 6 that we do not agree that the category 3
transactions should effectively be recognised on the “cash basis” (accepting that non-cash consideration
could be provided). We do not believe that an obligation does not exist simply because there are no
present obligations imposed on the transfer recipient. For many “non-exchange” transactions, there will
be no performance by the other party. A legal obligation might exist for the transfer provider – through
budget legislation, contract etc. - to transfer the resources to a transfer recipient, irrespective of whether
the transfer recipient is required to do anything.
Stakeholders locally observed that the category 2 and 3 transactions are both likely to be outlined in
budget legislation/legal appropriations. They did not believe that the category 2 transactions were any
more enforceable than the category 3 transactions.
The discussions in ED 72 about what is a binding arrangement and when present obligations arise raises
concerns about whether the definition of a binding arrangement is appropriate.
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It seems as if two ideas have been conflated, i.e.:
•

how an arrangement arises, is governed, or enforced, e.g. contract, legislation or similar; and

•

the characteristics of an arrangement, e.g. the rights and obligations in arrangements. In particular,
we are of the view that whether there are rights and obligations for both parties, or one party has
rights and the other an obligation is reflective of the characteristics of the transaction.

Combining these two ideas in the definition of a binding arrangement and using the existence or not of
a binding arrangement to propose accounting has resulted in ultimate accounting outcomes which are
not appropriate in all instances (see our response specific matter for comment 6 for examples).
As a result, we believe that the definition of a binding arrangement should focus only on how binding
arrangements arise. The reference to both parties having both rights and obligations should be deleted.
Issue #3 - Subsequent measurement of non-contractual payables
There are requirements for the subsequent measurement of payables in the section on transfers without
performance obligations. The guidance directs entities to IPSAS 41 on Financial Instruments for
contractual payables and provides guidance for non-contractual payables. As ED 72 deals with expense
transactions, we do not believe this guidance should be included in the proposed IPSAS.
It is also unclear why this guidance is only provided for transfers without performance obligations.
As a result of our comments above, we do not support the principles in paragraph 4. We do not believe
that an expense Standard should be used to outline measurement principles for transactions that are not
in the scope of the Standard. It is (a) unlikely that entities will apply the initial recognition and
measurement principles of another Standard and then not know how to deal with subsequent
measurement, and (b) users of the standards are unlikely to know that they should use the IPSAS on
transfer expenses to deal with the subsequent measurement of non-contractual payables.
We believe that paragraph 4, along with paragraph 120 should be deleted.

218

19

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 21

ANNEXURE C – DRAFTING AND OTHER COMMENTS

Paragraph

Comment

1

Much of the accounting in ED 72 involves the recognition of assets and liabilities.
Consider adding “assets and liabilities” in the paragraph as it is also important to
understand the nature, amount, timing and uncertainty related to the assets and
liabilities related to transfer expenses.

3

The paragraph (and paragraph 9) refers to “capital transfers”. As there is no
specific guidance on capital transfers, we do not see the need for these
transactions to be mentioned in ED 72.

18

The 2nd sentence refers to the “ability” of the transfer recipient to provide the goods
or services. As the ability of the transfer recipient to fulfil the requirements of the
arrangement is not a criterion in paragraph 13, it is unclear if this example is
correct.

94

This paragraph (which is also included for transactions with performance
obligations) indicates that transfer expenses without performance obligations do
not exist if either party can unilaterally terminate a wholly unperformed
arrangement without compensating the other party.
We are unsure of the relevance of this to the types of transactions that are
transactions without performance obligations.
Typically, these transfers are outlined in budget legislation or appropriations. We
do not believe it is relevant, or appropriate, that the accounting is based on
whether entities are required to pay consideration for exiting these arrangements.
It is highly unlikely that these transactions would ever require consideration to be
paid if the transaction is cancelled.

98 and 99

Guidance is provided on transfers subject to appropriations. We question why this
is only included in the section on transfers without performance obligations.
Transfers with performance obligations could also be subject to appropriations.

100 to 101

The requirements to identify modifications makes the accounting for transactions
overly onerous.
We note that the types of transactions envisaged as “without performance
obligations” are generally intergovernmental or inter-entity transfers. As a result,
we do not understand why this level of complexity is needed.
See our comments on the response to the appropriateness of the PSPOA.

103 to 106

Given the nature of the transactions in question, we question whether this level of
complexity is needed for measuring transactions.

124

The paragraph indicates that “payables” should be accounted for in IPSAS 41. As
transfers with performance obligations can arise from contracts, legislation or
similar, payables may arise from different mechanisms. We question whether the
reference to IPSAS 41 is appropriate in all instances.
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146

This paragraph includes disclosure requirements for specified activities. It is
unclear why the requirements only relate to specified activities and not eligible
expenditure if the intention is that present obligations could arise from both
specified activities and eligible expenditure.

154

The transitional provisions indicate that if an entity early adopts the IPSAS, then
it should also early adopt ED 70 and ED 71.
We do not understand why the adoption of an expense Standard would/should be
affected by the adoption of revenue standards.
We also note that some revenue transactions (e.g. those in ED 70) may not be
material for typical public sector entities involved in paying transfers to other
entities.
As a result, entities should be allowed to early adopt ED 72 independently of ED
70 and ED 71.

AG15

We note that the paragraph refers to the ability of both parties to enforce the rights
and obligations of the arrangement. It then goes on to explain that the entity
receiving the consideration must be able to enforce the promise to receive the
funding, and the entity providing the funding must be able to enforce the fulfilment
of the obligations assumed by the transfer recipient.
This explanation only deals with the enforcement of the obligations – it does not
deal with the enforcement of the rights by the transfer provider and transfer
recipient.
For the explanation to be comprehensive, it should deal with the enforcement of
both rights and obligations for both parties.
The same comment is applicable to paragraph AG17.

AG52

This paragraph merely explains the disadvantages of output methods. It does not
seem to add value to readers. Either consider moving to the Basis for Conclusions
or deleting the paragraph.

Appendix B

Changes to IPSAS 1
We note that the consequential amendments to IPSAS 1 do not include a separate
line item for payables from transfer expenses. Paragraph 121 indicates that
binding arrangement assets and liabilities should be presented on the statement
of financial position. The last sentence says that payables should be presented
separately from binding arrangement liabilities. We do not see this separate
presentation for payables in the amendments to IPSAS 1.
Changes to IPSAS 11
A change to paragraph 11 indicates that “Inventories also include (a) materials
and supplies awaiting use in the production process, and (b) goods purchased or
produced by an entity, which are for distribution to other parties for no charge
(transfer expense) or for a nominal charge, for example, educational books
produced by a health authority for donation to schools”.
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Would the distribution of these books always be considered a transfer expense?
Could they also be individual services in the scope of IPSAS 19?
The same comment applies to the amendments to paragraph 44.
Basis
for Paragraph BC69 indicates that “the IPSASB considered that not all the information
Conclusions
that was needed to assess the performance of a transfer recipient was necessary
in assessing the performance of a transfer provider. For this reason, the IPSASB
agreed not to include disclosure requirements for the disaggregation of expenses
and the detailed information on binding arrangement balances”.
We note that the requirements to disaggregate transfer expenses as well as
provide information on binding arrangement balances is included in ED 72.
We are not sure if BC69 and the presentation and disclosure requirements in
ED 72 are consistent.
Implementation The flow chart reflects that if there are no performance obligations, then the entity
Guidance
recognises expenses at the earlier of when a present obligation exists or when
the resources are transferred. This is not consistent with paragraph 93 that
indicates that where there is no binding arrangement, no expense is recognised
prior to transferring the resources.
As noted in our comments, we do not support this accounting, but if it is retained,
then the flow chart will need to be updated to explain a further step, i.e. whether a
binding arrangement exists for transactions without performance obligations.
Example 4
As the main text of ED 72 does not clearly articulate when a present obligation
exists, it is difficult to understand the outcome of the various scenarios in
example 4.
Example 23
We note that the total in the table between paragraph IE134 and IE135 does not
cast. Based on the numbers in the list (40+60+30) it seems as if the amount should
be CU130 and not CU120.
Examples 31 and examples 32
We note that these examples refer to “enforceable activity” and “eligible
expenditure”. We note that these terms are not used in the main text or application
guidance of ED 72.
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[Specific Matter for Comment 1]

The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.

Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?

[GAFSC Comments] No comment.
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[Specific Matter for Comment 2]

Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the
distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
ED 71, Revenue without Performance Obligations?

If not, what distinction, if any, would you make?

[GAFSC Comments] No comment.
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[Specific Matter for Comment 3]

Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?

[GAFSC Comments]

Agree with the suggestion of IPSASB. Besides, it is recommendable that additional paragraphs or AG
would be helpful to clarify the meaning and practical scope of the ‘monitor’ in paragraph 13(d).

Whether the transfer provider is able to monitor the satisfaction of the transfer recipient’s
performance obligations throughout the duration of the binding arrangement is an important
determinant for the timing of transfer expense recognition. According to IPSASB, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance obligations, the transfer
provider would not have reliable information about when to recognize a transfer expense(BC 38) and
hence a transfer provider may account for a transfer expense as a transfer expense with performance
obligations only if it monitors the transfer recipient’s satisfaction of its performance
obligations(AG27). Yet, ED 72 does not specify what the ‘monitor’ of transfer provider mean and
what criteria could be applied to determine whether transfer provider is able to obtain reliable
information on the satisfaction of performance obligations.

If IPSASB would decide to refine the meaning and scope of monitor, the following list of
considerations could be helpful.
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First, in a practical sense, for the ability of ‘monitoring’ of transfer provider to gain the actual impact,
the transfer provider should have the reporting system that reports the status of the satisfaction of
transfer recipient’s performance obligations in a timely manner. Examples of the reporting system
would be the terms within binding arrangement and laws or regulation that require to periodically
report transfer recipient’s satisfaction of performance obligation within the fiscal year, as well as,
developing the IT system supporting the ‘monitor’ of performance obligations.

Second, the fact that determining the timing of recognition for transfer expense depends on the
presence of monitoring might lead to the transfer provider requiring the information on satisfaction of
performance obligation from the transfer recipient, as well as, it could serve as a motivation of the
transfer provider to strengthen the legal and institutional authority to monitor the process of satisfying
performance obligations. The tendency of transfer provider might lead to the expansion of transfer
provider’s right to centralized control and that as a result could violate the horizontal and independent
relationship among public sector entities*. To avoid the expansion of centralized control, IPSASB
might need to consider reflecting the difference in type and relationship between transfer provider and
transfer recipient on the definition and scope of monitoring.

* An example would be the relationship between transfer provider and transfer recipient being central
government and provincial government respectively.
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[Specific Matter for Comment 4]

This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses with performance obligations:

(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34.

Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?

[GAFSC Comments]

Partially agree with IPSASB’s proposal.

Additional paragraphs in BC and AG need to be developed to clearly state the circumstances of the
transfer provider would recognize an asset for the right to have goods or services provided to thirdparty beneficiaries, and develop IE, if considered necessary.
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BC21-22 of ED 72 state that in some cases, the terms of the binding arrangement would result in the
transfer provider having a present obligation to transfer resources to the transfer recipient prior to the
transfer recipient having satisfied its performance obligations, and it lead to the situation that transfer
provider should recognize a corresponding asset at the point it recognizes the liability.

Nevertheless, BC33-34 and SMC4 indicate that once the transfer provider has entered into the binding
arrangement, the transfer provider would recognize an asset for the right to have goods or services
provided to third-party beneficiaries, which is contradicting to BC21-22 that BC33-34 and SMC4 do
not limit the incurrence of asset attributable to certain circumstances.

To avoid the confusion surrounding asset recognition related to the transaction of transfer expenses
with performance obligations, the relevant BC and AG should clearly explain and define whether the
transfer provider should recognize asset and liability(present obligation) every time the transfer
provider enters into the binding arrangement or recognize asset and liability(present obligation) only
for the certain situation depending on the terms of the binding arrangement. Moreover, providing IE
illustrating the process of transfer provider derecognize the asset and recognize transfer expenses
upon the transfer recipient satisfying a performance obligation would be helpful for the users.
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[Specific Matter for Comment 5]

If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.

[GAFSC Comments]

Based on the Korean case, the anticipated difficulties for applying the recognition and measurement
requirements for transfer expenses without performance obligations are as follows:

First, transactions of transfer expenses usually have complex and various paths, which further result in
the information gap among the parties involved in the transaction due to the delay in acquiring
information or production of unstandardized information. Especially, when it comes to the
transactions of transfer expenses for, such as, subsidies, the paths of delivering the funding to the final
beneficiaries(citizens or enterprises) involve minimum of three or four public sector entities.

Second, there is lack of institutional mechanism and computerized infrastructure in place to obtain
timely and reliable information on the result of the satisfaction of performance obligations of transfer
recipients.

In practice, considerable time and manpower are required to produce reliable information on the
satisfaction of the performance obligations. Also, the laws related to the transfer expenses require to
submit the performance report within the next fiscal year. For instance, according to the 「 Subsidy
Management Act」 in Korea, the subsidy program operator(transfer recipient) should submit the
performance result within two months after the closing date of fiscal year. The current institutional
9
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environment might cause delay for the transfer provider to acquire the information related to the
satisfaction of performance obligations from the transfer recipient. In addition, the fact that involved
parties in the transaction are using different computerized system could make it difficult to ensure
timeliness of the information.

To solve the issues above, changes in legal and institutional environment are required together with
the development of computerized infrastructure. The transfer provider should have the explicit right to
require the information on satisfaction of performance obligation from the transfer recipient. In order
to effectively realize the right, the computerized system should be served as the foundation of the
institutional environment by enabling frequent or timely sharing of information related to
performance obligations among involved parties in the transactions of transfer expenses.
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[Specific Matter for Comment 6]

This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the
earlier of the point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources (this proposal is based on the IPSASB’s view that any future
benefits expected by the transfer provider as a result of the transaction do not meet the definition of
an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?

If not, how would you recognize and measure transfer expenses without performance obligations?

[GAFSC Comments] No comment.

11
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[Specific Matter for Comment 7]

As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources. ED 71,
Revenue without Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it satisfies those
present obligations. Consequently, a transfer provider may recognize an expense earlier than a transfer
recipient recognizes revenue.

Do you agree that this lack of symmetry is appropriate? If not, why not?

[GAFSC Comments] No comment.
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[Specific Matter for Comment 8]

This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree with
this proposal?

If not, why not? What alternative treatment would you propose?

[GAFSC Comments] No comment.

13
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[Specific Matter for Comment 9]

This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations, to the
extent that these are appropriate.

Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?

[GAFSC Comments] No comment.

14
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[Other Comments]

Due to policy purposes, public sector entities sometimes enter into the onerous binding arrangements*
(Ex: Public sector entity entered into an onerous contract under the direction of central government
controlling the public sector entity).

* It can be interpreted that the binding arrangement for transfer of goods or services in which the
unavoidable costs of satisfying the performance obligations under the arrangement exceed the
economic benefits or service potential expected to be received under it.

The requirements for recognition and measurement of onerous contract are provided in paragraphs 76
and 80 of IPSAS 19, ‘Provisions, Contingent Liabilities and Contingent Assets’, and paragraph 3(e) of
ED 70 broadly states that the‘rights or obligations arising from binding arrangements within the scope
of, IPSAS 19’ is excluded from the scope of ED 70. Hereupon, the users might have a difficult time
figuring out which Standard is applicable to the ‘onerous binding arrangements(including onerous
contract)’, as well as, whether provision should be recognized. For that reason, it is advisable for
IPSASB to separately provide additional AG indicating that ‘onerous binding arrangements(including
onerous contract)’ is not part of the scope of ED 70, ‘Revenues with Performance Obligations’.

15
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UNION AFRICAINE
UNIÃO AFRICANA

Addis Ababa, ETHIOPIA P.O. Box 3243 Telephone +251 11517 700 Cables: OAU, ADDIS ABABA Fax 513 039

Number

Specific Matter

Comments

1

The scope of this [draft] Standard is limited to We agree that the scope of the standard is
transfer expenses, as defined in paragraph 8. The clear.
rationale for this decision is set out in paragraphs
However, it is worth noting that the most
BC4–BC15.
common assets the African Union provide to
Do you agree that the scope of this [draft] transfer recipients are cash rather than goods
Standard is clear? If not, what changes to the or services. We therefore suggest that the
scope or definition of transfer expense would you IPSASB consider making reference to this
make?
when providing guidance on ‘other asset’
element of the definition of transfer expenses.

2

Do you agree with the proposals in this [draft] We agree with the proposal.
Standard to distinguish between transfer
expenses with performance obligations and
transfer
expenses
without
performance
obligations, mirroring the distinction for revenue
transactions proposed in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue
without Performance Obligations?
If not, what distinction, if any, would you make?

3

Do you agree with the proposal in this [draft]
Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s
performance obligations throughout the duration
of the binding arrangement, the transaction should
be accounted for as a transfer expense without
performance obligations?

We partly agree with this proposal.
We understand that not monitoring the
satisfaction of the performance obligations is
an indicator of lack of control. However, it does
not necessarily mean that transfer provider will
loss control of the asset.
We have instances where the African Union
does not monitor the satisfaction of the transfer
recipient’s performance obligations throughout
the duration of the binding arrangement yet we
reserve the right in accordance with the grant
agreements to accept eligible expenses and
reject ineligible expenses whenever retirement
is made by the transfer recipient. Though we
may not monitor throughout, we mostly retain
control of the asset.
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UNIÃO AFRICANA

Addis Ababa, ETHIOPIA P.O. Box 3243 Telephone +251 11517 700 Cables: OAU, ADDIS ABABA Fax 513 039

Number

Specific Matter

Comments

We suggest that monitoring throughout should
not be a pre-condition for accounting for
transfers so far as the transfer provider retain
control. Also, there should be a clear guidance
on what monitoring throughout means to
ensure consistency in the application of the
standard.
4
This [draft] Standard proposes the following
recognition and measurement requirements for We agree with the proposal.
transfer expenses with performance obligations:
In addition, it is to be noted that the African
Union has several transfers with present
a. A transfer provider should initially recognize obligations where it retains control of assets
an asset for the right to have a transfer transferred. IPSASB is encouraged to consider
recipient transfer goods and services to third- similar accounting treatment for such
party beneficiaries; and
transactions.
b. A transfer provider should subsequently
recognize and measure the expense as the
transfer recipient transfers goods and services
to third-party beneficiaries, using the public
sector performance obligation approach.
The rationale for this decision is set out in
paragraphs BC16–BC34.
Do you agree with the recognition and
measurement requirements for transfer expenses
with performance obligations? If not, how would
you recognize and measure transfer expenses
with performance obligations?
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Number

Specific Matter

Comments

5

If you consider that there will be practical
difficulties with applying the recognition and
measurement requirements for transfer expenses
with performance obligations, please provide
details of any anticipated difficulties, and any
suggestions you have for addressing these
difficulties.

We anticipate practical difficulties in the
application of recognition and measurement
requirements for transfer expenses with
performance obligations

This [draft] Standard proposes the following
recognition and measurement requirements for
transfer
expenses
without
performance
obligations:

a. We partly agree with this proposal.

6

a. A transfer provider should recognize transfer
expenses without performance obligations at
the earlier of the point at which the transfer
provider has a present obligation to provide
resources, or has lost control of those
resources (this proposal is based on the
IPSASB’s view that any future benefits
expected by the transfer provider as a result of
the transaction do not meet the definition of an
asset); and
b. A transfer provider should measure transfer
expenses without performance obligations at
the carrying amount of the resources given
up?
Do you agree with the recognition and
measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure
transfer
expenses
without
performance
obligations?

In the public sector, identifying and splitting
between present and performance obligations
may require significant judgment. As the
subject-matter is complex, we strongly
recommend that IPSASB provide sufficient
practical guidance and illustrative examples in
order to ensure consistency in the application.

We are concern that the exposure draft
does not include binding arrangements
without performance obligations where
control of the asset is retained by transfer
provider.
We
suggest
that
such
transactions should be accounted for in the
same way as transfer expenses with
performance
obligation.
The
asset
component will represent the right to accept
eligible expenses and reject ineligible
expenses.
The challenge in most developing countries
is that the control environments are not
effective as preferred. This recognition
proposal (direct recognition of expenses)
may provide opportunity for fraudulent
accounting
practices,
where
grant
agreements may be written without
performance obligation in order to
recognized them directly as expenses. The
IPSASB is therefore encouraged to ensure
that there is a clear guidance and
requirement for strict compliance with this
proposal.
b. We agree with the proposal.
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Specific Matter
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7

As explained in SMC 6, this [draft] Standard
proposes that a transfer provider should
recognize transfer expenses without performance
obligations at the earlier of the point at which the
transfer provider has a present obligation to
provide resources, or has lost control of those
resources. ED 71, Revenue without Performance
Obligations, proposes that where a transfer
recipient has present obligations that are not
performance obligations, it should recognize
revenue as it satisfies those present obligations.
Consequently, a transfer provider may recognize
an expense earlier than a transfer recipient
recognizes revenue.

We agree with the proposal.

8

9

Do you agree that this lack of symmetry is
appropriate? If not, why not?
This [draft] Standard proposes that, when a
We agree with the proposal.
binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it
has a present obligation to transfer resources,
and should therefore recognize a liability, prior to
the appropriation being authorized. Do you agree
with this proposal?
If not, why not? What alternative treatment would
you propose?
This [draft] Standard proposes disclosure
requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and
ED 71, Revenue without Performance
Obligations, to the extent that these are
appropriate.

We agree with the proposal.

Do you agree the disclosure requirements in this
[draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information
about transfer expenses? In particular,
a. Do you think there are any additional
disclosure requirements that should be
included?
b. Are any of the proposed disclosure
requirements unnecessary?
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CIPFA, the Chartered Institute of Public Finance and Accountancy, is the
professional body for people in public finance. CIPFA shows the way in public finance
globally, standing up for sound public financial management and good governance
around the world as the leading commentator on managing and accounting for
public money.

Further information about CIPFA can be obtained at www.cipfa.org/
Any questions arising from this submission should be directed to:
Don Peebles
Head of CIPFA Policy & Technical UK
CIPFA
Level 3 Suite D
160 Dundee Street
Edinburgh
EH11 1DQ
Tel: +44 (0)131 221 8653
Email: don.peebles@cipfa.org

Steven Cain
Technical Manager
CIPFA
77 Mansell Street
London
E1 8AN
Tel: +44 (0)20 543 5794
Email: steven.cain@cipfa.org
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Our ref: Responses/ 201030 SC0262
Exposure Draft 70 Revenue with Performance Obligations
Exposure Draft 71 Revenue without Performance Obligations
Exposure Draft 72 Transfer Expenses
CIPFA is pleased to present its comments on these exposure drafts which have been reviewed
by CIPFA’s Accounting and Auditing Standards Panel.
As we noted in CIPFA’s response to the Board’s consultation paper on Revenue and NonExchange Expenses, revenue reporting is a key area for the public sector, whether reflecting
commercial imperatives, or the distinctive non-exchange aspect of public services
transactions.
We also noted that there is a need to fill the gap in the IPSASB literature on accounting for
non-exchange expenses. Further to this, we welcome the more specific focus of ED 72 on
transfer expenses, which correspond mainly to grant funding expenses. This area is in our
view where the most significant issues arise in practice.
General comments on drafting
We support the splitting of revenue and (transfer) expenses into three separate standards as
the clearest approach to providing the necessary direction and guidance to preparers.
We also agree that it is appropriate to consider the matters in three EDs at the same time
because of their interconnectivity. In the light of this interconnectivity, it is particularly
important that the drafting is consistent and clear. This will be particularly relevant in relation
to revenue transactions which are in the scope of both ED 70 and ED 71, and for arrangements
with expenses in the scope of ED 72 where the revenue will be in the scope of ED 70 or ED
71.
There are particular problems with the use of the word ‘transfer’, which is used extensively in
each of the exposure drafts but with different shades of meaning, as follows:
-

In ED 70, ‘transfer’ is used in the natural sense of a movement of resources, generally
in the context of a contract or a binding arrangement with a performance obligation.

-

In ED 71, ‘transfer’ is a defined term, which is used for movements of resources which
do not have performance obligations. ED 71 extends this with substantial use of
derived terms ‘transfer recipient’, ‘transfer provider’, ‘transfer arrangement’. The term
is also used in the ‘natural’ sense, and also to denote ‘grants’.

-

In ED 72, ‘transfer’ is used primarily as a GFS aligned term to denote ‘grants’, although
it is sometimes used in the other senses. In contrast to ED 71, these may or may not
have performance obligations.

The different approaches to transfer make it difficult to read the standards as a coherent
whole, and when moving between standards or reading sections of standards in isolation
preparers may need to remind themselves how the term is being used. For this reason we
suggest the Board considers reframing one or more of the standards so that terminology is
as consistent and understandable as possible.
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Other general comments
CIPFA supports the approach to revenue reporting set out in ED 70 and 71.
We also consider that there is a need to provide additional disclosure in some cases where
reporting on transactions at historical cost might result in a lack of transparency. In the light
of the extensive additional disclosures which might sometimes be required, we also suggest
that additional signposting to guidance on the application of materiality to disclosures would
be helpful.
CIPFA also supports the underlying principles which underpin the proposals in ED 72.
However, in our view there are still some matters which have not been resolved satisfactorily,
and significant refinement may be needed to develop an operational standard.
Response to Specific Matters for Comment
Detailed comments on the Specific Matters for Comment in the 3 exposure drafts are provided
in the attached Annex.
We hope this is a helpful contribution to IPSASB’s work in this area.
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ANNEX
ED 70 Revenue with Performance Obligations

ED 70 Specific Matter for Comment 1
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers.
Because in some jurisdictions public sector entities may not have the power to enter
into legal contracts, the IPSASB decided that the scope of this Exposure Draft would be
based around binding arrangements. Binding arrangements have been defined as
conferring both enforceable rights and obligations on both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear?
If not, what changes to the scope of the Exposure Draft or the definition of binding
arrangements would you make?
Subject to clarification of the definition of binding arrangement, CIPFA agrees with the
proposed scope based around binding arrangements. This will appropriately capture
both contractual arrangements and a significant body of arrangements which have
similar substance to contracts but which do not have the legal form of contracts.
We would note that the definition of contract in IFRS 15 is an agreement between two
or more parties that creates enforceable rights and obligations, whereas ED 70-72 seem
to be framed in terms of a single purchaser and a single provider. While this will often
be the case it will not always be so, and we suggest that binding arrangements in the
ED should be more clearly aligned with contracts in IFRS 15, to encompass
arrangements between two or more parties bound by the arrangement (as distinct from
third party beneficiaries, who are generally not bound by the arrangement, and indeed
may be unaware of the arrangement).
Subject to the above clarification, CIPFA also agrees that the scope of the ED is generally
clear.
In relation to the definition of binding arrangements, some members of CIPFA’s
Accounting and Auditing Standards Panel were concerned that the widespread use of
the term ‘promise’ and related use of ‘promised’ were not always clear, and that
‘promise’ may have wider connotations in the context of non-exchange transactions.
The Board may wish to consider if there is a better way to capture the intended meaning,
or to provide clarity around this.
However, we note that the usage of these terms directly parallels usage of ‘promise’
and ‘promised’ in IFRS 15, and we were not able to find a substitute term which worked
in all cases. Retaining the term ‘promise’ may therefore be necessary to maintain a clear
read across against IFRS 15.
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ED 70 Specific Matter for Comment 2
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue
without Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses,
because there is an interaction between them. Although there is an interaction between
the three Exposure Drafts, the IPSASB decided that even though ED 72 defines transfer
expense, ED 70 did not need to define “transfer revenue” or “transfer revenue with
performance obligations” to clarify the mirroring relationship between the exposure
drafts. The rationale for this decision is set out in paragraphs BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer
revenue with performance obligations”?
If not, why not?

CIPFA agrees with the rationale provided for not defining “transfer revenue” or “transfer
revenue with performance obligations” in [draft] IPSAS [X] (ED 70), Revenue with
Performance Obligations. However, it may be appropriate to review this in the light of
redrafting which the IPSASB might carry out to address issues raised in the covering
letter and our responses to ED 71 and 72.
Having regard to the changes in drafting which might be needed to address these issues,
it may be appropriate to acknowledge the existence of ‘transfer revenue’ as a
counterpart to ‘transfer expense’, but that discussion might be confined to explanatory
material in [draft] IPSAS [X] (ED 72), Transfer Expenses.
We do not see a need to define “transfer revenue with performance obligations” in ED
70, although the discussion in [draft] IPSAS [X], (ED 72) Transfer Expenses might
reflect on the fact that transfer revenue will be dealt with in the relevant revenue
standard, based on whether the binding arrangement contains performance obligations.
It might also be difficult to define ‘transfer revenue’ and related terms in ED 71 without
causing confusion, given that ED 71 uses a special meaning of transfer which is not the
same as that used in ED 72.
ED 70 Specific Matter for Comment 3
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on
revenue with performance obligations and ED 71 on revenue without performance
obligations—the IPSASB decided to provide guidance about accounting for transactions
with components relating to both exposure drafts. The application guidance is set out
in paragraphs AG69 and AG70.
Do you agree with the application guidance?
If not, why not?
CIPFA agrees with the application guidance included in the (draft) standards.
This makes clear the general principle of allocating the transaction price when a binding
arrangement provides for both the delivery of specific goods and services and the

6
247

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 24

provision of more general support or satisfaction of obligations which are not
performance obligations.
We also agree with the IPSASB’s rebuttable presumption that the binding arrangement
relates solely to the supply of goods or services under a performance obligation unless
there is a clear provision that only a portion of the consideration is to be returned in the
event of a failure to complete the performance obligation.
ED 70 Specific Matter for Comment 4
The IPSASB decided that this Exposure Draft should include the disclosure requirements
that were in IFRS 15. However, the IPSASB acknowledged that those requirements are
greater than existing revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS 15,
and that no disclosure requirements should be removed?
If not, why not?
CIPFA agrees that the disclosure requirements should be aligned with IFRS 15, and that
no disclosure requirements should be removed in the proposed standard.
We are not aware that any of the IFRS 15 disclosures are considered unnecessary in
the private sector and see no sector specific considerations that would make them
superfluous in public sector financial statements.
We would note that experience of application of IFRS 15 requirements in the private
sector and in some public sector financial statements indicates that fewer than the full
range of possible disclosures are generally made in practice, having regard to the
applicability of each requirement in the standards.
In some cases, extensive and detailed disclosures might be required from a
straightforward application of the IFRS 15 requirements. Under such circumstances, in
line with the approach applicable to all financial reporting under IPSAS, it would be
appropriate for preparers to review the extent to which individual disclosures are
material, taken together with other reporting and disclosures. In making choices about
which disclosures to retain, preparers should consider whether simplistic application of
the requirements would provide a large number of disclosures about immaterial
matters, which could distract attention from important disclosures and undermine
understandability. This consideration should be informed by an understanding of the
users of the financial statements.
Additionally, when reading over the proposed standard, it was particularly noticeable
that the word ‘shall’ was used in a very large number1 of cases, echoing similar
treatment in IFRS 15. While this is a familiar aspect of all IFRS and IPSAS standards
based on IFRS, the cumulative effect of repeated use of ‘shall’ may make it difficult for
preparers to stand back and apply the nuanced thinking necessary to disapply
requirements when they are ‘applicable but not material’.
While IPSAS guidance on the application of materiality applies to all IPSAS reporting, it
may be particularly beneficial to draw attention to materiality considerations in these

1

The word ‘shall’ occurs 300 times in ED 70
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new standards, given the potentially significant additional disclosures that could
potentially apply in some cases.

ED 70 Specific Matter for Comment 5
In developing this Exposure Draft, the IPSASB noted that some public sector entities
may be compelled to enter into binding arrangements to provide goods or services to
parties who do not have the ability or intention to pay. As a result, the IPSASB decided
to add a disclosure requirement about such transactions in paragraph 120. The rationale
for this decision is set out in paragraphs BC38–BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for
disclosure of information on transactions which an entity is compelled to enter into by
legislation or other governmental policy decisions?
If not, why not?
CIPFA agrees with the underlying intention of this proposal, recognising that in some
cases public sector bodies may be required to enter into binding arrangements which
are not enforceable on the other party to the arrangement, and in some cases this party
may lack the ability or intention to pay.
However, we have some concern that while the drafting is accurate, it may be confused
with ‘normal’ reductions to expected revenue which are processed through adjustments
for doubtful debt under IPSAS 41, Financial Instruments, rather than as variations in
the value of consideration. While the treatment of ‘normal’ impairments to receivables
is implicit in the proposed standard, it would be helpful to distinguish the treatment of
these uncollectable items from items which have been recognised in revenue before
having their value reduced through IPSAS 41 adjustments.
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ED 71 Revenue without Performance Obligations

ED 71 Specific Matter for Comment 1
The ED proposes that a present obligation is a binding obligation (legally or by
equivalent means), which an entity has little or no realistic alternative to avoid and
which results in an outflow of resources. The IPSASB decided that to help ascertain
whether a transfer recipient has a present obligation, consideration is given to whether
the transfer recipient has an obligation to perform a specified activity or incur eligible
expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard,
Revenue without Performance Obligations, a specified activity and eligible expenditure
give rise to present obligations?
Are there other examples of present obligations that would be useful to include in the
[draft] Standard?
CIPFA generally agrees with the proposals.
However, taking ED 70 and ED 71 together, we are concerned that the proposed
standards may not between them capture all relevant arrangements which, in our view,
fall to be accounted for in line with the discharge of an obligation.
A specific example might be revenue in relation to compulsory audit fees for public
sector audit by a supreme audit institution or other public sector audit institution. Key
elements of arrangements in the UK for some public sector audits include the following
-

Payment of the audit fee by the audited body is mandatory. The payment may
become due without regard to the specifics of the performance of the audit or in
relation to any specified activity or expenditure

-

The audit institution is subject to statutory requirements to function in a
particular way, which in practice will mean that the institution carries out (or
commissions) work which is essentially identical to that which would be
undertaken under commercial contractual arrangements. However, the mode of
operation of the public sector audit institution may not be determined to the
extent that it sets out specified activities or eligible expenditure.

Having regard to the above, we are concerned that under the current formulation of a
present obligation, such audit fee revenue might need to be recognised immediately
that the audit fee becomes due, despite the fact that satisfaction of the overarching
obligation of the audit institution has not yet been achieved, and in practice will be
achieved later through the completion of this and other audits. We would note that this
would be in contrast to other public sector audits carried out under contractual
arrangements, or under obligations framed in a more specific way.

9
250

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 24

ED 71 Specific Matter for Comment 2
The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process
a transfer recipient undertakes to determine whether revenue arises and, if so, the
relevant paragraphs to apply for such revenue recognition.
Do you agree that the flowchart clearly illustrates the process?
If not, what clarification is necessary?
CIPFA agrees that the flowchart clearly illustrates the process.

ED 71 Specific Matter for Comment 3
The IPSASB decided that a transfer recipient recognizes revenue without performance
obligations but with present obligations when (or as) the transfer recipient satisfies the
present obligation.
Do you agree that sufficient guidance exists in this [draft] Standard to determine when
a present obligation is satisfied and when revenue should be recognized? For example,
point in time or over time.
If not, what further guidance is necessary to enhance clarity of the principle?
CIPFA considers that the [draft] Standard includes the essential information required to
determine when a present obligation is satisfied and when revenue should be
recognized.
However, it would help readers of the [draft] Standard to refer to the principles set out
in the more extensive discussion in ED 70.

ED 71 Specific Matter for Comment 4
The IPSASB decided that the objective when allocating the transaction price is for a
transfer recipient to allocate the transaction price to each present obligation in the
arrangement so that it depicts the amount to which the transfer recipient expects to be
entitled in satisfying the present obligation. The amount of revenue recognized is a
proportionate amount of the resource inflow recognized as an asset, based on the
estimated percentage of the total enforceable obligations satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and determine
how to allocate the transaction price between different present obligations?
If not, what further guidance is necessary to enhance clarity of the principle?
In line with our response to SMC 3, CIPFA suggests that it would be helpful to cross
refer to the principles and guidance in [draft] IPSAS [X] (ED 70)
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ED 71 Specific Matter for Comment 5
Do you agree with the IPSASB’s proposals that receivables within the scope of this
[draft] Standard should be subsequently measured in accordance with the requirements
of IPSAS 41, Financial Instruments?
If not, how do you propose receivables be accounted for?

CIPFA agrees with this proposal for subsequent measurement of receivables.
ED 71 Specific Matter for Comment 6
The disclosure requirements proposed by the IPSASB for revenue transactions without
performance obligations are intended to provide users with information useful for
decision making, and to demonstrate the accountability of the transfer recipient for the
resources entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with
sufficient, reliable and relevant information about revenue transactions without
performance obligations?
In particular,
(i) what disclosures are relevant;
(ii) what disclosures are not relevant; and
(iii) what other disclosures, if any, should be required?

CIPFA agrees that the disclosure requirements in this [draft] Standard generally provide
users with sufficient, reliable and relevant information about revenue transactions
without performance obligations.
The proposed disclosures all appear relevant.
In line with our comments on ED 70 SMC 4, in some cases, extensive and detailed
disclosures might be required. Under such circumstances, in line with the approach
applicable to all financial reporting under IPSAS, it would be appropriate for preparers
to review the extent to which individual disclosures are material, taken together with
other reporting and disclosures. Similar considerations to those outlined in ED 70 SMC
4, will apply and should be informed by an understanding of the users of the financial
statements. As previously explained, it may be particularly beneficial to draw attention
to materiality considerations in these new standards.
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ED 71 Specific Matter for Comment 7
Although much of the material in this [draft] Standard has been taken from IPSAS 23,
Revenue from Non- Exchange Transactions (Taxes and Transfers), the IPSASB decided
that the ED should establish broad principles for the recognition of revenue from
transactions without performance obligations, and provide guidance on the application
of those principles to the major sources of revenue for governments and other public
sector entities. The way in which these broad principles and guidance have been set out
in the ED are consistent with that of [draft] IPSAS [X] (ED 72), Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad
principles and guidance are logically set out?
If not, what improvements can be made?

CIPFA agrees with the approach taken in the ED. The structure, principles and guidance
are logically set out. Detailed comments on how these could be presented more clearly
are provided in responses to some of the SMCs.
Other comments on ED 71
As noted in the covering letter, in ED 71, ‘transfer’ is used primarily as a specialist term
for movements of resources which do not have performance obligations, and this
approach is not consistent with the way the term is used in ED 70 or ED 72. The term
is also used in the ‘natural’ sense, and also to denote ‘grants’. Rather than defining the
term ‘transfer’ as excluding performance obligations, it would be better to explain that
this standard focuses on transfers without such obligations.
The repetitive use of ‘transfer’ and associated derived terms may also have the effect
of making the standard less readable, especially if the term transfer continues to be
used in a way which is not consistent with its use in ED 72. It might be better to reduce
the usage of such derived terms, and instead make it clear that each part of the standard
relates to in-scope revenue, that is, transfers without performance obligations. Once
this has been done, it will normally be clear, for example, that the ‘recipient’ is the
recipient in the transfer transaction, and that ‘arrangement’ is referring to the
arrangement that the transfer transaction is part of.
Furthermore, some of the usages in ED 71 seem strange, illogical or confusing.
The term ‘transferred assets’ seems sometimes to be used for cash or other resources
which have been transferred, and at other times for a receivable which is recognised in
relation to an obligation for a future transfer of cash or other resources. While the
receivable is recognised as a result of a past event, it seems confusing to use the past
tense ‘transferred asset’ to describe a receivable for a future transfer.
AG35 states that ‘Transfers satisfy the definition of an asset’. This seems wrong –
while a transfer may give rise to an asset, it does not seem appropriate to equate the
transfer with the asset.
Similarly, transfers are also described as being ‘recognized as an asset and revenue’,
which again seems unclear and imprecise.
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ED 72 Transfer Expenses
ED 72 Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear?
If not, what changes to the scope or definition of transfer expense would you make?
CIPFA agrees with the rationale behind the scoping of the standard, but we would note
that some expert CIPFA stakeholders with substantial experience in standard setting
found the scope difficult to understand; the standard does not seem to be written with
practitioners in mind.
This difficulty arose at least in part because of the use of the terms ‘transfer’ and
‘transfer expenses’. The term transfer in the technical sense used in fiscal reporting
does not form part of the specialist vocabulary of most preparers of accounts. While we
can see that a discussion of GFS transfers is helpful, this can be confusing given that
‘transfer’ is used in other senses elsewhere in all three proposed standards. This is
perhaps inevitable, because of the extensive use of this term in IFRS 15.
Additionally, the use of transfer provider, transfer recipient and other derived terms on
many hundreds2 of occasions makes the standard seem dense and difficult to read.
We therefore suggest that while it is useful to establish the read across to transfers in
GFS reporting, in the main body of the standard IPSASB might consider using other
terminology which is more in line with the terms used by public sector preparers, and
indeed, in extant IFRS standards. The term ‘grants’ is well understood by many public
sector preparers and captures the main category of transaction where guidance is
needed.
At present the scope of the standard is substantially defined in terms of what is
excluded, rather than what the standard is designed to address, and some of the
exclusions are not easy to understand. One expert stakeholder considered that the
definition could be read to describe, for example, payments to private sector companies
providing probation services; the only reason they were not captured by the standard
was because
• Probation services are Individual Services as defined by IPSAS 19
• IPSAS 19 AG6 allows that (Collective and) Individual Services may be provided
directly by public sector organisations or by purchasing goods and services from
private sector contractors
• paragraph 5(b) of the draft standard excludes Collective and Individual Services
In line with the above, a focus on ‘grants’ might avoid confusion and make the scope
easier to understand.

2

Transfer provider is used more than 600 times in ED 72, and transfer recipient more than 300 times.
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ED 72 Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations?
If not, what distinction, if any, would you make?
CIPFA agrees that it is sensible to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations,
mirroring the distinction in ED 70 and ED 71 on revenue.
Furthermore, CIPFA agrees with the proposed treatment of arrangements which
straightforwardly involve transfer expenses with performance obligations.
However, when considering the proposals for other arrangements, it is not clear that
the proposals provide clarity or improve upon IPSAS 23 in certain edge cases.
The particulars of the proposed treatment are that the transfer provider shall recognize
an expense at the earlier of:
(a) When the provider has a present obligation to transfer resources to a transfer
recipient. In such cases, the transfer provider shall recognize a liability representing its
obligation to transfer the resources; and
(b) When the transfer provider ceases to control the resources; this will usually be the
date at which it transfers the resources to the transfer recipient. In such cases, the
transfer provider derecognizes the resources it ceases to control in accordance with
other Standards.
In considering (b) above, we were concerned that ceasing to control resources will often
equate to the transfer of cash, and this may result in the inappropriate application of
cash basis accounting rather than accrual in some cases. For example, a government
body may decide to support specified activities during the next financial year using
grants, and to avoid cash flow problems or borrowing requirements for the grant
recipient, may provide funding immediately before the start of the next financial year.
In this scenario it would seem that under both IPSAS 23 and the [draft] Standard, the
grant expense will be recognised in the current financial year, despite the fact that in
practice, the grant recipient will not carry out any of the specified expenditure during
the current year. This seems intuitively incorrect. We agree that grant recipient present
obligations, unlike performance obligations, will not in general provide a basis for long
term recognition of an unexpended asset by the grantor. However, it is not clear that
the asset is extinguished instantaneously before the grant recipient has had a chance
to carry out the specified expenditure or activities which the grant is intended to fund.
And while we recognise that in some cases a grant recipient may inappropriately spend
grant funds in the current period, it does not seem appropriate to default to a treatment
based on this.
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ED 72 Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout
the duration of the binding arrangement, the transaction should be accounted for as a
transfer expense without performance obligations?
CIPFA agrees with the broad idea behind this proposal.
For there to be a non-zero asset in respect of unsatisfied performance obligations, it
must be reasonably probable that this asset will deliver goods, services or other value
which serve the transfer provider’s policy objectives. Monitoring transfer recipient
performance will provide an indication of the extent to which the transfer recipient has
currently satisfied the obligation, and may also be deemed to provide assurance that
any remaining portion of the obligation will be satisfied. The prospect of future
monitoring will reinforce the probability that further value will be received from the
asset.
Having said this, it is not clear what it is envisaged might be considered to be
appropriate ‘monitoring’ and more clarity on this would be helpful. In particular, it is not
clear to us what is meant by the requirement for monitoring throughout the duration of
the binding arrangement. We would note that there are a wide variety of ways in which
monitoring can be carried out, involving differing degrees of verification or assurance,
and different frequencies of verification / assurance.
The requirements also seem to be expressed quite deterministically, and it is not clear
how they might be applied to government bodies which take a risk based approach to
verifying performance on a sample basis across a large number of grant recipients.

ED 72 Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and
requirements for transfer expenses with performance obligations:
(a)
(b)

measurement

A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries;
and
A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party
beneficiaries, using the public sector performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34.

CIPFA agrees with the proposals for recognition and measurement for these transfer
expenses.
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ED 72 Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for
addressing these difficulties.
CIPFA does not have any specific issues to raise in connection with the practicality of
applying the recognition and measurement requirements for transfer expenses, with or
without performance obligations. We note that the IPSASB is considering a number of
issues around measurement generally in its Measurement project, and some
measurement issues may be dealt with in other projects, for example in connection with
the measurement of concessionary leases in the Board’s project on lease accounting.

ED 72 Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and
requirements for transfer expenses without performance obligations:

measurement

(a)

A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a
present obligation to provide resources, or has lost control of those resources
(this proposal is based on the IPSASB’s view that any future benefits
expected by the transfer provider as a result of the transaction do not meet
the definition of an asset); and

(b)

A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
CIPFA generally agrees that the proposals will result in appropriate reporting in many
cases. However, as noted in our response to SMC 2, there do seem to be some issues
for certain edge cases.
Additionally, we would note that there may be a loss of transparency and accountability
in certain cases where a non-cash asset is transferred, and that asset is measured at
historical cost. In some cases, the carrying value of the asset may be very different
from the fair value of the asset.
This issue is similar to issues which arise for assets being held for sale, and we note
that similar concerns have been noted in the September 2020 submission on a proposed
IPSAS on Available for Sale Assets and Discontinued Operations. That submission
suggested that transparency and accountability should be provided by providing
disclosures in cases where there are significant differences between the fair value and
carrying value of an asset held for sale.
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We suggest that a similar disclosure would be appropriate in circumstance where a noncash asset is transferred which is measured at a carrying value which is significantly
different from the fair value of the asset.

ED 72 Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point
at which the transfer provider has a present obligation to provide resources, or has lost
control of those resources. ED 71, Revenue without Performance Obligations, proposes
that where a transfer recipient has present obligations that are not performance
obligations, it should recognize revenue as it satisfies those present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer
recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

CIPFA agrees that this lack of symmetry is appropriate

ED 72 Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to the
appropriation being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
The recognition of a liability depends on the economic substance of the arrangement,
and specifically the existence of a present obligation.
We note that there is a wider context in which many binding arrangements are subject
to appropriations. An annual appropriation process is often used to authorise all
payments by a public sector body in a particular financial year. These public sector
bodies will often enter into contracts or other binding arrangements with obligations
which the body will not discharge in the current financial year
This obligation will not in general be affected by government authorisation processes
such as appropriations, and it will therefore still be appropriate to recognise a liability.
The fact that the liability cannot legally be satisfied until appropriations are made is
relevant and important information, but will not in general affect the accounting
treatment.
The specific proposal in the [draft] Standard relates to binding arrangement which
specify that the resources to be transferred to a transfer recipient by a transfer provider
are subject to an appropriation being authorized. This specificity may signal different
things depending on context, the relevant legal framework, and custom and practice in
the jurisdiction. In particular, it may signal that the binding arrangement is not yet
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binding on the public sector grantor, and in these circumstances there is no present
obligation, and recognition of a liability would not be appropriate. However, CIPFA
agrees that it is appropriate to consider the substance of the arrangement to consider
whether it has a present obligation to transfer resources prior to the appropriation being
authorised, and that this will drive the accounting.
In line with the above, CIPFA agrees with this proposal.

ED 72 Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the requirements in
ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer expenses?
In particular
a)

Do you think there are any additional disclosure requirements that should be
included?

b)

Are any of the proposed disclosure requirements unnecessary?

CIPFA agrees that the disclosure requirements in this [draft] Standard generally provide
users with sufficient, reliable and relevant information about transfer expenses.
The proposed disclosures all appear relevant.
As previously explained, it may be particularly beneficial to draw attention to materiality
considerations in these new standards.
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KPMG LLP
150 Elgin Street, Suite 1800
Ottawa ON K2P 2P8
Canada
Telephone 613-212-5764
Fax 613-212-2896

PRIVATE & CONFIDENTIAL
International Federation of Accountants
Tel: +1 (212) 286-9344
529 5th Avenue
New York, New York 10017
October 31, 2020
RE:
EXPOSURE DRAFTS – 70 (REVENUE WITH PERFORMANCE OBLIGATIONS); 71
(REVENUE WITHOUT PERFORMANCE OBLIGATIONS); AND 72 (TRANSFER EXPENSES)
Thank you for the opportunity to provide our comments on the International Public Sector Accounting
Board’s (IPSAB) suite of exposure drafts regarding revenues with and without performance obligations,
and transfer expenses. The Board is commended for its hard work developing this robust guidance, which
will make a significant contribution to the quality and consistency of public sector financial reporting.
Our response to your specific matters for comment on these exposure drafts are outlined below. We
would like to bring two particular areas to the Board’s attention:
1. The exposure drafts collectively propose a significant disclosure burden on entities. Entities will
be challenged to meet the disclosure requirements in each of these proposed standards in a
reasonable manner without confusing users. We would recommend that the Board review these
disclosure requirements, and consider a principal of what is material, and significant in terms of
information to users.
2. Entities will be challenged in the implementation of these standards to navigate scope. While we
support the definition of scope for each individual standard, we believe a decision tree or table
should be added to each to show how specific transaction types or characteristics require the
application of one standard or the other.

Best regards,

Bailey Church, CPA, CA, CIA
Chair, Global International Public Sector Accounting Standards Working Group
KPMG LLP

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity.
KPMG Canada provides services to KPMG LLP.
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EXPOSURE DRAFT 70 - REVENUE WITH PERFORMANCE OBLIGATIONS
1. This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers.
Because in some jurisdictions public sector entities may not have the power to enter into
legal contracts, the IPSASB decided that the scope of this Exposure Draft would be based
around binding arrangements. Binding arrangements have been defined as conferring
both enforceable rights and obligations on both parties to the arrangement. Do you agree
that the scope of this Exposure Draft is clear? If not, what changes to the scope of the
Exposure Draft or the definition of binding arrangements would you make?
Yes, we believe that the definition of scope of this standard is generally clear, and consistent with
the parameters of scope defined in IFRS 15. To enhance the definition of scope, we would
suggest that IPSASB include a decision tree or a table in the scoping section that illustrates which
section applies based on the characteristics of different revenue streams.
2. This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue
without Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses,
because there is an interaction between them. Although there is an interaction between
the three Exposure Drafts, the IPSASB decided that even though ED 72 defines transfer
expense, ED 70 did not need to define “transfer revenue” or “transfer revenue with
performance obligations” to clarify the mirroring relationship between the exposure drafts.
The rationale for this decision is set out in paragraphs BC20–BC22. Do you agree with the
IPSASB’s decision not to define “transfer revenue” or “transfer revenue with performance
obligations”? If not, why not?
Yes, we support IPSASB’s decision to not define these terms for the reasons cited in the Basis of
Conclusions.
3. Because the IPSASB decided to develop two revenue standards—this Exposure Draft on
revenue with performance obligations and ED 71 on revenue without performance
obligations—the IPSASB decided to provide guidance about accounting for transactions
with components relating to both exposure drafts. The application guidance is set out in
paragraphs AG69 and AG70. Do you agree with the application guidance? If not, why not?
Yes, we agree with the application guidance cited, and the discussion regarding the rebuttable
presumption that the transaction price is wholly related to the transfer of goods or services. We
support the view that where this assumption does not hold, different revenue recognition
guidance should be applied as that component of the transaction is fundamentally different in
economic substance from the exchange portion.
4. The IPSASB decided that this Exposure Draft should include the disclosure requirements
that were in IFRS 15. However, the IPSASB acknowledged that those requirements are
greater than existing revenue standards. Do you agree that the disclosure requirements
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should be aligned with those in IFRS 15, and that no disclosure requirements should be
removed? If not, why not?
Yes, we support the alignment of disclosure requirements with those established in IFRS 15.
While these requirements exceed those in IPSASB’s existing revenue guidance, we are of the
view that additional disclosure is appropriate given the substantial judgements and risks required
to apply this section.
5. In developing this Exposure Draft, the IPSASB noted that some public sector entities may
be compelled to enter into binding arrangements to provide goods or services to parties
who do not have the ability or intention to pay. As a result, the IPSASB decided to add a
disclosure requirement about such transactions in paragraph 120. The rationale for this
decision is set out in paragraphs BC38–BC47. Do you agree with the decision to add the
disclosure requirement in paragraph 120 for disclosure of information on transactions
which an entity is compelled to enter into by legislation or other governmental policy
decisions? If not, why not?
Yes, we support these additional disclosure requirements. The provision of goods and services to
parties who may not have the ability or intent to pay is core to the fulfillment of mandate of certain
public sector entities. The disclosure is appropriate to provide transparency to financial statement
users.

EXPOSURE DRAFT 71 - REVENUE WITHOUT PERFORMANCE OBLIGATIONS

1. The ED proposes that a present obligation is a binding obligation (legally or by equivalent
means), which an entity has little or no realistic alternative to avoid and which results in an
outflow of resources. The IPSASB decided that to help ascertain whether a transfer
recipient has a present obligation, consideration is given to whether the transfer recipient
has an obligation to perform a specified activity or incur eligible expenditure. Do you
agree with the IPSASB’s proposals that for the purposes of this [draft] Standard, Revenue
without Performance Obligations, a specified activity and eligible expenditure give rise to
present obligations? Are there other examples of present obligations that would be useful
to include in the [draft] Standard?
Yes, we support the view that a specified activity and eligible expenditure give rise to present
obligations in the context of this section. ED71.14 references that, “A present obligation is a
binding obligation (legally or by equivalent means), which an entity has little or no realistic
alternative to avoid and which results in an outflow of resources.” One point for clarification is
what the “equivalent means” would comprise. For example, would this include the concept of
promissory estoppel, which is defined in Black's Law Dictionary as "the principle that a promise
made without consideration may nonetheless be enforced to prevent injustice if the promisor
should have reasonably expected the promisee to rely on the promise and the promisee did
actually rely on the promise to his or her detriment.”?

2. The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process a
transfer recipient undertakes to determine whether revenue arises and, if so, the relevant
paragraphs to apply for such revenue recognition. Do you agree that the flowchart clearly
illustrates the process? If not, what clarification is necessary?
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Yes, this flowchart provides a clear illustration of the process to determine revenue recognition
alternatives. In terms of the first decision point in the chart, “Does the inflow give rise to an item
that meets the definition of an asset?” would it be assumed that an inflow which satisfies a
present obligation of the entity would be considered to meet the definition of an asset? Such an
inflow which reduces an existing obligation would generally be considered a revenue item, as it
increases the economic resources of the entity.

3. The IPSASB decided that a transfer recipient recognizes revenue without performance
obligations but with present obligations when (or as) the transfer recipient satisfies the
present obligation. Do you agree that sufficient guidance exists in this [draft] Standard to
determine when a present obligation is satisfied and when revenue should be recognized?
For example, point in time or over time. If not, what further guidance is necessary to
enhance clarity of the principle?
We concur with the concept that a transfer recipient would recognize revenue without
performance obligations but with present obligations when (or as) the transfer recipient satisfies
the present obligation. The exposure draft explains this concept clearly, though additional
examples in the standard itself would enhance application. IPSAS has included very useful
examples in the Basis for Conclusions, which would add to the standard when issued.

4. The IPSASB decided that the objective when allocating the transaction price is for a
transfer recipient to allocate the transaction price to each present obligation in the
arrangement so that it depicts the amount to which the transfer recipient expects to be
entitled in satisfying the present obligation. The amount of revenue recognized is a
proportionate amount of the resource inflow recognized as an asset, based on the
estimated percentage of the total enforceable obligations satisfied. Do you agree sufficient
guidance exists in this [draft] Standard to identify and determine how to allocate the
transaction price between different present obligations? If not, what further guidance is
necessary to enhance clarity of the principle?
Yes, we believe that sufficient guidance exists in this proposed standard to identify and determine
how to allocate the transaction price between different present obligations.

5. Do you agree with the IPSASB’s proposals that receivables within the scope of this [draft]
Standard should be subsequently measured in accordance with the requirements of
IPSAS 41, Financial Instruments? If not, how do you propose receivables be accounted
for?
Yes, we support the application of IPSAS 41 for the measurement of receivables within the scope
of this proposed Standard.
6. The disclosure requirements proposed by the IPSASB for revenue transactions without
performance obligations are intended to provide users with information useful for decision
making, and to demonstrate the accountability of the transfer recipient for the resources
entrusted to it. Do you agree the disclosure requirements in this [draft] Standard provide
users with sufficient, reliable and relevant information about revenue transactions without
performance obligations? In particular, (i) what disclosures are relevant; (ii) what
disclosures are not relevant; and (iii) what other disclosures, if any, should be required?
Yes, we believe that the disclosure requirements in this proposed standard will provide users with
sufficient, reliable and relevant information about revenue transactions without performance
obligations. In particular, qualitative and quantitative information regarding binding arrangements
with present obligations, and significant judgements made in applying the standard are useful
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disclosures. The disclosure requirements of transfer recipients in paragraphs 131 and 132 are
also useful disclosures. It is our view that the resulting disclosures will be very robust and support
IPSAS’s objectives for this standard.
7. Although much of the material in this [draft] Standard has been taken from IPSAS 23,
Revenue from Non-Exchange Transactions (Taxes and Transfers), the IPSASB decided
that the ED should establish broad principles for the recognition of revenue from
transactions without performance obligations, and provide guidance on the application of
those principles to the major sources of revenue for governments and other public sector
entities. The way in which these broad principles and guidance have been set out in the
ED are consistent with that of [draft] IPSAS [X] (ED 72), Transfer Expenses.

Do you agree with the approach taken in the ED and that the structure and broad
principles and guidance are logically set out? If not, what improvements can be made?
Yes, we support the structure and approach of the ED with respect to broad principles and
guidance.

EXPOSURE DRAFT 72 - TRANSFER EXPENSES

1. The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph
8. The rationale for this decision is set out in paragraphs BC4–BC15. Do you agree that the
scope of this [draft] Standard is clear? If not, what changes to the scope or definition of
transfer expense would you make?
Yes, the scope of this proposed standard is clear. To further enhance the scope, we would
propose reiterating the definition of a transfer expense at the start of the scope section in
paragraph 3.

2. Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations? If
not, what distinction, if any, would you make?
Yes, we support this distinction, consistent with the principals applied in Exposure Drafts 70 and
71.

3. Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout
the duration of the binding arrangement, the transaction should be accounted for as a
transfer expense without performance obligations?
Yes, we support this view.
4. This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
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(b) A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34. Do you agree with the
recognition and measurement requirements for transfer expenses with performance
obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
Yes, we agree with the recognition and measurement requirements for transfer expenses with
performance obligations, and believe they have been effectively communicated in the Basis for
Conclusions document.
5. If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for
addressing these difficulties.
From our experience, we anticipate that many transfer providers will be challenged with the
availability of reliable information to demonstrate the ongoing monitoring required to account for a
transfer expense as one with performance obligations. This will likely result in several transfer
arrangements being accounted for as transfer expenses without performance obligations. Entities
will have an incentive to enhance monitoring practices where performance obligations are
believed to exist, which will strengthen financial management frameworks.
6. This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this proposal is
based on the IPSASB’s view that any future benefits expected by the transfer provider as a
result of the transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations
at the carrying amount of the resources given up.
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations? If not, how would you recognize and measure transfer
expenses without performance obligations?
Yes, we agree with these recognition and measurement requirements for transfer expenses
without performance obligations.
7. As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost
control of those resources. ED 71, Revenue without Performance Obligations, proposes
that where a transfer recipient has present obligations that are not performance
obligations, it should recognize revenue as it satisfies those present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer
recipient recognizes revenue. Do you agree that this lack of symmetry is appropriate? If
not, why not?
Yes, we believe this lack of symmetry is appropriate given the accountabilities of the transfer
provider compared to those of the transfer recipient. In effect, the transfer provider has expended
economic resources for transfer expenses without performance obligations once the present
obligation exists to provide those resources, or it no longer has control of the resources. It can no
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longer use those economic resources for other purposes. From an accountability perspective, the
transfer provider should report this expense as soon as these recognition points occur. The
transfer recipient, on the other hand, has not earned revenue from a transfer without performance
obligations until it has satisfied those obligations. Recognizing transfer revenue at an earlier point,
matching the expense recognition by the transfer provider would misstate the transfer recipient’s
reported results.

8. This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation
to transfer resources, and should therefore recognize a liability, prior to the appropriation
being authorized. Do you agree with this proposal? If not, why not? What alternative
treatment would you propose?
Yes, we support this view. If the transfer provider determines that it has a present obligation to
transfer resources, then this liability should be recognized regardless of when the appropriation is
authorized. The source of funding does not, in and of itself, determine the existence of the
obligation to transfer resources.

9. This [draft] Standard proposes disclosure requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate. Do you agree the disclosure
requirements in this [draft] Standard are appropriate to provide users with sufficient,
reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
Yes, we agree that the disclosure requirements in this proposed standard are appropriate.
Certain disclosure requirements will be more relevant to certain entities, based on the nature and
amount of their transfers. Each entity should be able to determine what disclosure requirements
are applicable to their reporting based on significance, and the quality of information provided to
users.
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The International Public Sector Accounting Standards Board (IPSASB)
Website submission
PREFACE
The Pan-African Federation of Accountants (PAFA), is the continental body representing Africa’s
professional accountants. Our objective is to accelerate the development of the profession and
strengthen the voice of the accountancy profession within Africa and worldwide.
In its unique regional capacity to facilitate PAOs and present a unified position of the profession, PAFA
presents below its comments on Exposure Draft (ED) 72 issued by the International Public Sector
Accounting Standards Board (IPSASB) titled Transfer Expenses. The responses provided relate to the
Specific Matters for Comment as included in the ED.
Objective of the Exposure Draft
The objective of this Exposure Draft is to propose improvements to the relevance, faithful
representativeness and comparability of the information that a reporting entity provides in its financial
statements about transfer expenses.
Specific Matter for Comment 1:
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or definition
of transfer expense would you make?
PAFA’s Response:
We agree that the scope of this standard is clear and the rationale provided in paragraphs BC4–
BC15 is justifiable.
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Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the distinction
for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations? If not, what distinction, if any, would you make?
PAFA’s Response:
We agree with the proposals given.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?
PAFA’s Response:
We are in agreement with the proposal given.
Specific Matter for Comment 4:
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
PAFA’s Response:
We are in agreement with the recognition and measurement requirements provided.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
PAFA’s Response:
We do not anticipate any difficulties in applying the recognition and measurement requirements
proposed in this standard.
Specific Matter for Comment 6:
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations? If not, how would you recognize and measure transfer expenses without
performance obligations?
PAFA’s Response:
We are in agreement.
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Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the transfer
provider needs to consider whether it has a present obligation to transfer resources, and should therefore
recognize a liability, prior to the appropriation being authorized. Do you agree with this proposal? If not,
why not? What alternative treatment would you propose?
PAFA’s Response:
We are in agreement with the proposal given.
Specific Matter for Comment 9:
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular, (a) Do you think there
are any additional disclosure requirements that should be included? (b) Are any of the proposed
disclosure requirements unnecessary?
PAFA’s Response:
We are in agreement with the disclosure requirements given. We may need to wait until the
standard comes into effect and assess compliance in order to evaluate whether there will be need
for additional disclosure requirements.
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
1
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
2
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
4
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
6
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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performance
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without
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or has lost control of those resources,
whichever is earlier (this proposal is
based on IPSASB's view that any future
benefits expected by the transferor as a
result of the transaction do not meet the
definition of an asset); and
b) A transfer provider must measure
transfer costs without performance
obligations at the book value of the
resources delivered.
Do you agree with the recognition and
measurement requirements for transfer
costs without performance obligations?
If not, how would you recognize and
measure
transfer
costs
without
performance obligations?
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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following recognition and measurement
requirements for the transfer of
expenses
without
performance
obligations:
(a) A transferor must recognize transfer
expenses
without
performance
obligations at the time the transferor has
a current obligation to provide resources
or has lost control of those resources,
whichever is earlier (this proposal is
based on IPSASB's view that any future
benefits expected by the transferor as a
result of the transaction do not meet the
definition of an asset); and
b) A transfer provider must measure
transfer costs without performance
obligations at the book value of the
resources delivered.
Do you agree with the recognition and
measurement requirements for transfer
costs without performance obligations?
If not, how would you recognize and
measure
transfer
costs
without
performance obligations?
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
1
301

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 29

PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
2
302

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 29

and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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without
performance
obligations:
(a) A transferor must recognize transfer
expenses
without
performance
obligations at the time the transferor has
a current obligation to provide resources
or has lost control of those resources,
whichever is earlier (this proposal is
based on IPSASB's view that any future
benefits expected by the transferor as a
result of the transaction do not meet the
definition of an asset); and
b) A transfer provider must measure
transfer costs without performance
obligations at the book value of the
resources delivered.
Do you agree with the recognition and
measurement requirements for transfer
costs without performance obligations?
If not, how would you recognize and
measure
transfer
costs
without
performance obligations?
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
1
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
2
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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following recognition and measurement
requirements for the transfer of
expenses
without
performance
obligations:
(a) A transferor must recognize transfer
expenses
without
performance
obligations at the time the transferor has
a current obligation to provide resources
or has lost control of those resources,
whichever is earlier (this proposal is
based on IPSASB's view that any future
benefits expected by the transferor as a
result of the transaction do not meet the
definition of an asset); and
b) A transfer provider must measure
transfer costs without performance
obligations at the book value of the
resources delivered.
Do you agree with the recognition and
measurement requirements for transfer
costs without performance obligations?
If not, how would you recognize and
measure
transfer
costs
without
performance obligations?
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.

10
325

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 30

PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL

14
329

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 31

Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
1
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
2
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
4
334

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 31

MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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following recognition and measurement
requirements for the transfer of
expenses
without
performance
obligations:
(a) A transferor must recognize transfer
expenses
without
performance
obligations at the time the transferor has
a current obligation to provide resources
or has lost control of those resources,
whichever is earlier (this proposal is
based on IPSASB's view that any future
benefits expected by the transferor as a
result of the transaction do not meet the
definition of an asset); and
b) A transfer provider must measure
transfer costs without performance
obligations at the book value of the
resources delivered.
Do you agree with the recognition and
measurement requirements for transfer
costs without performance obligations?
If not, how would you recognize and
measure
transfer
costs
without
performance obligations?
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries

345

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 32

CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.

3
363

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 33

GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
6
381

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 34

Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with

7
382

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 34

disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.

9
384

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 34

MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with
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disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.

13
418

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 36

COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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CONSOLIDATED DOCUMENT OF FOCAL MEMBER COUNTRIES
SPECIFIC MATTERS FOR COMMENTS
IPSASB EXPOSURE DRAFTS (ED) 72
IPSASB EXPOSURE DRAFT 72: TRANSFER EXPENSES
Specific matter for comment 1:
The scope of this draft standard is limited
to transfer expenses as defined in
paragraph 8. The basis for this decision is
set out in paragraphs BC4-BC15.
Do you agree that the scope of this draft
standard is clear? If not, what changes
would you make to the scope or
definition of transfer costs?

COLOMBIA
It is considered that the scope of the standard requires greater precision,
given that the term "transfer" should only have a direct analogy with the
draft of IPSAS 71, Revenue without Performance Obligations, where
explicit reference is made to this concept, from the perspective of the
entity receiving the transfer. Therefore, it is suggested that the draft
Standard does not refer to "transfers with performance obligations", since
there is no performance obligation between the provider and the
beneficiary of the transfer.
EL SALVADOR
Partially agreed
No change is suggested in the scope of the project or in the definition of
transfer expenses.
ECUADOR
According to this, the scope is focused on transfer expenses and clearly
limits those that would not be under this concept. However, it should not
be related to revenues from transactions with performance obligations.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, we continue to insist that such "transfer expenses" must
include or assimilate what happens with the consolidable items established
in the Budget Law itself. These accounts are mirrors of the revenue
accounts that affect the beneficiary entities, which is why it is essential to
talk about the items assigned to budgets, since these are used at the time
of consolidating the Public Sector Financial and Budgetary Statements and
are required in the IMF Public Finance report and other reports for the
purpose of providing information and accountability.
HONDURAS
It can be extended in the application guidance that a performance
obligation corresponds to the trust contracts in which the obligations are
contractually established.
1
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PERU
A transfer expense is defined as "(...) an expense arising from a transaction,
other than tax, in which one entity provides a good, service or other asset
to another entity (which may be an individual) without directly receiving
any good, service or other asset in return".
When the definition makes the precision "without directly receiving any
goods, services or other assets in return", it could be understood as
including those goods, services or other assets that are received indirectly
from the recipient of the transfer (perhaps through third parties). In the
latter case, we would be facing a transfer expense.
MEXICO
In this regard, the "definition" of transference expenses in the standard
specifies that taxes are not considered, and therefore it is recommended
to add in the "scope" that taxes that are outside the scope of this standard.
GUATEMALA
We agree with the scope of the draft standard.
CHILE
Yes, it is an adequate scope. Matters outside the scope can be accounted
for based on the conceptual framework or by applying similarly
standardized accounting policies. It is considered beneficial to use the
same definition of transfers as in the IMF Fiscal Statistics Manual.
COSTA RICA
The concept of transfers with performance obligations must be analyzed,
because this relationship is not necessarily possible.
The examples of performance indicators are important, considering
different approaches to transfers and considering that most of them are
what is known today as non-exchange.

Specific matter for comment 2:
Do you agree with this draft standard's
proposal to distinguish between transfer
costs with performance obligations and
transfer costs without performance
obligations, reflecting the distinction for
revenue transactions proposed in draft
standard 70, Revenue with Performance
Obligations, and draft standard 71,
Revenue
without
Performance
Obligations? If you disagree, what
distinction would you make if there were
one?

COLOMBIA
In line with the second commentary on the draft IPSAS 70, the classification
proposed in the draft IPSAS 72 is not considered appropriate, given that
when a transfer is involved, the transferring entity does not expect to
receive, from the entity receiving the transfer, a good or service in return;
that is, there is no performance obligation on the part of the latter entity.
The performance obligation must be met by the entity selling the goods or
services to the entity making the transfer. Therefore, we consider that it is
not appropriate to include under the same term two different transactions:
one with a performance obligation (transaction with consideration
between the buyer and the seller of the goods or services) and one without
a performance obligation (transaction without consideration between the
entity that transfers the goods or services and the entity that benefits from
them).
Instead of the classification proposed in the draft IPSAS 72, it is suggested
transfer expenses to be distinguished between those that are conditional
2
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and those that are not; that is, a classification that distinguishes between
transfers subject to repayment due to the failure of the transfer recipient
to comply with certain conditions and transfers that have a particular
destination without being subject to repayment of the resources to the
transfer provider.
EL SALVADOR
I totally agree.
ECUADOR
We agree with the relationship established in the standard for revenues
from non - performance obligation transactions; however, we do not agree
with the obligations of performance obligations transactions, since the
transfer expenses are without consideration.
BRAZIL
Yes, I agree.
PARAGUAY
The concept of transference recognized by our country is those
contributions between Entities and Organisms of the State, destined to
finance current or capital expenses. They constitute reimbursable or nonreimbursable resources and without consideration of goods and services.
This terminology clarifies very well that they may or may not be
reimbursable, but effectively non-exchange, although in practice the Entity
that receives the funds from the central administration or the Public
Treasury may acquire goods or services, specifically the glass of milk for the
children in the schools.
It is important to clarify this concept also in this standard.
HONDURAS
Yes.
PERU
We agree with the approach; however, in aspects such as the one
developed in 28.g): "A transfer recipient that builds, manufactures or
develops an asset on behalf of a third party beneficiary (for example, a
residential development built for a housing association)", it should be
specified that the goods, services or other assets received from the transfer
provider, also intend to meet the objectives of the transfer recipient and
therefore, satisfy the definition of assets. The current wording proposes
that the transfer recipient is a service provider.
MEXICO
Yes, we agree with the distinction of these expenses since with the
information contained in the Draft Standard, it is possible to distinguish
between transfer expenses with performance obligations and transfer
expenses without performance obligations.
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GUATEMALA
Yes, we agree.
CHILE
Yes, the approach is considered appropriate. There must be consistency
with the other standards.
COSTA RICA
We agree.
Yes, it is good to distinguish the objective of the transfer; however, in our
legislation there are limitations to comply as proposed, for example, with
the monitoring and recording of transfers with performance obligation. In
Costa Rica, resources must be transferred through collections based on a
percentage and not on purchase prices. In addition, transfers are made to
meet general objectives associated with the creation of the institution
rather than specific activities, and when transfers are made to the private
sector, they have a social objective.

Specific matter for comment 3:
Do you agree with this draft standard's
proposal that unless a transfer provider
monitors the transferee's compliance
with
performance
obligations
throughout the binding agreement, the
transaction should be accounted for as a
transfer expense without performance
obligations?

COLOMBIA
It is important to clarify this concept also in this standard.
EL SALVADOR
Yes, we agree that the standard states this; however, it is recommended
that we consider the costs that will be incurred in monitoring.
ECUADOR
Partially in agreement, no binding arrangements apply in the country, as
the transfer is delivered directly to the recipient. In addition, the recipients
of transfers and their movements are monitored.
BRAZIL
Yes, I agree.
PARAGUAY
We agree.
HONDURAS
No comment is issued.
PERU
We agree with this approach; however, under certain circumstances, there
may be mismatches between the times when the suppliers and recipients
of the transfers account for the expenses and revenue, respectively, arising
from the transaction. For example, on date "x" the recipient of the transfer
informs the supplier that the performance obligation has been satisfied
from his (the recipient's) point of view, but not necessarily, the transaction
could be satisfied on the same date from the supplier's point of view. This
would result in differences in the consolidated statements.
4
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MEXICO
We do not agree that a transfer provider would monitor compliance with
the performance obligations of another entity, as the Federal Government
of Mexico (transfer provider) would be unable to monitor compliance with
performance obligations by sub-national governments, and these in turn
would be unable to monitor compliance with another level of government.
This is due to the fact that in Mexico there are three levels of government
(federal, state and municipal) where each one has autonomy to exercise
resources and must adhere to the annual closings of the year. On the other
hand, there is an oversight body that has the power to monitor the use of
public resources, in order to prevent irregular practices and contribute to
good governance, including verification of the application of resources and
compliance with contracts.
GUATEMALA
It is recommended that the content of the draft standard be expanded.
CHILE
Yes, it is important to monitor compliance with a performance obligation,
at least through the review of periodic reports, otherwise it would not be
possible to request a possible return of the funds.
COSTA RICA
It is important to induce a classification in the transfer expense considering
the case that a refund is given, or those that do not require a refund.
It is very complicated and complex to monitor compliance with
performance obligations for all transfers made by the central government,
and if this is not possible, there is no reason to classify the transfers.

Specific matter for comment 4:
This draft standard proposes the
following recognition and measurement
requirements for transfer costs with
performance obligations:

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
Consequently, requirements related to the recognition and measurement
of transfers with performance obligations should not be addressed in this
standard.
EL SALVADOR
As stated before, we partially agree.
The following concerns should be addressed:
What is the ultimate purpose of assessing the devaluation of expenditure
and valuation of income?
How to measure the devaluation and valorization of revenue?
What legal backing would support such a move?
Why define expense book value?
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Is the nature of the sector, which in El Salvador's case consists of providing
services to the population, being overlooked?
Will more convincing arguments and benefits be needed for the
implementation of this standard?
It lacks the impact it could have on the consolidation of financial
statements at the end of the accounting period, given that in the
consolidation process reciprocal operations (transfer expenses) are subject
to elimination and this case would be special, in the public sector of El
Salvador it would be appropriate to analyze what impact it could have on
the process of consolidating financial statements.
ECUADOR
According to the answers given above, this standard should not include
requirements related to the recognition and measurement of transfers
with performance obligations.
BRAZIL
I partially agree. This concept must be complemented with definitions of
assets in the conceptual structure, that is, whether there are effectively
controlled resources capable of generating economic benefits in each
specific case.
PARAGUAY
We do not agree, we would be directly recognizing it as an expense at the
time of accrual and subsequent payment.
HONDURAS
No comment is issued.
PERU
In this regard, we believe that the following text from paragraph BC28
should be clarified "(...) IPSASB concluded that, since the goods or services
being transferred will enable the transfer provider to meet its objectives,
the right to have the goods or services transferred to the specified third
parties will satisfy the definition of a resource, since that right will be an
element with service potential".
The above leads to establish that the recipient of the transfer acts on behalf
of the provider of that transfer (despite the fact that in AG22 it is clarified
that the recipient of the transfer is not an agent of the provider) and to
fulfill the objectives of that provider; that is, under that point of view and
if it is not clarified that the goods, services or other assets also serve the
objectives of the recipient, these would not qualify as assets of that
transfer recipient (since they do not contribute to its objectives), which,
must be consistent with the Conceptual Framework.
MEXICO
In this regard, it is mentioned that the Federal Government of Mexico
(transfer provider) does not have the capacity to monitor compliance with
the transfer of goods and services to third party beneficiaries.
6
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Therefore, it is suggested that transfer expenses with either a performance
obligation or a current obligation be recognized at the time they are
transferred.
GUATEMALA
No comment
CHILE
It is considered correct. In fact, this is the approach that is currently dealt
with in Chilean accounting regulations, mainly, since it reflects what the
transfer provider of the resources accounts for. However, it is considered
that the wording of letter b) should be improved or complemented, with
the objective of understanding that the expense is recognized as the
transfer provider, through monitoring (accountability) sees the fulfillment
of the performance obligation.
COSTA RICA
Considering that in Costa Rica public resources are administered in
accordance with contracts, laws or other regulations, it would not make
sense to consider this issue in the law, since it depends on a negotiation
between the parties and could be outdated.

Specific matter for comment 5:
If you believe that there will be practical
difficulties with the application of
recognition and measurement of transfer
costs with performance obligations,
please provide details of the anticipated
difficulties, and any suggestions you have
for addressing these difficulties.
Considering the suggestion not to refer to
transfer expenses with performance
obligations, the recognition of the
expense by the transfer provider should
be subject to the existence of conditions
and their compliance by the beneficiary
entity.

COLOMBIA
Considering the suggestion not to refer to transfer expenses with
performance obligations, the recognition of the expense by the transfer
provider should be subject to the existence of conditions and their
compliance by the beneficiary entity.
EL SALVADOR
What will be the standard unit of measurement for recognition, and how
will it be applied for accounting purposes, which will be the basis for
measuring the obligation and what will it, contribute and to whom?
ECUADOR
According to the legal regulations in force, in the country transfer expenses
are made without consideration, therefore, these would be subject to the
existence of conditions and compliance of the transfer recipient.
BRAZIL
The difficulty lies in monitoring the performance of performance
obligations in another entity by resource transferors. Therefore, this draft
standard's proposal that unless a transferor provider monitors the
transferee's compliance with performance obligations throughout the
binding agreement, the transaction should be accounted for as a transfer
expense without performance obligations, is correct.
PARAGUAY
Definitely there will be many difficulties fundamentally because all these
operations are carried out with integrated system parameterizable and
specially integrated to the Budget, so it will be impossible to comply with

7
427

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 37

disaggregate these operations analyzing one by one for registration and
transfer. Therefore, we continue to recommend that the three norms
mentioned be included and clarify the links to the budget systems because
they are established by annual law for the transfer to the different Entities,
NGOs, International Organizations and their use, destination or
reimbursement depends on special laws for this purpose.
HONDURAS
No comment is issued.
PERU
No comment to make; however, we are concerned that the treatments
could lead to disparities between providers and recipients of the transfers
(comment 3).
MEXICO
The Federal Government of Mexico (transfer provider) does not have the
capacity to monitor by the transfer recipient when goods and services are
transferred to third party beneficiaries due to the large amount of income
transfers it makes, so it would be impossible to monitor them.
Likewise, it is noted that the regulatory framework considers that the
revenue is recognized by the recipient of the transfer and the expense is
recognized by the provider of the transfer at the time the resource is
accrued and transferred.
GUATEMALA
No comment is issued.
CHILE
It is noted that the requirements for the recognition of transfers with
performance obligations are demanding, which, from the outset, limits the
scope of this issue. The need to monitor compliance with the performance
obligation is complex from a practical point of view, but at least in Chile,
there is a solid accountability framework for transfers, with monthly
reports from those who execute the resources, which should satisfy the
monitoring obligation.
COSTA RICA
The Public Sector in most transactions is not directly linked to a
performance obligation indicator. Only for accountability, and established
procedures that are assessed by auditing bodies.
This issue requires a long transition period, which allows the generation of
a culture on the line of performance, which must also be considered in
binding arrangments, or laws establishing resource transfer.

Specific matter for comment 6:

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not,
8
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following recognition and measurement
requirements for the transfer of
expenses
without
performance
obligations:
(a) A transferor must recognize transfer
expenses
without
performance
obligations at the time the transferor has
a current obligation to provide resources
or has lost control of those resources,
whichever is earlier (this proposal is
based on IPSASB's view that any future
benefits expected by the transferor as a
result of the transaction do not meet the
definition of an asset); and
b) A transfer provider must measure
transfer costs without performance
obligations at the book value of the
resources delivered.
Do you agree with the recognition and
measurement requirements for transfer
costs without performance obligations?
If not, how would you recognize and
measure
transfer
costs
without
performance obligations?
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recognition of the expense by the transfer provider should be subject to
the existence of conditions and their compliance by the beneficiary entity.
If the transfer is unconditional, the transferor should recognize an expense
and if the transfer is conditional, the transferor should recognize, initially,
an asset and, subsequently, an expense, to the extent that the beneficiary
entity complies with the conditions stipulated in the agreement.
Furthermore, in relation to measurement requirements, the criteria set out
in the draft IPSAS 72 for transfer costs without performance obligations are
shared.
EL SALVADOR
Partially agreed. It is necessary to deepen in the analysis and in the costs
benefits of what it requires to control or to regulate.
ECUADOR
We agree with the statement of the standard that the transfer without
consideration will be recognized as an expense and would be subject to the
existence of conditions and compliance with the receiving entity, precisely
because it does not meet the requirements for it to be recognized as an
asset and subsequently as an expense. In the country, transfers are made
in accordance with the current budget and the planning established in the
National Plan for Good Living, therefore, they have a direct relationship
with the budget and there is no change in the carrying amount.
BRAZIL
Yes, I agree.
PARAGUAY
It would be interesting to insist on including cases for obligations
established in special laws, annual budget law and their financial allocation
by the Entities.
HONDURAS
No comment is issued.
PERU
In general, we agree with the criteria of recognition and measurement, but
we would appreciate the following comment:
Paragraph 92 provides, "In order for there to be a present obligation, the
transfer recipient must be able to enforce the transfer of resources by the
provider of the transfer, that is, there must be a binding arrangement
imposing present obligations on the transfer recipient." We believe that
this paragraph should specify that the binding arrangement establishes, in
principle, present obligations for the provider of the transfer, and that
these obligations must be such that it is not sufficient for them to be
established in the agreement, but that they must be enforceable
(substance over form), so that the recipient controls the execution of these
obligations.
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MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended to expand the content in
the draft standard.
CHILE
Yes, it is considered appropriate. Currently in Chile the transfer expense is
generally accounted for at the second moment (unless it is a transfer with
conditions), that is, when control of the resources is lost.
COSTA RICA
We agree to transfer expenses without performance obligations.
It is important that the rule also addresses the timing of the accrual,
because of the particularity and paradigms of the public sector from a
budgetary point of view.

Specific matter for comment 7:
As explained in the Specific matter for
comment 6, this draft standard proposes
that a transfer provider recognize
transfer costs without performance
obligations at the time the transfer
provider has a current obligation to
provide resources or has lost control of
those resources (whichever occurs first).
Draft regulation 71: Revenue without
performance obligations proposes that
when a transferee has current obligations
other than performance obligations, it
recognizes the revenue as it meets those
current obligations. Accordingly, a
transfer provider may recognize an
expense before a transferee recognizes
income.
Do you agree that this lack of symmetry
is appropriate? If not, why not?

COLOMBIA
Asymmetry is not considered appropriate, since the transfer provider,
similarly to the transferee, should recognize an asset until the recipient
meets its current obligations, as it retains rights to the resources it has
transferred. Achieving symmetry in the recognition of transfers from both
the provider's and the recipient's point of view would allow for an
adequate reflection of the reciprocal operations between government
entities and, consequently, facilitate the consolidation of financial
information.
EL SALVADOR
We don't agree.
It is considered that in order to recognize financial expenses and revenue
that are in accordance with the country's legislation, there would be an
increase in the budget deficit and financially the operating result could
decrease.
ECUADOR
We agree, the transferring entity could recognize the expense before the
receiving entity recognizes the revenue.
BRAZIL
Yes, I agree.
PARAGUAY
We do not agree, this as we had mentioned before will cause serious
problems at the time of Consolidation, all these operations must be
asymmetrical.
HONDURAS
No comment is issued.
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PERU
This asymmetry in recognizing expenses by the transfer provider, rather
than revenue by the transfer recipient, is not appropriate for us for
purposes of a consolidated position and is related to the previous
commentary, in which we hold that the expense and liability for the former
must arise from the right acquired by the latter to exercise that right (and
of course from the effective possibility of exercising it).
In addition, it should be taken into account that this expense gives rise to
a liability and exists as opposed to the income and assets of the transferee.
That is, the liabilities of the transfer provider only have one perfectly
identified destination (the recipient) and not several destinations (or
unidentified destinations) as is the case with provisions.
A treatment of this type, causes asymmetries, in addition, on the side of
the information for the purposes of fiscal statistics.
MEXICO
No comment is issued.
GUATEMALA
As mentioned in comment 3, it is recommended that the content of the
derived draft standard be expanded because there is no clarity.
CHILE
It is proposed to make a distinction between two cases. If the breach of the
present obligation means that the resources must be returned to the
transfer provider, the transfer provider should recognize an asset when it
delivers the transfer and only recognize the expense when the present
obligation is fulfilled. However, if the breach of the obligation has other
consequences, such as fines or administrative penalties, the treatment
indicated in the draft, i.e., recognizing the expense when the transfer is
delivered, is considered appropriate.
COSTA RICA
Where greater symmetry is required in the issue of recognition of the
actors from whom the asset is transferred until the recipient meets its
present obligations. This relationship in the real register is not so simple,
and the focus should be on the timing of the accrual.

Specific matter for comment 8:

COLOMBIA
In the Colombian context, it is not possible to recognize a transfer
obligation that is not contained in the Budget Law or that has been
authorized in the budget. Therefore, the alternative proposed in the draft
ED 72 would not be applicable.

This draft standard proposes that, when
a binding agreement is subject to budget
allocation authorization, the transfer
provider must consider whether it has a
current obligation to transfer resources, EL SALVADOR
and therefore must recognize a liability, We don't agree.
before the budget allocation is
authorized.
11
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From the legal point of view, it may have future repercussions, because our
Constitution of the Republic requires that each expense to be recorded in
the accounts must have its budgetary allocation, and in this case, a liability
would be recognized without having a budget allocated for that financial
operation.
ECUADOR
In accordance with current legislation, liabilities are recognized on an
economic basis and the accrual principle is applied. Therefore, the
relationship between budget and accounting is simultaneous. It is
proposed that the treatment for this appropriation be with an association
between budget and accounting.
BRAZIL
Yes I agree.
PARAGUAY
We do not agree, we can only recognize expenses that are explicitly
budgeted. Generally these transfers are not obligatory and the Entities are
not obliged to make them except by a special law and the budget item
established for this purpose.
HONDURAS
No comment is issued.
PERU
Although in the Public Sector, budget allocations are a series of
transactions carried out by entities, we consider that the criterion adopted
is the appropriate one; however, we recommend including a clarification
that states that the provider of a transfer will account for a present
obligation, unless the binding arrangement states that this (arrangement)
loses its validity, is void or is not enforceable in the absence of the budget
allocation to the provider.
MEXICO
No comment is issued.
GUATEMALA
It would not be possible because we are subject to budget laws.
CHILE
We agree with the substance, but propose another way of approaching the
treatment. It is considered that the general rule is that an obligation cannot
exist before the budget allocation is authorized, and that the existence of
an earlier obligation is an exception that should be legally supported.
COSTA RICA
Costa Rica must consider the legal handle, at most the laws that consider
resource transfers, and that sometimes depend on political situations.
Without budget authorization there can be no movement. We are ruled by
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the principle of legality, we cannot recognize expenses and obligations if
they are not authorized and the availability of resources is confirmed.

Specific matter for comment 9:
This draft standard proposes disclosure
requirements
that
reflect
the
requirements of draft standard 70,
Revenue with performance obligations,
and draft standard 71, Revenue without
performance obligations, as appropriate.
Do you agree that the disclosure
requirements in this draft standard are
appropriate to provide users with
sufficient,
reliable
and
relevant
information on transfer charges? In
particular,
(a) Do you think there are any additional
disclosure requirements that should be
included?
(b) Are any of the proposed disclosure
requirements unnecessary?

COLOMBIA
Since it is not considered appropriate to classify transfer expenses between
those who have performance obligations and those who do not, the
requirements for disclosure of transfer expenses without performance
obligations are considered appropriate. In addition, if the criterion of
conditional and unconditional transfers is incorporated, disclosure
requirements should be expanded to indicate the conditions related to the
transfers and compliance with them.
EL SALVADOR
Yes, we agree.
To provide users with sufficient, reliable and relevant information on
transfer costs.
It is important to consider the budgetary impact of transfer expenditures,
considering that there could be differences between the executed budget
and the accounting.
ECUADOR
We partially agree, since exchange transfers do not constitute a transfer
concept. For non-exchange transfers, we agree with the proposed
disclosures.
BRAZIL
Yes, I agree.
PARAGUAY
This is sufficient, but considering all the observations made above.
HONDURAS
No comment is issued.
PERU
No comments to make.
MEXICO
No comment is issued.
GUATEMALA
We agree with the disclosures made in this project.
CHILE
It is considered appropriate and important that it reflects the disclosures
of ED 70 and 71.
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COSTA RICA
Greater emphasis should be placed on disclosure of conditional and
unconditional transfers and conditions for compliance.
Establish an application guidance with proposals for indicators or
procedures to create them.

Sincerely,
FORO DE CONTADURÍAS GUBERNAMENTALES DE AMÉRICA LATINA FOCAL

14
434

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 38

International Public Sector Accounting Standards Board
Mr Ian Carruthers, IPSASB Chair
and Mr Ross Smith, IPSASB Program and Technical Director
277 Wellington Street West
Toronto, Ontario M5V 3H2
Canada
E-mail: ian@iancarruthers.org, RossSmith@ipsasb.org

31 October 2020
Dear Mr Carruthers, dear Mr Smith,
Exposure Draft 72 ‘Transfer Expenses’
We are pleased to respond to the invitation from the International Public Sector Accounting
Board (IPSASB) to comment on Exposure Draft 72 ‘Transfer Expenses’ on behalf of
PricewaterhouseCoopers. Following consultation with members of the PricewaterhouseCoopers
network of firms, this response summarises the views of those firms that commented on the
Exposure Draft. “PricewaterhouseCoopers” or “PwC” refers to the network of member firms of
PricewaterhouseCoopers International Limited, each of which is a separate and independent
legal entity.
We support the work the IPSASB undertakes to develop high-quality accounting standards for
use by governments and other public sector entities around the world with the aim of enhancing
the quality, consistency and transparency of public sector financial reporting worldwide.
Exposure Draft 72 ‘Transfer Expenses’ provides recognition and measurement requirements
applicable to entities transferring resources in non-exchange transactions. ED 72 is particularly
welcome as it will fill one of the most important remaining gaps in the suite of IPSAS standards
by providing accounting guidance on non-exchange (i.e. transfer) expenses, which represent
major transaction flows in the public sector. We note however that recognition of transfer
expenses will not in all cases coincide with recognition of revenue from the equivalent revenue
transactions.
The subject-matter is complex. We therefore strongly recommend providing sufficient practical
guidance and illustrative examples in order to further enhance consistency in application of the
proposed approaches.
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If you would like to discuss any of these points in more detail, please contact Henry Daubeney
(henry.daubeney@pwc.com) or Patrice Schumesch (patrice.schumesch@pwc.com).
Yours sincerely,

PricewaterhouseCoopers
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Responses to the questions in IPSASB’s Exposure Draft 72 ‘Transfer Expenses’

●

Specific Matter for Comment 1:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to
the scope or definition of transfer expense would you make?
The IPSASB agreed to adopt the term transfer expenses as the term transfers had previously
been used in IPSAS 23, ‘Revenue from Non-Exchange Transactions (Taxes and Transfers)’,
where the term transfers referred to inflows (i.e., revenue) only. In IPSAS 23, the term transfers
excludes taxes, and the IPSASB agreed to exclude taxes from the definition of transfer expenses
for consistency. We point out that ED 71 now includes taxes into the scope of revenue without
performance obligations [draft] Standard. So, the arguments put forward by the IPSASB in BC 13
might no longer apply. We suggest that the IPSASB revises the documentation of the arguments
used to explain the exclusion of taxes from the scope of ED 72.
We are of the opinion that it may be difficult to separate elements of a binding arrangement that
is partially in scope of ED 72 and partially not. Therefore, we suggest that the IPSASB includes
further guidance on the matter.
We understand that the IPSASB specifically considered research grants and noted that where the
grantee retained the intellectual property resulting from the research, such grants would be
covered by the definition of transfers. Where the intellectual property passed to the grantor, such
grants would not be covered by the definition of transfers. The IPSASB noted in BC 9 that this
was consistent with the approach taken in the statistical reporting frameworks. Consequently,
the IPSASB agreed that no specific requirements in respect of research grants were required.
In our view, the legal transfer of the intellectual property would not in all cases reflect the
substance of the transaction, especially in the situations where the transfer of legal title is a
protective right and only applies as a result of the research project failing to achieve its
objectives.
We believe that the board should collect more information from the constituents about the
common types of research grants and the current accounting practices, and to reconsider its
preliminary conclusions scoping in and out the transactions depending on the transfer of the
legal title to the intellectual property. To achieve consistent accounting for research grants,
additional guidance for the common types of research grants could be needed.
●

Specific Matter for Comment 2:

Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations? If not, what distinction, if any, would you make?

3
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We agree with the IPSASB’s proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance obligations.
However, we believe that the distinction between transfer expenses with performance
obligations and transfer expenses without performance obligations is difficult in practice,
especially when the transfers involve third parties.
Moreover, despite the distinction made between transfer expenses with performance obligations
and transfer expenses without performance obligations, there is a lack of symmetry between
transfer expenses without performance obligations and recognition of revenue by the transfer
recipient who has present obligations that are not performance obligations. Overall, the
conceptual merits of this lack of symmetry in the recognition of assets and liabilities should be
better explained by the IPSASB, with reference to the definitions of assets and liabilities in the
IPSAS conceptual framework.
●

Specific Matter for Comment 3:

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?
We support the statement that without proper monitoring, the transfer provider would not have
reliable information about when a transfer expense arises. Without such information, the
recognition of an expense could be inappropriately delayed.
However, the assessment of the condition referred to above could provide an opportunity for the
transfer provider to decide whether to apply the accounting requirements for binding
arrangements with performance obligations or not. In fact, the criteria listed in ED 72 could give
rise to an unintended choice of how to recognise and measure transfer expense transactions, and
also increase the risk of avoidance of the complexity of the five-step approach.
We identified potential practical issues with the proposal. We note that transfer providers and
auditors might have differing views about whether a provider has sufficient information (about
the satisfaction of obligations by the recipient) to apply the Public Sector Performance
Obligation Approach (PSPOA). Besides, the question arises about whose perspective is used
when determining that a transfer recipient has satisfied a performance obligation (para 33 of ED
72). The transfer provider would most likely have to do this based on information received from
the transfer recipient, as the provider would be unlikely to collect information from a number of
third-party beneficiaries.
In order to increase comparability, the IPSASB could reconsider the criteria or provide
additional guidance in order to limit the opportunities of “cherry picking” between the proposed
accounting models on a case by case basis.
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Specific Matter for Comment 4:

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as
the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?
We agree with the proposal in this [draft] Standard for the recognition and measurement
requirements for transfer expenses with performance obligations. We support IPSASB’s proposal
to apply the PSPOA for grants, contributions, and other transfers that contain performance
obligations.
However, the five-step revenue recognition approach should be reconfigured from the
perspective of the resource provider. For example, the recognition threshold for variable
consideration should be aligned with the IPSASB conceptual framework rather than with the
requirements of ED 70 (i.e. requiring “probable” instead of “highly probable” inflows).
●

Specific Matter for Comment 5:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.
We consider that there could be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, specifically
related to the allocation of total consideration to performance obligations in case there are
multiple performance obligations in the binding arrangement.
We also believe that the currently existing practical difficulties when accounting for multi-year
grants and therefore diverging practices might not be resolved if ED 72 is finalised in its current
form. It is not clear to us, for example, when, applying the guidance in ED 72, a transfer provider
has to recognise a liability for an obligation to provide funding to an entity for multiple periods
(for example when the provider can withdraw the funding if certain circumstances or conditions
are not met).
We note that Example 34 Agreement for a Series of Transfers (paragraphs IE180–IE84)
indicates that a transfer provider would recognise an upfront liability for all payments within a
multi-year agreement if there is an unconditional obligation. However, we think that this needs
to be clearer within the main body of the standard itself.
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There might be other practical difficulties in connection with recognition and measurement of
the satisfaction of performance obligations over time. We refer to our response to the Specific
Matter for Comment 3.
●

Specific Matter for Comment 6:

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations? If not, how would you recognize and
measure transfer expenses without performance obligations?
We agree with the proposal in this [draft] Standard on the recognition and measurement
requirements for transfer expenses without performance obligations.
However, according to para 114 non-cash assets should be transferred at book value.
We note that IFRIC 17 provides guidance on how an entity should measure distributions to
owners. Moreover, a number of IPSASs address how a liability should be measured. Although
these standards do not specifically address how an entity should measure transfers of non-cash
assets, the IPSASB could identify potentially relevant standards and consider their principles to
determine the appropriate and consistent measurement basis for transfers of non-cash assets.
●

Specific Matter for Comment 7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
We concur with the IPSASB’s proposed accounting requirements for revenue and transfer
expenses without performance obligations. We think that the lack of symmetry is also reasonable
and appropriate under the IPSAS conceptual framework and provides users with sufficient,
reliable and relevant information about transactions without performance obligations. We
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acknowledge that the transfer provider and recipient sometimes have different information that
can lead to asymmetries.
The interaction with IPSAS 19 and the Conceptual framework is also relevant for the assessment
of this SMC. We noted that IPSAS 19 defines onerous contracts and requires that an entity
recognise a provision for onerous contracts: “An onerous contract is a contract for the exchange
of assets or services in which the unavoidable costs of meeting the obligations under the contract
exceed the economic benefits or service potential expected to be received under it”. ED 72
excludes provisions, as defined in IPSAS 19, from its scope. We suggest that the IPSASB clarifies
whether a transfer provider would have to consider whether it has an onerous contract, even if
that contract is for the provision of goods and services to third party beneficiaries.
●

Specific Matter for Comment 8:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
the appropriation being authorized.
Do you agree with this proposal? If not, why not? What alternative treatment
would you propose?
This SMC addresses an important area where there is no clear guidance today. We agree with the
approach proposed in this [draft] Standard for a binding arrangement that is subject to
appropriations, however we believe the proposal will not achieve consistent application of the
principles across jurisdictions. We recommend further research to identify current accounting
practices applied in various jurisdictions and development of further guidance to address the
most common situations. This guidance should, among other things, address how to treat
transfers/appropriations that require approval by the parliament in the context of the (annual)
budgetary process, both in the transfer recipients’ and transfer providers’ accounts.
●

Specific Matter for Comment 9:

This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
We concur with the statement that the objective of the disclosure requirements is for a transfer
provider to disclose sufficient information to enable users of financial statements to understand
the nature, amount, timing and uncertainty of expenses and cash flows arising from transfer
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expenses. We agree that it is a useful start to look to ED 70 and ED 71 to determine the
appropriate disclosures. However, we recommend that the IPSASB considers the information
needs of users to determine the appropriate amount of disclosures.
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01 November 2020
BOTSWANA INSTITUTE OF CHARTERED ACCOUNTANTS COMMENT LETTER TO EXPOSURE
DRAFT 72 – TRANSFER EXPENSES
Introduction
The Botswana Institute of Chartered Accountants (“BICA”) is a statutory body established by
Accountants Act, 2010 for the regulation of the accountancy profession in Botswana. The BICA
mission is to protect public interest through promoting the accountancy profession,
supporting accountants, facilitating quality professional accountancy services through the
monitoring and regulation of professional accountants.
The Institute appreciates the opportunity to contribute towards IPSASB’s Exposure Draft 72 –
Transfer Expense. We provide our comments to each specific question as per the exposure
draft.
Should you wish to have further engagements please do not hesitate to contact the
undersigned.

Yours Faithfully

Signed electronically

Signed electronically

Mosireletsi M Mogotlhwane ACA

Edmund Bayen

Manager –

Director -

Technical and Public Sector

Technical and Public Sector

Accounting Services

Accounting Services
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RESPONSES TO SPECIFIC QUESTIONS
1.0.

Specific Matter for Comment 1

The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the
scope or definition of transfer expense would you make?

Points to consider in making the decision
BC4 – BC10, which make references to paragraph 3 – 7 of the exposure draft, are aimed at
explaining the reasoning behind the decision to limit the scope of the ED. Central to the
limitation in scope is the definition assigned to transfer expenses thus
“A transfer expense is an expense arising from a transaction, other than taxes, in which an
entity provides a good, service, or other asset to another entity (which may be an individual)
without directly receiving any good, service, or other asset in return.” Emphasis is not part
of the ED but meant to reinforce the point.
The ED also specifically highlights the following as being out of scope
Operating leases as defined in IPSAS 13, Leases;
(b) Provisions as defined in IPSAS 19, Provisions, Contingent Liabilities and Contingent
Assets;
(c) Collective services and individual services as defined in IPSAS 19;
(d) Employee benefits as defined in IPSAS 39, Employee Benefits;
(e) Concessionary loans as defined in IPSAS 41, Financial Instruments;
(f) Social benefits as defined in IPSAS 42, Social Benefits;
(g) Insurance contracts (see the international or national accounting standard dealing with
insurance contracts); and
(h) Share-based payments (see the international or national accounting standard dealing
with share-based payments).
(i) Contributions from owners and distributions to owners as they do not meet the strict
definition of a transfer expense
(j) Recognition and initial measurement of other non-contractual payables.
(k) Subsequent measurement of other non-contractual payables addressed by another
standard.
(l) Any separation and /or initial measurement criteria in a binding arrangement specifically
addressed by another standard
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The in-scope matters identified by the ED include the following
(a) Any expense that meets the definition of a transfer expense
(b) Subsequent measurement of other non-contractual payables
(c) Transfer expenses incurred for capital transfers (as defined in ED 71)
BC11 – BC15, which make references to paragraph 8 – 9 of the exposure draft, provides the
rationale that the IPSASB used to determine which definitions in other standards would be
used as they are and which would be either slightly amended or entirely defined in ED 72 to
further clarify issues.
Recommendations
In view of the foregoing we agree that the scope and definitions used in ED 72 are clear and
may not need any further changes
2.0.

Specific Matter for Comment 2

Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
Points to consider in making the decision
ED 72 was issued as part of the IPSASB Revenue project and is related with ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations. These
3 EDs are not only aimed at replacing IPSAS 9, Revenue from exchange transactions and
IPSAS 23, Revenue from Non-exchange transactions (Taxes and Transfers) but to further
clarify issues that both users and preparers of financial statements were experiencing in
interpreting/implementing the 2 standards.
Recommendations
In view of the foregoing and to ensure consistence in the use and interpretations of the
standards, we concur with the decision of the IPSASB to apply the distinction between
transfer expenses with performance obligations and transfer expenses without performance
obligations.
3.0.

Specific Matter for Comment 3

Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout the
duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?
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Points to consider in making the decision
ED 70 defines a performance obligation as a promise in a binding arrangement with a
purchaser to transfer to the purchaser or third-party beneficiary either:
(a) A good or service (or a bundle of goods or services) that is distinct; or
(b) A series of distinct goods or services that are substantially the same and that have the
same pattern of transfer to the purchaser or third-party beneficiary.
The Public Sector Performance Obligation Approach requires that a transfer expense be
accounted for as transfer expense with performance obligation when all the following
criteria are met
(a) The parties to the binding arrangement have approved the binding arrangement (in
writing, orally or in accordance with other customary practices) and are committed
to perform their respective obligations;
(b) The transfer provider can identify each party’s rights regarding the goods or services
to be transferred;
(c) The transfer provider can identify the payment terms for the goods or services to be
transferred; and
(d) The transfer provider can identify the transfer recipient’s performance obligations
and monitors the satisfaction of those performance obligations throughout the
duration of the binding arrangement.
AG27 reasons that if a transfer provider does not monitor the transfer recipient’s
satisfaction of its performance obligations, the transfer provider would not have reliable
information about when a transfer expense arises. Without such information, the
recognition of an expense could be inappropriately delayed thus, where the transfer
provider does not monitor the transfer recipient’s satisfaction of its performance
obligations, a transfer provider shall account for the transfer expense as a transfer expense
without performance obligations.
Recommendations
Reading section 13d of the ED and AG27, the key operand between whether to account for
a transfer expense with or without performance obligations rests on the concept of
monitoring. The ED does not both to define or set parameters of what monitoring is and
therefore allows the possibility of abuse with different interested parties interpreting
monitoring in whatever way that benefits their intentions. Such an eventuality would lead
to distortion of financial statements thus affecting comparability.
We would therefore recommend that for purposes of section 13d the term monitoring be
defined as follows
A transfer provider shall be deemed to satisfy section 13d if they receive performance
obligation satisfaction reports from the transfer recipient either
a) a monthly report for a project with a short-term duration or
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quarterly or bi-annual reports for a project with a long-term duration
4.0.

Specific Matter for Comment 4

This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations: 4 (a) A transfer provider should initially
recognize an asset for the right to have a transfer recipient transfer goods and services to
third-party beneficiaries; and (b) A transfer provider should subsequently recognize and
measure the expense as the transfer recipient transfers goods and services to third-party
beneficiaries, using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses
with performance obligations? If not, how would you recognize and measure transfer
expenses with performance obligations?
Points to consider in making the decision
The key question of consideration here is determining the most faithful presentation of such
information in line with the Conceptual Framework.
Three key issues arise being
(a) when and how the existence of an asset is established,
(b) whether the requirement for a transfer recipient to transfer goods or services to the
specified third parties satisfies the definition of a resource as “an item with service
potential or the ability to generate economic benefits.”
(c) Whether the transfer provider presently controls the resource as a result of a past
events
Guidance on these 3 issues is sufficiently provided for in paragraphs BC 16 – BC34 and needs
no repetition here.
Recommendations
We are therefore in agreement with the IPSASB on the recognition and measurement
requirements for transfer expenses with performance obligations starting with the
recognition of an asset followed by the expense recognition as the transfer recipient
satisfies the performance obligations.
5.0.

Specific Matter for Comment 5

If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for addressing
these difficulties.
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Points to consider in making the decision
Recognition of expenses in ED 72 Transfer expenses with performance obligation requires
the use of the Public Sector Performance Obligation Approach (PSPOA) whose steps are
Step 1: Identifying the binding arrangement with a transfer recipient (see paragraphs 13–
23);
Step 2: Identifying the transfer recipient’s performance obligations in the binding
arrangement (see paragraphs 24–32);
Step 3: Determining the transaction consideration (see paragraphs 47–71);
Step 4: Allocating the transaction consideration to the transfer recipient’s performance
obligations in the binding arrangement (see paragraphs 47 and 72–85); and
Step 5: Recognizing expenses when (or as) the transfer recipient satisfies a performance
obligation (see paragraphs 33–46).
This stepped approach requires users of the standard to determine specific key issues at
each step thus making it easy to finally decide whether to recognize the expense/asset or
not.
Measurement of Transfer expenses with performance obligation is guided by Step 3 and
Step 4 of the PSPOA and a detailed explanation of how to apply these two steps is provided
for under paragraphs 51 – 89 of the ED.
Recommendations
Other than the issues raised in SMC 3 on monitoring and the possibility of material errors
due to key sources of estimation uncertainty, we don’t anticipate that there will be any
difficulties in applying the recognition and measurement criterion provided by the ED.
6.0.

Specific Matter for Comment 6

This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
a)

A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this proposal
is based on the IPSASB’s view that any future benefits expected by the transfer
provider as a result of the transaction do not meet the definition of an asset); and

b)

A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
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Points to consider in making the decision
The recognition criteria is guided by 2 key events namely
a) the existence of a present obligation on the part of the Transfer provider. ED 71
defines a present obligation as a binding obligation (legally or by equivalent means),
which an entity has little or no realistic alternative to avoid and which results in an
outflow of resources. So, when this occurs the transfer provider will be required to
recognize a liability representing its obligation to transfer the resources.
b) the loss of control of the resources by the transfer provider. Loss of control will
usually take place when the transfer provider transfers the resources to the transfer
recipient. When this happens the Transfer provider derecognizes the resources so
transferred in accordance with other standards.
The measurement criteria adopted by this ED follows the key events that lead to the
recognition criteria namely at the point a present obligation is created or at the point that
loss of control of the resources takes place.
The use of the best estimate of the costs likely to be incurred by the transfer provider to
settle the liability arising from the present obligation or of the carrying amount of the
resources transferred when control is lost are the recommended measurement criteria.
Recommendations
We are in agreement with the IPSASB on the recognition and measurement criteria
proposed by the ED and would recommend that SMC 6(b) be amended to take cognizance
of the use of the best estimate of costs likely to be incurred by the transfer provider to
settle the liability arising from the present obligation as measurement criteria.
7.0.

Specific Matter for Comment 7

As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost control
of those resources. ED 71, Revenue without Performance Obligations, proposes that where a
transfer recipient has present obligations that are not performance obligations, it should
recognize revenue as it satisfies those present obligations. Consequently, a transfer provider
may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Points to consider in making the decision
The key question to consider here is whether the timing difference in recognition of an
expense and revenue between two different entities is appropriate or not.
As noted in SMC 6 a transfer provided can only recognize an expense in the event of either
the existence of a present obligation on his part or the loss of control of the resources. On
the converse a transfer recipient would recognize revenue without performance obligation
when they satisfy the present obligation of the binding agreement. ED 71 however does
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allow the transfer recipient to recognize a liability upon receipt of the resources until that
time it shall fulfill the present obligations.
Recommendations
In view of the foregoing we agree the IPSASB that this lack of symmetry is appropriate in
that recognition of expenses by one entity does not automatically lead to the recognition of
revenue by another entity. Each entity must determine whether the requirements for
recognition of either expenses or revenue are met regardless of the actions of the other
entity.
8.0.

Specific Matter for Comment 8

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation
to transfer resources, and should therefore recognize a liability, prior to the appropriation
being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
Points to consider in making the decision
An appropriation is defined in IPSAS 24, Presentation of Budget Information in Financial
Statements, as an authorization granted by a legislative body to allocate funds for purposes
specified by the legislature or similar authority thus creating a present obligation to a
transfer provider.
Where a transfer provider is prohibited from transferring the promised resources until the
appropriation is authorized, the transfer provider shall consider substance over form in
determining whether it has a present obligation to transfer the resources prior to the
appropriation being authorized.
Present obligation may also be established prior to an appropriation if the enabling
authority, together with the exercise of that authority, leads a transfer provider to conclude
that the transfer recipient has an enforceable right to those resources, and that the transfer
provider consequently has a present obligation to transfer the resources.
Where the authorization of the appropriation may determine when a transfer provider has
lost its discretion to avoid proceeding with a transfer, the transfer provider will not have a
present obligation and therefore shall not recognize a liability and an expense for the
transfer prior to the appropriation being authorized.
Recommendations
Based on the foregoing we agree with the IPSASB that where an appropriation is required, it
is important for the Transfer provider to evaluate if they have a present obligation thereby
deciding whether to recognize a liability or not.
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Specific Matter for Comment 9

This [draft] Standard proposes disclosure requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In
particular,
a) Do you think there are any additional disclosure requirements that should be
included?
b) Are any of the proposed disclosure requirements unnecessary?
Points to consider in making the decision
This ED proposes the following key disclosures
(a) Expenses from transfer expenses;
(b) Binding arrangements for transfer expenses with performance obligations;
(c) The significant judgments, and changes in the judgments, made in applying this
[draft] Standard to those binding arrangements for transfer expenses with
performance obligations;
(d) Binding arrangements for transfer expenses without performance obligations; and
(e) The significant judgments, and changes in the judgments, made in applying this
[draft] Standard to those binding arrangements for transfer expenses without
performance obligations.
Recommendations
We propose that the IPSASB considers the following disclosure in addition to the above
(a) The accounting policies adopted for the recognition of transfer expenses from
transactions with or without performance obligations;
Other than the foregoing, we agree with the IPSASB on the level of disclosures provided in
this ED and neither do we think that there are any proposed disclosure requirements that
are unnecessary.
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EXPOSURE DRAFT 72,
TRANSFER EXPENSES

The Technical Director
International Public Sector Accounting Standards Board (IPSASB)
International Federation of Accountants
th

277 Wellington Street West, 6 floor
Toronto, Ontario M5V 3H2 CANADA
Brasília, Brazil
st

November1 , 2020

Dear Mr. Ross Smith,
The Conselho Federal de Contabilidade (CFC) of Brazil welcomes the opportunity to collaborate with
the consultation on IPSASB Exposure Draft 72, Transfer Expenses. CFC, alongside with its regional
arms - Regional Accounting Councils or ConselhosRegionaisdeContabilidade (CRCs), is the
Professional Accountancy Organization that carries out regulatory activities for overseeing the
accountancy profession throughout the country.
Our points of view and comments can be found on the Appendix of this document that was prepared
by the Brazilian Public Sector Accounting Standards Advisory Board (GA/NBC TSP) of the CFC.
If you have any questions or require clarification of any matters in this submission, please
contact:tecnica@cfc.org.br.
Regards,

Idésio S. Coelho
Technical Vice-President
Conselho Federal de Contabilidade
Conselho Federal de Contabilidade (CFC)
SAUS Quadra 5 Bloco J Lote 3 - Ed. CFC
Brasília - DF
CEP: 70070-920
+55 (61) 3314-9600
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APPENDIX

1. Context and General Comments
The Brazilian Federation is composed by central, 26 states, the Federal District and 5,569
municipalities governments. These levels of governments are responsible for formulating,
implementing, and evaluating public policies in cooperative and/or competitive arrangements.
In this document, we present the contributions for the exposure draft based on a practical
approach applicable to our jurisdiction.
In the next section, we present our comments and answers on the specific matters for
comment of the exposure draft.

2. Responses to the Specific Matters for Comment and Preliminary Views
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
Answer:
GA/CFC agrees that the scope of this standard is clear. However, GA/CFC thinks that it is necessary
to clarify that transfers with performance obligations also include those in which the transfer
recipient is obliged to spend own resources (consideration) for the supply of goods and services to
third parties. And that consideration will not be a transfer expense.
For example, the National Government promises to transfer $ 100 to a Subnational Government
for the purchase of vaccines, but the transferee should spend $ 20 of its own resources. Thus, the
population will benefit from $ 120 of vaccines purchased with national resources (transfer in
accordance with ED 71) and with local (expenditure that is out the scope of ED 71).

Conselho Federal de Contabilidade (CFC)
SAUS Quadra 5 Bloco J Lote 3 - Ed. CFC
Brasília - DF
CEP: 70070-920
+55 (61) 3314-9600
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Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
withperformance obligations and transfer expenses without performance obligations, mirroring the
distinctionfor revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
ED 71,Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
Answer:
GA/CFC partially agrees with the proposals in this [draft] Standards. The definition in paragraph 90
(a) does not mirror the ED 71 requirements, because the transfer may be recognized as a liability in
the transfer recipient financial statements, and only expense in the transfer provider financial
statements where a present obligation exists for transfer recipient. Also, it would be necessary to
include in ED 70 that, when the transfer recipient is required to use own resources it is not a
revenue derived from thetransfer provider.

Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the
bindingarrangement, the transaction should be accounted for as a transfer expense without
performanceobligations?
Answer:
GA/CFC agrees with the proposal in this [draft] Standard, where the transfer provider does not
monitor the transfer recipient’s satisfaction of its performance obligations, a transfer provider
shall account for the transfer expense as a transfer expense without performance obligations. In
this case, it shall recognize an expense.

Specific Matter for Comment 4:

This [draft] Standard proposes the following recognition and measurement requirements for
transferexpenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipienttransfer goods and services to third-party beneficiaries; and

Conselho Federal de Contabilidade (CFC)
SAUS Quadra 5 Bloco J Lote 3 - Ed. CFC
Brasília - DF
CEP: 70070-920
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(b) A transfer provider should subsequently recognize and measure the expense as the
transferrecipient transfers goods and services to third-party beneficiaries, using the public
sectorperformance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses
withperformance obligations? If not, how would you recognize and measure transfer expenses
withperformance obligations?
Answer:
GA/CFC agrees the recognition and measurement requirements for transfer expenses with
performance obligations.

Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurementrequirements for transfer expenses with performance obligations, please provide
details of anyanticipated difficulties, and any suggestions you have for addressing these difficulties.
Answer:
GA/CFC considers that main practical difficulties with applying the recognition and measurement
requirements are related to impairment. In some cases, the transfer provider monitors the
performance obligation based on sample of transfer recipients that affects the expectation about
the enforceable obligation by the transfer recipient and, consequently, the determination of the
impairment loss. Other variables should be considered, such as matching provision (as exemplified
in specific matter for comment 1) and guarantees and counter-guarantees that are required in
some binding arrangements. Regarding the guarantees and counter-guarantees, it is necessary to
assess whether a provision or contingent liability exists according to IPSAS 19 for both transfer
provider or transfer recipient.

Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at
theearlier of the point at which the transfer provider has a present obligation to provide resources,or
has lost control of those resources (this proposal is based on the IPSASB’s view that anyfuture

Conselho Federal de Contabilidade (CFC)
SAUS Quadra 5 Bloco J Lote 3 - Ed. CFC
Brasília - DF
CEP: 70070-920
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455

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 40

Responses to IPSASB Exposure Draft 72: Transfer Expenses
(February 2020; Comments due: November 1, 2020)

benefits expected by the transfer provider as a result of the transaction do not meet thedefinition of
an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
thecarrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
withoutperformance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
Answer:
GA/CFC partially agrees with the recognition and measurement requirements for transfer expenses
without performance obligations. The requirements are appropriate for the transfer expenses
without performance obligation and other obligations.
The transfer expenses without performance obligations, but with other obligations, must have
similar accounting treatment to the transfer expenses with performance obligations. The
monitoring can’t occur, because it is more difficult. In this case, the transfer provider shall
recognize the expense where it transfers the resources and disclose that fact along with an
explanation of why it is unable to monitor the satisfaction of the transfer recipient’s obligations.

Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transferexpenses without performance obligations at the earlier of the point at which the transfer
provider has apresent obligation to provide resources, or has lost control of those resources. ED 71,
Revenue withoutPerformance Obligations, proposes that where a transfer recipient has present
obligations that are notperformance obligations, it should recognize revenue as it satisfies those
present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer recipient
recognizesrevenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Answer:
GA/CFC agrees that lack of symmetry is appropriate. However, other cases should be explained in
this [draft] Standards:
(1) If a present obligation exists in transfer recipient, probably the right exists in the transfer
provider, because the judgment about the enforceability of the present obligation is based on the
behavior and/or the monitoring quality of the transfer provider. So, it is expected that there will
Conselho Federal de Contabilidade (CFC)
SAUS Quadra 5 Bloco J Lote 3 - Ed. CFC
Brasília - DF
CEP: 70070-920
+55 (61) 3314-9600
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be a change in the transfer provider assets (cash to receivable) when the promised resources are
transferred, that gives rise to a present obligation in the transfer recipient.Where the transfer
provider monitors theobligationsatisfaction, the differences in professionaljudgment may exist in
relation to amount and the time thatan obligation is satisfied for the transfer provider and
recipient perspectives. So the lackof symmetry happens, but not because transfer provider always
recognizes the resources are transferred as an expense.
(2) Sometimes, the transfer recipient may recognize a revenue earlier than a transfer provider
recognizes expense. For example, in an emergency situation, the Subnational Government may
receive a precarious authorization from the National Government to carry out the transfer of
resources to the population. The National Government's obligation will only be accounted for after
the aid is formalized (binding arrangement), but the Subnational Government's revenue will be
recognized when transferring resources to third parties.

Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should thereforerecognize a liability, prior to the appropriation being authorized. Do you agree with
this proposal?
If not, why not? What alternative treatment would you propose?
Answer:
GA/CFC agrees with this proposal.

Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenuewith Performance Obligations, and ED 71, Revenue without Performance Obligations, to the
extent thatthese are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
withsufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?

Answer:
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GA/CFC agrees that the disclosure requirements are appropriate.
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ICAEW
REPRESENTATION 101/20

ED72 – TRANSFER EXPENSES

Issued 30 October 2020

ICAEW welcomes the opportunity to comment on ED72 – Transfer Expenses published by the
International Public Sector Accounting Standards Board (IPSASB), a copy of which is available
from this link.

We agree that transfer expenses play an important part in public sector financial reporting and
that the IPSAS suite of literature will benefit by having a standard on these transactions.
We support the introduction of a Public Sector Performance Obligating Approach which
mirrors the revenue model.
However, our main concern with the current proposals hinges around whether the distinction
between performance obligation and present obligation is clear enough. Even though
performance obligation is a subset of present obligation, the accounting difference is
significant. We recommend that IPSASB consider widening the scope of the Public Sector
Performance Obligation Approach.

This response of 30 October 2020 has been prepared by the ICAEW public sector team with
support from ICAEW’s Public Sector Advisory Group.
ICAEW is a world-leading professional body established under a Royal Charter to serve the public
interest. In pursuit of its vision of a world of strong economies, ICAEW works with governments,
regulators and businesses and it leads, connects, supports and regulates more than 186,500
chartered accountant members and students around the world. ICAEW members work in all types
of private and public organisations, including public practice firms, and are trained to provide clarity
and rigour and apply the highest professional, technical and ethical standards.

© ICAEW 2020
All rights reserved.
This document may be reproduced without specific permission, in whole or part, free of charge and in any format or medium, subject to
the conditions that:
• it is appropriately attributed, replicated accurately and is not used in a misleading context;
• the source of the extract or document is acknowledged and the title and ICAEW reference number are quoted.
Where third-party copyright material has been identified application for permission must be made to the copyright holder.
For more information, please contact: frf@icaew.com
ICAEW Chartered Accountants’ Hall Moorgate Place London EC2R 6EA UK
T +44 (0)20 7920 8100 icaew.com
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KEY POINTS
Support for introduction of a standard on transfer expenses
1.

ICAEW supports the aim of ED72 which is to develop a standard that provides recognition
and measurement requirements applicable to providers of transfer expenses. This is an
important standard for the public sector given the volume of transactions that fall into this
category and is a key difference compared with the private sector.

Use of terminology is inconsistent
2.

We do not agree with ED72 using the term performance obligation in a different manner to
how it is defined in ED70. We do not agree with paragraph 9 in the ED which states that
performance obligations are used in ED72 with the same meaning as in ED70. Please see
our response to SMC2 for more detail.

Monitoring of transfer recipient’s performance obligation
3.

There seems to be an inconsistency between paragraphs 13 (d), which states that a
performance obligation has to be monitored for the duration of the binding arrangement, and
paragraph 46 which states that in some circumstances a transfer provider may not be able to
reliable measure the outcome of a performance obligation.

4.

Furthermore, we believe that paragraph 46 provides too much scope for the transfer provider
to postpone the recognition of expenditure on the premise that it may be able to monitor the
satisfaction of performance obligation at some point in the future. We believe that this area is
a weak spot in the standards and open to manipulation which will no doubt need to be
reviewed in the near future if left un-amended. Please see our response to SMC3 for more
detail.

Distinction between performance obligation and a present obligation
5.

As detailed in our response to SMC6, we have reservations about the arguments and logic
being applied to the accounting treatment of binding arrangements without performance
obligations by the transfer provider, in particular the immediate recognition of expenditure as
opposed to the recognition of an asset.

6.

In relation to binding arrangements with performance obligations, BC28 argues that the
transfer provider recognises an asset since that entity has a right to compel the recipient to
transfer goods or services to a third party. The asset relates to the right, not the goods and
services themselves, which is a resource with service potential. We struggle to see why the
same arguments cannot be made for binding arrangements without performance obligations
- where the recipient is compelled to incur eligible expenditure or carry out enforceable
activity.

7.

The transfer provider, under a binding arrangement, has a right to force the recipient to take
action (expenditure or activity) and that right would also have service potential. The binding
arrangement infers enforceability rights on both parties meaning that the transfer provider
has the means to ensure that the resource is used to achieve the transfer provider’s
objectives.

8.

We recommend that IPSASB review whether the Public Sector Performance Obligation
Approach (PSPOA) could be more widely applied than is currently being proposed. The
arguments in the BCs, as they currently stand, could easily confuse preparers as to why
expenditure can be deferred if goods and services are provided to third parties but
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recognised immediately if the recipient has to use any resources received on eligible
expenditure or activity.

ANSWERS TO SPECIFIC MATTERS FOR COMMENT (SMC)
SMC 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the
scope or definition of transfer expense would you make?
9.
We agree that the scope of this standard is clear.
SMC 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
10. In principle we agree with the distinction between transfer expenses with and without
performance obligations.
11.

As SCM2 suggests, ED72 is designed to mirror the distinction between transactions with and
without performance obligation as per the two revenue standards and shares the same
terminology. However, we found the use of the terminology in ED72 somewhat confusing,
especially having worked through the EDs in a linear fashion since ED72 uses the defined
term performance obligation differently compared with ED70.

12.

Public sector performance obligations as per ED 70 are obligations for the transfer recipient
to deliver goods or services to the purchaser or a third party. ED 72 uses the same Public
sector performance obligations from the transfer payer’s point of view but is only scoped to
include supplies of goods and services to third parties on behalf of the purchaser. We
therefore do not agree with the wording in paragraph 9 of ED72 which states that the terms
defined in ED70 are used in ED72 with the same meaning. That is not true regarding
performance obligations.

13.

The confusion is amplified by making reference to performance obligations in the definition of
transaction consideration. On the face of it, a transaction consideration could also be viewed
as one where the purchaser receives goods and services. IPSASB should review the
definitions and define performance obligation as is applied in ED72 or come up with different
terminology to ensure the difference with ED70 is understood.

SMC 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout the
duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?
14. We agree that if a transfer provider is unable or unwilling to monitor the transfer recipient’s
satisfaction of its performance obligations then prudence should prevail, and the transaction
should be accounted for as a transfer without performance obligations.
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15.

However, we believe that tensions could arise between paragraph 13 (d), 45 and 46. More
specifically, we question whether you can monitor progress of a performance obligation
without being able to measure it. It would seem logical that monitoring and measuring
progress of performance obligations are synonymous. To monitor the satisfaction of a
performance obligation sounds very much like a measurement.

16.

Furthermore, paragraph 46 allows the transfer provider to defer the recognition of an
expense if the performance obligation cannot be reliably measured but expects to be able to
do so at a later date. In our view, paragraph 46 provides too much leeway for the transfer
provider to defer the recognition of expenditure and more guidance is required in this area.
The expectation of being able to measure the outcome of a transfer recipient’s performance
obligation at a later date is very judgemental and difficult to challenge (say by auditors).
Building in such flexibility to recognising expenditure could lead to inconsistent outcomes.

17.

Paragraph 46 seems at odds with paragraph 13 (d) which states that you have to be able to
monitor the satisfaction of the performance obligations throughout the duration of the binding
arrangement. Paragraph 46 contradicts this, and we therefore believe that further guidance is
required to clarify the position. In particular how you assess:
a.
b.

the likelihood of being able to monitor the satisfaction of performance obligations ‘at a
later date’; and
the acceptable length of time where monitoring is not possible at the start of the binding
arrangement before the use of the PSPOA becomes untenable.

SMC 4:
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as
the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses
with performance obligations? If not, how would you recognize and measure transfer
expenses with performance obligations?
18. We agree with the recognition and measurement requirements for transfer expenses with
performance obligations.
SMC 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for addressing
these difficulties.
19. Apart from the difficulties outlined above in relation to monitoring the satisfaction of the
recipient’s performance obligations throughout the duration of the binding arrangement (and
measuring these), we do not have any further comments.
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SMC 6:
This [draft] Standard proposes the following recognition and measurement requirements
for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
Performance obligation/present obligation
20.

The accounting difference between transactions with a performance obligation and those
with a present obligation are profound with earlier recognition of expenditure for transactions
with no performance obligations more likely. However, in our opinion, the arguments in the
BCs to justify the accounting treatment under each scenario are not consistent and open to
challenge.

21.

Given that performance obligations are a subset of present obligations, making a principlesbased argument to differentiate these concepts is challenging and one that this draft
standard does not fully achieve in our opinion. The definition of performance obligation
originates in ED70 Revenue with performance obligations which in turn is aligned with IFRS
However, having an enforceable right enabling the transfer provider to compel the transfer
recipient to perform, such as in the construction of a hospital (para 18 ED71), could also be
seen as an obligation to perform by the recipient

22.

The illustrative example 34 on page 119 states in paragraph IE182 that the transfer provider
does not have a present obligation for the remaining payments as these are conditional on
the future performance of the transfer recipient. Given that this example is for transfer
expenses without performance obligations, using the word performance is confusing since
the recipient doesn’t actually have a performance obligation as defined in the standard and
underlines the point made in the preceding paragraph.

Conceptual Framework definition of an asset
23.

It appears that a key distinguishing factor between a performance obligation and a present
obligation is the transfer of goods and services to a third party. Under a transfer with
performance obligations, the transfer provider can recognise an asset until the recipient
carries out the performance which is justified in BC21 – BC34 using the Conceptual
Framework. Alternatively, the arguments why the transfer provider should not recognise an
asset if only a present obligation exists are explained in BC51 - BC57.

24.

One key argument for the recognition of an asset under PSPOA is found in BC28 which
states that the transfer provider’s right to have goods and services transferred to third parties
meets the definition of a resource. It is the right to require the transfer recipient to transfer
goods or services to third parties that gives rise to a resource as that right will be an item with
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service potential since the transfer provider will meets its objectives as the transfer takes
place.
25.

By contrast, the arguments made in BC52 and BC53 seem to indicate that the transfer of
goods and services to a third party is the resource. BC53 also states that even if it were
possible to identify a resource (for example, where a binding arrangement requires a transfer
recipient to construct an asset), that resource will never be controlled by the transfer
provider.

26.

In our view, transactions with present obligations could also give rise to an asset for the
transfer provider. The enforceable right in the binding arrangement for the transfer recipient
to incur eligible expenditure or to carry out enforceable activity could also help the transfer
provider meet its objectives and thus be seen as a resource with service potential. It is the
right, not the goods or services themselves that is the resource.

27.

We also believe that the control argument made in BC31 holds true for transfers with present
obligations since these are also underpinned by a binding arrangement, resulting in
enforceable rights for both parties. As a result of this enforceable right, the transfer provider
will have the means to ensure that the resource is used to achieve the transfer provider’s
objectives.

28.

We recommend that IPSASB review whether the PSPOA could not be more widely applied
than is currently being proposed for the reasons outlined above. If the transfer expense
genuinely represents a right to force the recipient into an action that in turn allows the
transferor to meet its objectives, then the PSPOA could be applied.

29.

Finally, BC28 is the only paragraph in the draft standard that makes a reference to ‘specified
third parties’. We don’t think that the third party needs to be specified in the binding
arrangement and we think that the word ‘specified’ should be removed as it is not consistent
with the rest of the ED.

SMC 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost
control of those resources. ED 71, Revenue without Performance Obligations, proposes
that where a transfer recipient has present obligations that are not performance obligations,
it should recognize revenue as it satisfies those present obligations. Consequently, a
transfer provider may recognize an expense earlier than a transfer recipient recognizes
revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
30. Symmetry in accounting, whilst helpful for consolidation, is not the primary factor in setting
accounting standards. There are many examples in accounting standards where symmetry
does not exist, such as in the leasing standard. The lack of symmetry is not a concern.
31.

What is more of a concern is whether the accounting treatment for transfer expenses with
present obligations is faithfully representative and provides users with reliable and useful
information. We believe that there may be circumstances where the transfer provider still has
substantial control (substance over form) over the application of the transferred resources,
and may be able to withhold or recover resources not applied in accordance with the binding
arrangement, especially in relation to multi-year grants. In these instances, the application of
the Public Sector Performance Obligation Approach (PSPOA) may be more appropriate. See
the response for SMC 6 for more detail.
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SMC 8:
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation
to transfer resources, and should therefore recognize a liability, prior to the appropriation
being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
32. We broadly agree with the proposals that the transfer provider should consider substance
over form when deciding whether a present obligation to transfer funds exists prior to the
appropriation being authorised. However, if there is an established practice of refusing
appropriation, we would consider that the arrangement could not be binding until the
appropriation is approved. We therefore think that more emphasis should be placed on the
binding arrangement, which confers enforceable rights and obligations on both parties.
33.

In the UK, as in many other jurisdictions, the coronavirus led to a widespread diversion of
resources from established programmes into emergency support programmes. Ministerial
announcements of various support packages were made almost on a daily basis and there
was a great deal of uncertainty. We recommend that IPSASB provide additional guidance on
the criteria that preparers should use in applying substance over form when deciding if
uncertainties about appropriation are sufficiently pervasive for no present obligation to exist.

SMC 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In
particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
34. We agree with the disclosure requirements.
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA
(Established by Act of Parliament No. 15 of 1965)
PLOT 16, IDOWU TAYLOR STREET, VICTORIA
ISLAND,
P.O BOX1580, MARINA, LAGOS, NIGERIA

Tel: 09053847510-1
Email: info.ican@ican.org.ng, rce@ican.org.ng
Website: www.icanig.org

Registrar/Chief Executive
AHMED M. KUMSHE (PROF.), FCA

October 31, 2020
ICAN/ED/R&T/OCT31/2020
IPSASB
277 Wellington Street West
Toronto, ON M5V 3H2
Canada.
Dear Sir,
Re: EXPOSURE DRAFT 72 – TRANSFER EXPENSES
Please find below our responses to the above-named Exposure Draft.
Specific Matter for Comment 1:
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
Response: We agree that the scope of this [draft] Standard is clear. But the Board may consider the
following:


Need for clarification: In the definition “A transfer expense is an expense arising from a
transaction, other than taxes, in which an entity provides a good, service, or other
asset to another entity (which may be an individual) without directly receiving any
good, service, or other assets in return (paragraphs AG6–AG7 provide additional
guidance)”the phrase “other than taxes” is not clear. In emerging economies and different

government structures where this IPSAS will be applied, it would be necessary to clarify
transfer expenses other than taxes. An illustrative example may be provided to enhance
understanding on this particular issue.


We noticed that parts (a) and (b) of the objective, may not be properly worded. We would
appreciate if the Board could make some adjustments to the wording of the set objectives, to
ensure it is clearer.

Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring the
distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
1
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ED 71, Revenue without Performance Obligations? If not, what distinction, if any, would you make?
Response: We agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance obligations,
mirroring the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?
Response: The Board should evaluate the unintended consequences of introducing the concept of
the transfer provider monitoring the satisfaction of performance obligations throughout the duration of
a binding arrangement as one of the criteria to be met before recognizing such transfer expense
under the scope of transfer expenses with performance obligations.
The concept of monitoring, for transfer expenses with a binding arrangement is a strange concept.
The concept could alter the timing and extent of recognition of transfer expense for transactions with
binding arrangement. The concept is difficult to operationalize as it creates room for subjectivity in the
determination of when and how a transfer provider should carry out monitoring activities.
Furthermore, we do not believe that the use of transfer expense without performance obligation to
account for the aforementioned transfer expenses will faithfully represent the nature of such transfer
expenses due to the introduction of the concept of monitoring.
We believe that the transfer provider obtaining evidence that the performance obligation has been
satisfied by the transfer recipient should be considered sufficient.
Specific Matter for Comment 4:
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
Response: We agree with the recognition and measurement requirements for transfer expenses with
performance obligations.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
Responses: We request for additional illustrative examples to facilitate better understanding,
because it might be difficult for users to understand.
As we have earlier mentioned in our response to ED 71 under comment 4, a situation where the
performance obligations come in a bundled form of assets and services and the services are
rendered over time, may lead to practical difficulties in recognition and measurement without
provision of further illustrative examples.
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Specific Matter for Comment 6:
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations? If not, how would you recognize and measure transfer expenses without
performance obligations?
Response: We agree with the recognition and measurement requirements for transfer expenses
without performance obligations.
Specific Matter for Comment 7: As explained in SMC 6, this [draft] Standard proposes that a
transfer provider should recognize transfer expenses without performance obligations at the earlier of
the point at which the transfer provider has a present obligation to provide resources, or has lost
control of those resources. ED 71, Revenue without Performance Obligations, proposes that where a
transfer recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may recognize an
expense earlier than a transfer recipient recognizes revenue. Do you agree that this lack of symmetry
is appropriate? If not, why not?
Response: We agree that this lack of symmetry is appropriate.
Specific Matter for Comment 8: This [draft] Standard proposes that, when a binding arrangement is
subject to appropriations, the transfer provider needs to consider whether it has a present obligation
to transfer resources, and should therefore recognize a liability, prior to the appropriation being
authorized. Do you agree with this proposal? If not, why not? What alternative treatment would you
propose?
Response: We agree with the proposal.
Specific Matter for Comment 9:
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
Response: We agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses, since it’s aligned with
the ED71 and ED70.
We thank you for giving us the opportunity to contribute to the Exposure Draft and we are available
should there be need for further clarifications.
Yours faithfully,
For: Registrar/Chief Executive

Ben Ukaegbu, PhD, ACA
Deputy Registrar, Technical Services

3
468

IPSASB Meeting (December 2020)
Agenda Item 8.3.7
Ernst & Young GmbH
Wirtschaftsprüfungsgesellschaft
Flughafenstraße 61
70629 Stuttgart
Postfach 23 02 20
70622 Stuttgart

Respondent 43

Thomas Müller-Marqués Berger
Telefon +49 711 9881 15844
Telefax +49 6196 8024 15844
Thomas.Mueller-Marqués.Berger@de.ey.com
www.de.ey.com

Ian Carruthers
Chairman
International Public Sector Accounting
Standards Board
International Federation of Accountants
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1. November 2020

Comments to IPSASB’s
ED 72 “Transfer Expenses”
Dear Mr. Carruthers,
We are pleased to respond to the IPSASB’s ED 72 “Transfer Expenses”.
We appreciate that the IPSASB issued ED 70 “Revenue with Performance Obligations”, ED 71
“Revenue without Performance Obligations”, and ED 72 “Transfer Expenses” in parallel for
comment. Given their importance for public sector accounting, we encourage the IPSASB to
continue working on the three Standards in parallel and to issue them simultaneously.
We have also noted that currently, principal-agent-relationships are only covered in ED 70 in
the Application Guidance. Given the practical importance of principal-agent-relationships in
the context of revenue without performance obligations, we suggest that the IPSASB also
includes guidance or even principles in a future Standard on Revenue without Performance
Obligations and the future Transfer Expenses Standard.
Should you need any further information, please do not hesitate to contact us.
Sincerely,

Thomas Müller-Marqués Berger
Partner and Global Leader of Public Sector Accounting
Ernst & Young GmbH
Wirtschaftsprüfungsgesellschaft

Unabhängiges Mitglied von Ernst & Young Global Limited
Aufsichtsratsvorsitzender: WP/StB Georg Graf Waldersee - Geschäftsführung: WP/StB Hubert Barth, Vorsitzender
RA/StB Dr. Henrik Ahlers - WP/StB Ute Benzel - Constantin M. Gall - WP/StB Alexander Kron
WP/StB Mathieu Meyer - WP/StB Karen Somes - WP/StB Prof. Dr. Peter Wollmert
Sitz der Gesellschaft: Stuttgart - Rechtsform: GmbH - Amtsgericht Stuttgart HRB 730277 - USt-ID: DE 147799609
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Annex – detailed responses

ED 72 “Transfer Expenses”
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope
or definition of transfer expense would you make?
We agree that the scope of this [draft] Standard is clear defining transfer expenses as
“Expense arising from a transaction, other than taxes, in which an entity provides a good,
service, or other asset to another entity (which may be an individual) without directly
receiving any good, service, or other asset in return”. Although paragraph 5 explicitly
excludes from the scope the social benefits covered in IPSAS 42, it might be worth explaining
better the relationship between both standards. Given the broad definition of transfer
expenses, constituents might think that the cash transfers covered in IPSAS 42 are also a type
of transfer expenses.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
We agree with the proposal to distinguish between transfer expenses with performance
obligations and transfer expenses without performance obligations, mirroring the proposals in
ED 70 and ED 71. Please note that most of the [draft] standard refers to the present
obligation from the transfer recipient perspective, however in ED 72.91 Recognition, the
[draft] standard refers to the present obligation of the transfer provider to transfer the
resources. The use of the same term from different perspectives (transfer provider and
transfer recipient) might be confusing.
ED 72, Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout the
duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?
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We disagree with the proposal that “unless a transfer provider monitors the satisfaction of the
transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without
performance obligations”, for the following reasons:
•
•
•
•

The proposal implies a continuous assessment of the satisfaction of the performance
obligations.
The requirement can be perceived to be too operational and too specific (only for
transfer of goods and services to third party beneficiaries) to be included in the core
text of the standard.
This might lead to asymmetries in the accounting of the transfer recipient and the
transfer provider.
Entities could use this proposal as an argument for avoiding the application of the five
steps of the Public Sector Performance Obligation Approach (PSPOA).

Some suggestions to address this issue are:
•

The inclusion of a principle that the expenditure relating to a transfer with performance
obligations should be recognized on the basis of the transferor obtaining evidence of the
satisfaction of these obligations by the recipient (instead of a continuous monitoring). For
instance, the receipt of regular reports with updates on the satisfaction of the performance
obligations, or the receipt of evidence that the delivery of the goods and services to the thirdparty beneficiaries occurred, could be perceived as being sufficient indicators for the fulfillment
of the performance obligations. Doing this would achieve the same objective as requiring
monitoring, but without being as restrictive or prescriptive as to how frequent such monitoring
should occur and will allow a degree of reasonable judgement on the part of preparers (and
auditors) to assess whether the evidence is available to support the recognition of the expense.

•

It is advisable that the reporting obligation on the satisfaction of the performance
obligations is placed on the transfer recipient. This could be part of the binding
arrangement. In this context, the standard could include some implementation
guidance or illustrative examples, on how the transfer provider could mitigate the risk
of not receiving timely information on the satisfaction of the performance obligations.

ED 72, Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
• A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
• A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the
public sector performance obligation approach.
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The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
We agree with the recognition and measurement requirements for transfer expenses with
performance obligations. However, they might be difficult to implement because it could
create a gap between the budget execution and accounting. This will be especially an issue for
jurisdictions using integrated financial administration systems. The requirements can also
affect the timeliness and reliability of the accounting information, because the transfer
provider will depend on the third-party beneficiary to confirm that they received the goods
and/or services in order to recognize the expense.
More guidance is required to help transfer providers in distinguishing if the transfer recipient
is an agent or not and how to monitor the satisfaction of the performance obligations. From
the perspective of the transfer provider, one might argue that the principal-agent issue is not
that relevant, because either way they would still recognize an expense (it is merely the
counterparty to that expense that changes depending on whether the transfer recipient is a
principal or an agent). Therefore, the principal-agent issue could be considered more likely to
be a problem from the transfer recipient’s perspective as it affects whether they recognize the
revenue gross or net. However, from the perspective of the transfer provider, we have found
in practice that this has a big impact on how the transactions are recorded and what source
documentation is retained. It could, for example, impact the classification of the expense as a
single transfer to another entity vs more disaggregated transfers to beneficiaries, and, from
an audit perspective these two scenarios would have different source documents. It would
also impact the timing of the recognition of the expense. If the transfer recipient is an agent,
then the expense would only be recognized once the resources are transferred to the 3rd
party beneficiaries and any resources held by the agent would be a receivable in the books of
the transfer provider. But if the recipient is a principal, then it means that the obligation to 3rd
party beneficiaries is the recipient’s obligation in terms of its mandate / binding arrangement.
In this case, it is not clear why the recognition of the expense in the transfer provider’s books
should be delayed under such circumstances. One might argue that in such situation, the
transfer provider has fulfilled its obligation (to the recipient as the principal), and should
recognize the expense in full.
ED 72, Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for addressing
these difficulties.
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Given the complexity of the PSPOA, entities will likely find excuses not to apply it and rather
recognize the expenses as if the transfers were without performance obligations.
• Suggestion A – consider removing the condition of fulfillment of all the criteria in
paragraph 7.13 in order to apply the PSPOA.
• Suggestion B – consider changing the requirement of continuous assessment of the
satisfaction of the performance obligations and replace it with a more feasible
assessment such as receiving regular reporting or evidence that the goods and
services were delivered.
The implementation of the PSPOA would require entities to make important adaptations to
their information systems, especially if they have integrated modules of budget and
accounting.
• Suggestion A – consider issuing a IPSASB staff Q&A document that discusses this issue
and provides potential solutions
• Suggestion B – consider addressing the issue and provide potential solutions in the
implementation guidance
When the transfer provider recognizes and measures the expenses as if they were without
performance obligations, this will lead to asymmetries in the accounting with the transfer
recipient. If the transfer provider and transfer recipient belong to the same reporting entity,
this asymmetry will create challenges in the consolidation.
• Suggestion – consider removing the condition of fulfillment of all the criteria in
paragraph 7.13 in order to apply the PSPOA.
ED 72, Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
• A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this proposal is
based on the IPSASB’s view that any future benefits expected by the transfer provider
as a result of the transaction do not meet the definition of an asset); and
• A transfer provider should measure transfer expenses without performance obligations
at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations? If not, how would you recognize and measure transfer
expenses without performance obligations?
We agree with the recognition and measurement requirements for transfer expenses without
performance obligations when there is no present obligation. However, when the transfer
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recipient has the present obligation of fulfilling specified activities or incurring eligible
expenditures, there might be argument for the transfer provider recognizing an asset
reflecting the expected fulfillment of this present obligation by the transfer recipient. This
would allow maintaining symmetry between the transfer provider and the transfer recipient.
Although there are arguments that support the idea that the present obligation of the transfer
recipient does not give rise to an asset on the transfer provider side, there are jurisdictions in
which there is an indirect control of the resources. For instance, we came across cases in
practice, where if the transfer recipient does not satisfy the performance obligations, the
transfer provider can instruct the National Treasury to freeze the funds available in the bank
account of the transfer recipient until the performance obligation is satisfied.
ED 72, Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost control
of those resources. ED 71, Revenue without Performance Obligations, proposes that where a
transfer recipient has present obligations that are not performance obligations, it should
recognize revenue as it satisfies those present obligations. Consequently, a transfer provider
may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
We consider this lack of symmetry is appropriate because conceptually it is consistent to the
IPSASB’s Conceptual Framework. However, it might cause consolidation issues when the
transfer recipient and the transfer provider belong to the same reporting entity (for instance,
the elimination of inter-company accounts, these items are usually very material).
ED 72, Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it has a present obligation to transfer
resources, and should therefore recognize a liability, prior to the appropriation being
authorized.
Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
We agree with the proposal of recognizing a liability prior to the appropriation being
authorized if there is a present obligation to transfer the resources. However, this represents
an operational issue (legal matter) to implement in practice. It might be against the national
laws to enter into a present obligation without having been authorized to spend the money –
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either via appropriations or via a specific budget item in an approved budget. Furthermore, it
breaks the budget-accounting integrity, and usually the integrated financial administration
system would prevent to do such postings. For these reasons, it is important to offer clarity
on the definition of “appropriation being authorized”, as this is a legal concept that could have
different meanings. It is suggested to consider the substance of this authorization and
whether it can, for example, be over-turned or withdrawn without further legal processes. In
some jurisdictions authorization by a particularly authority / legal process might be the best
indicator of the true substance of the obligation. Finally, we recognize that this operational
issue should not hinder the present obligation being recognized in the accounting. In these
cases, accounting has an indicator and correction function for malfunctioning of operational
processes.
ED 72, Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
• Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
We agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses. We do not think
there are additional disclosure requirements that should be included, because the list is
already very comprehensive. We think it might be appropriate to reduce some disclosure
requirements, especially those in which the transfer provider depends on the information that
the transfer recipient provides. We support that for the disclosure requirements that are
unnecessary, the paragraph 130 already provides some relief to preparers specifying that “a
specific disclosure requirement in this [draft] Standard needs not be satisfied if the
information is not material.”
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30 October 2020
International Public Sector Accounting Standards Board

International Federation of Accountants
277 Wellington Street West
Toronto, ON M5V 3H2

Re: Exposure Draft 72, Transfer Expenses
Thank you for the opportunity to comment on the above Exposure Draft. I am responding on
behalf of the Office of the Auditor General of Canada.
We are pleased to submit to the Board our response below to the specific questions posed in the
Exposure Draft.

Sincerely,

Lissa Lamarche, CPA, CA
Assistant Auditor General
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Specific questions posed by IPSASB:
Specific Matter for Comment 1:

The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
Yes, we agree that the scope of this [draft] Standard is clear.
Specific Matter for Comment 2:

Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring
the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
No, we do not agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance obligations.
We do not think that any distinction should be made when accounting for transfer expenses. In
our view transfer expenses with performance obligations should be accounted for in the same
way as transfer expenses without performance obligations. We think that making a distinction
between transfer expenses with performance obligations and without performance introduces
unnecessary complexity both from an accounting and budgeting perspective.
IPSAS 23 distinguished between exchange and non-exchange transactions as the primary
determination of accounting treatment which was often difficult to apply in practice. As discussed
below, we find that the distinction in this [draft] Standard between transfer expenses with
performance obligations (when transferring goods or services to a third-party beneficiary) and
transfer expenses without performance obligations will also be difficult to apply. In Canada, public
sector standards treat all transfer expenses in the same way. Once paid, all transfers are
expensed, with no possibility for deferral by the transfer provider.
While consistent with the approach taken for the revenue side, we find that this distinction from
the transfer provider perspective may not faithfully represent the substance of the underlying
transaction, especially if the transfer recipient is using this funding to fulfill its stated mandate. In
addition, we think that this approach to single out transfer expenses with performance obligations
may open the door to accounting for expenses as assets by the transferor until the transfer
recipient has delivered on its objectives. Third-party beneficiaries are often the recipients of
goods and services from government programs. Conceptually, we do not see a difference in the
substance of the underlying transaction of providing a good or service to a third-party beneficiary
versus providing a good or service that benefits third-parties but that are not specifically named in
a binding arrangement.
For example, we do not see why a transfer from a government to a housing corporation to
provide housing to third-party beneficiaries should be treated differently than a transfer from a
government to a housing corporation to provide social housing programs as in both cases thirdparties benefit from the government program. Under the proposal, the transfer expenses in the
first scenario would be accounted for as a transfer expense with performance obligations
(assuming monitoring occurs) whereby the expense would be recognized as the performance
obligation is satisfied whereas the second example would be accounted for as a transfer expense
without performance obligations whereby the expense would be accounted for at the earlier of
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when the transfer provider has a present obligation and when the transfer provider has lost
control of the resources. We do not think that these scenarios should be accounted for differently
when in reality the objectives of the funding government and transfer recipient are fundamentally
the same.
We also see a lack of clarity around whether transfer expenses with performance obligations
preclude situations where the transfer provider transfers cash to a transfer recipient that will then
distribute that cash to a third-party beneficiary to be used to acquire a good or service. For
example, the Government provides funding to a transfer recipient that provides cash benefits to
third-party beneficiaries under a government program, other than a social benefit program. It is
unclear why that scenario would be accounted for differently from a scenario where the transfer
recipient provides a good or service directly to a third-party beneficiary under a government
program.
ED 72.10 specifies (emphasis added) that the transfer recipient provides goods or services to a
third-party beneficiary and goods or services are included in the definition of a transfer expense in
ED 72.8 with a footnote that says that references to goods or services are to be read as
incorporating references to assets - of which cash is an asset. However, ED 70 does not appear
to include binding arrangements for the transfer of cash and thus it is unclear if ED 72 is meant to
include the transfer of cash for a transfer expense with performance obligations. Therefore, we
think that the IPSASB should clarify whether transfer expenses with performance obligations are
meant to include transfers of cash to third-party beneficiaries.
Related to this lack of clarity, we also see practical difficulties in applying this [draft] Standard
when multiple levels of government are involved with an ultimate third party beneficiary. For
example, the Canadian Federal Government provides funding to a province who provides funding
to a provincial agency that ultimately provides goods or services to a third party beneficiary. It is
unclear how the [draft] Standard would be applied when determining whether this is a transfer
expense with performance obligations or not.
One final area to note is the possible impact on the government’s budgeting process. We think
the proposals in this [draft] Standard will introduce unnecessary complexity in the budgeting
process because the transfer provider would now be dependent on the actions of the transfer
recipient to determine the timing of transfer expense recognition.
In conclusion, we find that the proposed distinction introduces additional complexity in accounting
for transfer expenses which may not justify the benefit for the reasons outlined above. We
question whether this distinction would represent faithfully the substance of the underlying
transaction and would lead public sector entities to amend their binding arrangements to specify
third-party beneficiaries in order to achieve a desired accounting outcome. We think that the
[draft] Standard attempts to stretch the definition of an asset in order to force symmetrical
accounting and does not consider substance over form when accounting for transfers. We would
encourage the IPSASB to reconsider its proposal in this area.
Specific Matter for Comment 3:

Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
No, we do not agree with the proposal that, unless a transfer provider monitors the satisfaction of
the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transfer should be accounted for as a transfer expense without performance
obligations because we think that all transfers should be accounted for in the same way. As noted
in our response to Specific Matter for Comment 2, we do not think that a distinction should be

478

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

-4-

Respondent 44

made between transfer expenses with and without performance obligations and we do not think
that monitoring should be linked to the concept of control.
Furthermore, we note that ED 72.13(d), AG27, and BC38 seem to imply that monitoring of the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement is the choice of the transfer provider. If the entity does not choose to monitor
satisfaction of the transfer recipient’s performance obligations, the transfer is accounted for as a
transfer expense without performance obligations. We think this approach introduces the ability
for a public sector entity to alter its operating results by choosing or not choosing to monitor
satisfaction of a transfer recipient’s performance obligations.
In BC53, IPSASB concluded that a resource would never be controlled by the transfer provider in
a binding arrangement that requires a transfer recipient to construct an asset (assuming no third
party beneficiary). However in BC31, a transfer provider does control a resource that is an
enforceable right under a binding arrangement to have goods or services transferred to a third
party beneficiary because the “transfer provider will have the means to ensure that the resource
is used to achieve the transfer provider’s objectives”. We think the same argument used to
support asset recognition in the case where there is a third party beneficiary could be applied in
the first instance and thus there is an inconsistency of the definition of control being applied in
these two transfer type scenarios; we do not believe that the case for control has been made in
either fact pattern.
In our view, the existence of a third-party beneficiary does not change the relationship between
the transfer provider and the transfer recipient and thus should not lead to a different accounting
treatment. We note, however, that IPSASB’s conclusion with respect to whether control exists is
further dependent on whether the transfer provider chooses to monitor the satisfaction of the
performance obligations. The argument seems to further link the concept of control to the
monitoring criterion because without it, the transfer provider is required to account for the
resource as a transfer expense without performance obligations (i.e. no control exists). For asset
recognition, we believe that linking monitoring to control in this manner equates to determining
control on the basis of whether an entity chooses to exercise control or not. Control should be
independent of whether or not an entity chooses to exercise its control. In other words, control is
a matter of fact and should not be determined based on a choice as this could lead to
manipulation or bias in financial reporting. We encourage IPSASB to reconsider whether allowing
the transfer provider to decide to exercise control or not conflicts with the theory underlying the
asset definition.
Notwithstanding our position on monitoring, the proposal does not mention the level of monitoring
required nor provide any guidance on this important element. We think that some public sector
entities may be biased to recognize an asset for transfer expenses when it suits them and thus it
would be important for the IPSASB to provide sufficient guidance around the issue. We believe
this should include the level and detail of monitoring that would be required in order to ensure that
it is consistently applied only when certain elements are present to avoid the manipulation of
results to achieve a desired outcome. At a minimum, we think IPSASB should consider
articulating the following aspects with respect to monitoring in the illustrative examples:




The type of monitoring that would be considered acceptable and how it would be
evidenced. For example, whether the third-party beneficiary would need to attest to the
performance or whether attestation from the transfer recipient would be sufficient.
Whether the monitoring activities would need to be detailed in the binding arrangement or
whether they could be detailed outside of the binding arrangement.
Distinguishing “monitoring activities” from standard reporting clauses in binding
arrangements.

Finally, should the IPSASB decide to continue with its proposal to account for transfer expenses
with performance obligations and monitoring when (or as) the transfer recipient satisfies the
performance obligation, we recommend that the IPSASB include a requirement for a transfer
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provider to decide its approach to monitoring at the inception of the transfer and consistently
apply that approach for the duration of the arrangement. We think this approach will help prevent
transfer providers from changing their accounting by stopping and restarting the monitoring of a
recipient’s progress with its performance obligation.
Specific Matter for Comment 4:

This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
We do not agree with the recognition and measurement requirements for transfer expenses with
performance obligations. As stated earlier, we think that all transfer expenses should be
accounted for in the same way. In our view transfer expenses with performance obligations
should be accounted for in the same way as transfer expenses without performance obligations.
The Public Sector Performance Obligation Approach proposed in the ED makes a direct link
between the transfer provider and the third-party beneficiary that is receiving the good or service.
Unlike the link between a purchaser of goods or services and a provider of goods or services,
there is no direct link between a transfer provider and a third-party beneficiary who is not a party
to the binding arrangement. In order to contemplate whether the definition of an asset is met, we
think that a direct relationship is necessary. In the absence of a direct relationship, the
transferring government does not receive economic value in return for the transfer. In addition, by
linking expense recognition to the achievement of a transfer provider’s objectives, it may open the
door to the recognition of other government expenses as assets until such time as the
government has met its objectives.
The IPSAS Conceptual Framework defines an asset in paragraph 5.6 as a “resource presently
controlled by the entity as a result of a past event.” ED 72.BC28 argues that since “the goods or
services being transferred will allow the transfer provider to meet its objectives”, the “right to have
goods or services transferred to the specified third parties will satisfy the definition of a resource
as that right will be an item with service potential”. BC 31 goes on to state that control arises from
the “enforceable right under the binding arrangement” which provides the transfer provider with
“the means to ensure that the resource is used to achieve the transfer provider’s objectives”. In
our view, this argument around control could be equally argued for a transfer expense without
performance obligations and thus we do not see justification for a difference in accounting
treatment. In fact, we find that the rationale provided that justifies recognition of an asset
stretches the definition of an asset and could be used to justify the recognition of other
government expenses, which allow the transfer provider to meet its objectives, to be recognized
as assets until the objectives have been met.
While we agree that the transferring government might control the funding itself, we do not
support accounting for the funding differently depending on whether the transfer has performance
obligations to third parties or not. In addition, we do not agree that a right to have resources
delivered to a third-party represents an item with service potential for the transferring government
as outlined in paragraph 5.7 of the IPSAS Conceptual Framework as there is no direct economic
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benefit to the transfer provider as a result of the transfer. While we agree that a good or service
provided to a third-party enables an entity to achieve its objectives, we do not agree that the right
to have goods or services transferred to a third-party embodies that same service potential nor
should be used to justify recognition of an asset once payment has been made. As a result, we
do not agree that the definition of an asset is met for the transfer provider.
Notwithstanding our position on this matter that all transfer expenses with or without performance
obligations meet the definition of an expense rather than an asset, we would prefer that IPSASB
use the “other resource” category outlined in the Conceptual Framework if they wish to pursue
this accounting. We find this approach to be more transparent than trying to stretch the definition
of an asset.
We note, however, that AG95 does allow for the recognition of an asset by a transfer provider in
the narrow circumstance whereby a transfer provider retains control of the resource prior to the
point in which the transfer provider has a present obligation to make the payment. With the
exception of this narrow circumstance, we do not agree that an asset should be recognized for
any transfers once payment has been made.
Specific Matter for Comment 5:

If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
As noted in our response to Specific Matter for Comment 2 and 3, we think there will be practical
difficulties as follows:




Distinguishing between transfer expenses with and without performance obligations when
the transfer recipient is simply fulfilling its mandate. We also see practical difficulties in
applying this [draft] Standard when multiple levels of government are involved with an
ultimate third party beneficiary. For example, the Canadian Federal Government provides
funding to a province who provides funding to a provincial agency that ultimately provides
goods or services to a third party beneficiary. It is unclear how the [draft] Standard would
be applied when determining whether this is a transfer expense with performance
obligations or not. We do not think that such a distinction should be made as it may result
in different accounting for transfers that are substantively the same.
Monitoring the satisfaction of the transfer recipient’s performance obligations. Additional
guidance should be provided to clearly distinguish between the level and nature of
monitoring.

We also find that the structure of the standard is cumbersome and difficult to follow given the
volume of requirements devoted to accounting for transfer expenses with performance
obligations. We think there may be an opportunity to further streamline the standard.
Specific Matter for Comment 6:

This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations
at the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s
view that any future benefits expected by the transfer provider as a result of the
transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
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the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
Yes, we agree with the recognition and measurement requirements for transfer expenses without
performance obligations. However, we view this circumstance as a narrow exception. As such,
we think that IPSASB should more clearly define the circumstances in which this prepayment
would apply otherwise we see a risk of manipulating the clauses of agreements in order to avoid
recording an expense right away.
However, we note that paragraphs 98 and 99 as well as paragraphs AG98 to AG102 of ED 72
address transfer expenses without performance obligations subject to appropriations, requiring
the transfer provider to consider substance over form in determining whether it has a present
obligation to transfer resources prior to the appropriation being fully authorized. As noted in our
response to Specific Matter for Comment 8, the authority to pay has been a particularly
challenging area under Canadian public sector accounting standards. We think that IPSASB
should consider explicitly linking the concepts in this ED to the additional guidance found in
Chapter 5 of the IPSAS Conceptual Framework which discusses liability recognition.
While we acknowledge that this ED provides some guidance in this area, we find that the
guidance and illustrative examples do not go far enough to help users sufficiently make the
substance over form assessment. The illustrative examples seem to be very black and white
when in reality the situations are not as clear. We think that the IPSASB should expand the
guidance and develop more illustrative examples to include factors that could be considered
when assessing substance over form rather than simply referring back to the standard which
does not provide further application guidance. Without such guidance, we believe this could lead
to differences in application and interpretation similar to what we have seen in the past for entities
following Canadian public sector accounting standards.
Specific Matter for Comment 7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources. ED
71, Revenue without Performance Obligations, proposes that where a transfer recipient has
present obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may recognize an expense
earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Yes, we agree that this lack of symmetry is appropriate.
In our view symmetrical accounting should not be the focus since a transfer provider and a
transfer recipient may not have the same evidence to support recognition of revenue or expense.
The recognition of revenues and expenses should reflect the substance of the transaction from
the viewpoint of each party involved which may not result in symmetrical accounting.
Specific Matter for Comment 8:

This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized.
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Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
Yes, we agree with this proposal.
We are pleased to see that the IPSASB has specifically addressed appropriations in the
proposed standard as this is a particularly challenging issue for Canadian public sector entities.
While the ED provides some guidance in relation to the need to assess substance over form, we
find that it does not go far enough as noted further in our response to Specific Matter for
Comment 6 above.
The illustrative examples (IE188 – IE192) seem to be black and white and thus it is difficult to see
what factors were considered when assessing substance over form in the various circumstances.
In the Canadian Federal Government, it is customary for multi-year funding arrangements to
include an appropriation clause, which typically states that future transfers under the agreement
are subject to there being a Parliamentary appropriation for the fiscal year in which the payment
is to be made. There has been much debate as to whether this clause has substance when the
government has always paid once the recipient has met its obligations under the arrangement.
One could conclude that form does not equal substance unless the government has previously
not paid. One could equally conclude that form equals substance until the government has acted
in a way that would lead you to conclude otherwise. The accounting treatment is very different
depending on the perspective taken.
We also note that in some Canadian jurisdictions it is common for governments to fund large
infrastructure projects over periods far longer than the period for which eligible expenditures
might occur. For example, a government may fund an infrastructure project for the next 20 years
that is subject to an annual appropriation. Eligible expenditures under the agreement occur over 5
years. The transfer provider recognizes 1/20 of the funding each year for 20 years, whereas the
eligible expenditures were incurred in years 1 to 5 and it is a matter of public record that the
government funded the project. When the government has always paid the transfer recipient
under these large infrastructure projects, it is a matter of public record that the government has
provided funding for the project, and the eligible expenditures have already been incurred, these
circumstances may be an indication that the government has lost control of the transfer and thus
the appropriation clause has no substance.
We think that the IPSASB should further explore these and similar situations in order to develop
some helpful criteria for assessing whether appropriation clauses in binding arrangements have
substance or not. As noted in our response to Specific Matter for Comment 6, we think that
IPSASB should consider explicitly linking the concepts in this ED to the additional guidance found
in Chapter 5 of the IPSAS Conceptual Framework which discusses liability recognition. Without
such additional guidance on assessing substance over form, the principles will be difficult to apply
consistently in practice.
Specific Matter for Comment 9:

This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations,
to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
483

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

-9-

Respondent 44

We have no comments on this Specific Matter for Comment.
Other considerations:
Structure of the [draft] Standard:
We agree with the approach taken in the ED and that the structure and broad principles and
guidance are logically set out with the exception that some improvements could be made to the
references within the ED. For example, the [draft] Standard itself sometimes makes reference to
application guidance paragraphs, but not in all cases. One such example is ED 72.AG24-AG25
which covers paragraphs 11-89 but there is no cross-reference to these application guidance
paragraphs in any of those paragraphs within the [draft] Standard. We think it would enhance
clarity if there were two-way references between the [draft] Standard and the application
guidance section in all cases. This would help users more easily navigate and apply the [draft]
Standard. Consideration could also be given in doing the same thing with the illustrative
examples.
Other editorial comments:
In IE190-192, there appears to be a typo in the paragraph references. The reference to
paragraphs 91-97 should be 91-99.
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(NBAA)
THE NATIONAL BOARD OF ACCOUNTANTS AND AUDITORS
TANZANIA
TEL NOS:
E-MAIL:
WEBSITE:

+255 26 2963318-9
info@nbaa.go.tz
www.nbaa.go.tz

NATIONAL AUDIT OFFICE “AUDIT HOUSE”,
8TH FLOOR, 4 UKAGUZI ROAD,
P. O. BOX 1271,
41104 TAMBUKARELI,

DODOMA, TANZANIA

Date: 30th October, 2020
Chief Executive Officer,
International Federation of Accountants,
International Public Sector Accounting Standard Board,
529 5th Avenue
New York, New York 10017.
Dear Sir/Madam
RE: COMMENTS ON EXPOSURE DRAFT 72 – TRANSFER EXPENSE
Refer to the heading above.
NBAA as the PAO responsible for the professional training, development and regulation of the
accountancy profession in Tanzania and as the member board of the International Federation
of Accountants welcomes the opportunity to provide you with our comments on the Exposure
Draft no. 72 – Transfer Expenses.
In principle, we are supportive with all of the proposals in ED 72, however, with the following
issue entailed below additional help is expected to be brought about by the Board:
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope
or definition of transfer expense would you make?
Yes: We do agree that the scope is clear.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance obligations,
mirroring the distinction for revenue transactions proposed in ED 70, Revenue with
Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
Yes: We do agree with the proposals.
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Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of
the binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
Yes: We do agree with the proposal.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
Yes: We do agree but in part (b) the transfer provider should recognize expense as soon as
transfer to transfer recipient is executed and not when the transfer recipient transfer the goods
to third-party beneficiaries.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
Yes: there will be practical difficulties with applying recognition criteria provided on the aspect
that transfer provider would be facing difficulties in monitoring transfer recipients especial
when there are many transfer recipients and determine when they have transferred the goods
to third party-beneficiaries for them to recognize an expense.
We recommend for the expense to be recognized as soon as the transfer provider have
transferred the expense to the transfer recipient.
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations
at the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s
view that any future benefits expected by the transfer provider as a result of the transaction
do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
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Yes: We do agree with the proposal.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the
transfer provider has a present obligation to provide resources, or has lost control of those
resources. ED 71, Revenue without Performance Obligations, proposes that where a transfer
recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Yes: We do agree the lack of symmetry is appropriate.
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations,
the transfer provider needs to consider whether it has a present obligation to transfer resources,
and should therefore recognize a liability, prior to the appropriation being authorized. Do you
agree with this proposal?
If not, why not? What alternative treatment would you propose?
Yes: We do agree with the proposal.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
Yes: We do agree that the disclosure requirements are appropriate.

NBAA Dar es Salaam Branch: Mhasibu House, Bibi Titi Mohamed Street,
P. O. Box 5128, Dar Es Salaam, Tanzania Tel: +255 22 2211890-9
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Postal Address
PO Box 204
Collins Street West VIC 8007
Telephone: (03) 9617 7600

Mr Ross Smith
Program and Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
(submitted via the IPSASB website)
29 October 2020
Dear Ross,
IPSASB Exposure Drafts 70 – 72
The Australian Accounting Standards Board (AASB) is pleased to provide its comments on Exposure
Draft 70 Revenue with Performance Obligations (ED 70), Exposure Draft 71 Revenue without Performance
Obligations (ED 71) and Exposure Draft 72 Transfer Expenses (ED 72).
Overall, the AASB supports the proposals in ED 70. Appendix A to this letter includes the AASB’s
responses to the Specific Matters for Comment in ED 70.
In respect of ED 71, the AASB reached a different conclusion to the International Public Sector
Accounting Standards Board’s proposals when developing its own income Standard for not-for-profit
entities – AASB 1058 Income of Not-for-Profit Entities (December 2016) – and Australian implementation
guidance for not-for-profit entities for AASB 15 Revenue from Contracts with Customers (Appendix F). At
the time, the AASB decided that, subject to any related amounts recognised under other applicable
Standards (such as AASB 9 Financial Instruments, AASB 15 and AASB 137 Provisions, Contingent Liabilities
and Contingent Assets), an inflow arising from a transaction without performance obligations should be
recognised as income when the inflow satisfies the recognition criteria for an asset (with an exception for
certain capital transfers). Appendix B to this letter includes the AASB’s rationale in response to Specific
Matter for Comment 1.
The AASB generally supports the proposals in ED 72 but has concerns regarding the potential practical
difficulties and compliance costs for a transfer provider in monitoring a transfer recipient’s satisfaction of
its performance obligations under a binding arrangement. The AASB is also of the view that more
guidance is needed to explain the interaction between an IPSAS based on ED 72 and other IPSASB
Standards (such as IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets and IPSAS 42 Social
Benefits). The AASB’s responses to the Specific Matters for Comment in ED 72 are set out in Appendix C.
The Exposure Drafts were not explicitly exposed for comment in Australia by the AASB, although they
were linked to the AASB website. The AASB has consulted selected stakeholders in developing its
submission. Some Australian stakeholders may comment directly to the IPSASB.
If you have any questions regarding this submission, please contact myself or Clark Anstis, Technical
Principal (canstis@aasb.gov.au).
Yours sincerely,

Dr Keith Kendall
AASB Chair
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APPENDIX A
The AASB’s responses to the Specific Matters for Comment in
ED 70 Revenue with Performance Obligations
The AASB’s views on the specific matters for comment in ED 70 are set out below.
Specific Matter for Comment 1:
Binding arrangements
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers. Because in some
jurisdictions public sector entities may not have the power to enter into legal contracts, the IPSASB
decided that the scope of this Exposure Draft would be based around binding arrangements.
Binding arrangements have been defined as conferring both enforceable rights and obligations on
both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to the scope of
the Exposure Draft or the definition of binding arrangements would you make?
The AASB agrees that the scope of ED 70 is clear.
Paragraph F12 of AASB 15 Revenue from Contracts with Customers provides additional examples of
terms in an agreement that may result in enforceable rights and obligations, which could be added to the
Application Guidance on enforceability in paragraphs AG13–AG24 of ED 70.
The AASB disagrees with paragraph AG24 of ED 70 (and paragraph 24 of ED 71) that if past experience
indicates that the transfer provider never enforces an arrangement if a breach occurs, then the transfer
recipient may conclude that the arrangement is not enforceable in substance. The AASB noted in
paragraph F16 of AASB 15 that “The identification of an agreement as being enforceable by another
party … does not require a history of enforcement of similar agreements by the customer or even an
intention of the customer to enforce its rights. A customer might choose not to enforce its rights against
an entity. However, that decision is at the customer’s discretion, and does not affect the enforceability of
the customer’s rights. Enforceability depends solely on the customer’s capacity to enforce its rights.”
Specific Matter for Comment 2:
Transfer revenue definitions
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses, because there is an
interaction between them. Although there is an interaction between the three Exposure Drafts,
the IPSASB decided that even though ED 72 defines transfer expense, ED 70 did not need to define
“transfer revenue” or “transfer revenue with performance obligations” to clarify the mirroring
relationship between the exposure drafts. The rationale for this decision is set out in paragraphs
BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer revenue
with performance obligations”? If not, why not?
The AASB agrees with the reasons explained in paragraph BC21 that it is not necessary to define
“transfer revenue” or “transfer revenue with performance obligations” to clarify the mirroring
relationship between the Exposure Drafts. The terms and related definitions alone would not explain the
interaction between the Exposure Drafts. For example, the Exposure Drafts propose asymmetrical
treatment in some circumstances, which would not be affected by including transfer revenue definitions
that mirrored the transfer expense definitions.
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The AASB notes that it is not essential to have symmetrical accounting between the transfer provider
and the transfer recipient for revenue and expenses arising from a binding arrangement. Their
accounting treatment should be based on the perspective of each entity.
Specific Matter for Comment 3:
Dual revenue components
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on revenue
with performance obligations and ED 71 on revenue without performance obligations—the IPSASB
decided to provide guidance about accounting for transactions with components relating to both
exposure drafts. The application guidance is set out in paragraphs AG69 and AG70.
Do you agree with the application guidance? If not, why not?
The AASB agrees with the application guidance set out in paragraphs AG69 and AG70.
The AASB provided a pragmatic approach in the last sentence of AASB 15 paragraph F30 to assessing the
materiality of such “donation” components in balancing the costs and benefits of separately recognising
those components. Under the AASB’s approach, materiality is assessed in relation to each contract, and
is not reassessed subsequently (e.g. at the end of the financial year) at an aggregate or portfolio level.
Adopting such an approach would avoid undue costs that entities might incur if reassessment was
required.
Specific Matter for Comment 4:
Disclosure requirements
The IPSASB decided that this Exposure Draft should include the disclosure requirements that were
in IFRS 15. However, the IPSASB acknowledged that those requirements are greater than existing
revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS 15, and that no
disclosure requirements should be removed? If not, why not?
The AASB agrees that the disclosure requirements should be aligned with those in IFRS 15. The AASB
concurs with the IPSASB’s reasons explained in paragraph BC48 that since all of the concepts from
IFRS 15 on recognition and measurement of revenue have been retained in the proposals in ED 70, there
is no public-sector-specific reason to remove any of the disclosure requirements.
Specific Matter for Comment 5:
Disclosures for compulsory transactions
In developing this Exposure Draft, the IPSASB noted that some public sector entities may be
compelled to enter into binding arrangements to provide goods or services to parties who do not
have the ability or intention to pay. As a result, the IPSASB decided to add a disclosure
requirement about such transactions in paragraph 120. The rationale for this decision is set out in
paragraphs BC38–BC47 and BC50.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for disclosure
of information on transactions which an entity is compelled to enter into by legislation or other
governmental policy decisions? If not, why not?
The AASB notes that the proposed disclosure requirements in paragraph 120 are more extensive than
IFRS 15 requires of for-profit entities that have price concessions. However, the additional disclosures
might be justified if users of financial statements are interested in this information for public sector
entities where such transactions are prevalent and material, as stipulated in paragraph BC40 of ED 70.
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APPENDIX B
The AASB’s response to Specific Matter for Comment 1 in
ED 71 Revenue without Performance Obligations
The AASB’s views on Specific Matter for Comment 1 in ED 71 are set out below.
Specific Matter for Comment 1:
Determining when a transfer recipient has a present obligation
The ED proposes that a present obligation is a binding obligation (legally or by equivalent means),
which an entity has little or no realistic alternative to avoid and which results in an outflow of
resources. The IPSASB decided that to help ascertain whether a transfer recipient has a present
obligation, consideration is given to whether the transfer recipient has an obligation to perform a
specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard, Revenue
without Performance Obligations, a specified activity and eligible expenditure give rise to present
obligations? Are there other examples of present obligations that would be useful to include in the
[draft] Standard?
The AASB reached a different conclusion to the proposals in ED 71 when developing its own income
Standard for not-for-profit entities, AASB 1058 Income of Not-for-Profit Entities (December 2016). In
accordance with its transaction neutrality policy, the AASB decided that the financial reporting of notfor-profit entities should align with the principles in AASB 15 (IFRS 15) Revenue from Contracts with
Customers where relevant (subsequently augmented by AASB 2016-8 Amendments to Australian
Accounting Standards – Australian Implementation Guidance for Not-for-Profit Entities). AASB 1058 was
developed to prescribe the accounting treatment of income of not-for-profit entities for certain
transactions that are not in the scope of AASB 15. The AASB’s rationale in developing AASB 15 and
AASB 1058 is outlined below for the IPSASB’s information.
Inflows arising from transactions without sufficiently specific performance obligations
ED 71 proposes that a transfer recipient would have a liability to transfer resources to another party
where it is required to perform a specified activity or incur an eligible expenditure that is not a
performance obligation. The AASB notes that this is different from the approach in AASB 1058.
The AASB concluded that under the principles of AASB 15, in general, a contract liability exists (i.e.
revenue is deferred) for consideration received where an entity has a contractual obligation to transfer
control of specified goods or services. As required by paragraph 10 of AASB 1058, the AASB concluded
that – subject to any related amounts recognised under other applicable Standards (such as contract
liabilities under AASB 15 and provisions under AASB 137 Provisions, Contingent Liabilities and Contingent
Assets) – an inflow arising from a transaction without sufficiently specific performance obligations should
be recognised as income when the inflow satisfies the recognition criteria for an asset. (AASB 1058
includes an exception to this approach for transfers to enable an entity to acquire or construct a
recognisable non-financial asset to be controlled by the entity, which is explained below.)
The AASB considered there might be situations where an inflow of resources has terms and conditions
that give rise to a liability (or income/revenue or equity) for the transfer recipient under other applicable
Australian Accounting Standards. Therefore, the AASB decided that AASB 1058 should operate on a
‘residual’ basis – i.e. apply other applicable Australian Accounting Standards first, such as AASB 137 and
AASB 9 Financial Instruments, before recognising the residual amount as income (AASB 1058
paragraph 10). Other than transfers to enable an entity to acquire or construct a recognisable non-
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financial asset to be controlled by the entity (AASB 1058 paragraphs 15–17), the AASB did not establish
new liability recognition requirements in AASB 1058.
Does a requirement to perform a ‘specified activity’ or to incur ‘eligible expenditure’ always give rise to a
liability for the transfer recipient?
The AASB notes the guidance in paragraphs 5.14–5.18 of the IPSASB’s Conceptual Framework and
paragraphs 18 (the definition of an obligating event) and 27 of IPSAS 19 Provisions, Contingent Liabilities
and Contingent Assets appear to stipulate that for a liability to exist for the transfer recipient there must
be:
(a)

an obligation owing to another party as a result of a past event (although it is not essential to know
the identity of the party to whom an obligation is owed);

(b)

an obligation that presently exists and is independent of the transfer recipient’s future actions – i.e.
the transfer recipient has little or no realistic alternative to avoid the outflow/transfer of resources
independently of its future actions; and

(c)

a present entitlement for another party to receive the outflow/resources.

It is not clear in ED 71 why a requirement to perform a ‘specified activity’ or to incur ‘eligible
expenditure’ would always give rise to a liability for the transfer recipient, when the transaction is not
considered a liability under the IPSASB Standards stated in paragraph 3 of ED 71 (the scope exclusions)
and does not have performance obligations under ED 70.
The AASB acknowledges that cash or other resources would eventually need to be paid or provided by
the transfer recipient to another party or parties to pay for the goods or services that the other parties
would provide, to comply with the conditions of the arrangement (or else the cash or other resources
would need to be returned to the transfer provider). However, this “obligation to pay cash or resources”
arises only when a separate arrangement is entered into with another party to provide goods or services,
and not at the point when the transfer recipient recognises an asset on obtaining control of the transfer
resource. The separate arrangement is the past event that gives rise to that obligation, not the initial
arrangement with the transfer provider. Recognition of the transfer resource as revenue should not
depend on the transfer recipient entering subsequent separate arrangements with other parties and
satisfying its obligations under those arrangements.
In addition, in accordance with AASB 1058 paragraph B14, when the transfer recipient obtains control of
the transfer resource, the transfer recipient does not have a present obligation to return the resource to
the transfer provider. This is because, at that point in time, the transfer provider does not have a present
entitlement to a refund from the transfer recipient. An entitlement to a refund only arises for the
transfer provider when the transfer recipient fails (or expects to fail) to satisfy the terms and conditions
of the transfer, that is, it depends on the transfer recipient’s future actions. This is consistent with the
approach to refund obligations in paragraph 55 of AASB 15 (and ED 70, paragraph 54).
Capital transfers
When developing AASB 1058, the AASB considered whether a ‘specified activity’ arising from a transfer
to enable an entity to acquire or construct a non-financial asset to be controlled by the entity (called
‘capital transfers’ in ED 71) would give rise to a liability to other parties. The AASB concluded that it
would not be appropriate to treat the requirement to acquire or construct a non-financial asset to be
controlled by the entity as an obligation owing to another party.
The AASB noted that a capital transfer does not give rise to a performance obligation as there is no
requirement for the transfer recipient to transfer a good or a service to another party (as would be
required under paragraph 22 of AASB 15). Therefore, capital transfers would not be in the scope of
AASB 15.
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Although ED 71 proposes the same accounting outcome as AASB 1058 regarding capital transfers (except
for capital transfers to acquire or construct an unrecognisable non-financial asset, addressed below), the
IPSASB’s rationale is different to the AASB’s rationale in AASB 1058. The AASB took the view that the
transfer provider had intended to transfer a recognisable non-financial asset to the transfer recipient for
use by the entity itself. Accordingly, the AASB decided that the timing of income recognition should
reflect how the transfer recipient “receives” the recognisable non-financial asset, rather than the receipt
of the cash or other financial asset to construct or acquire the asset (AASB 1058 paragraph BC98).
The AASB considered that receiving such transfers would not give rise to an obligation owing to another
party. Consequently, the AASB made an exception for this type of capital transfer, with the result that
AASB 1058 (paragraphs 15–17) requires the transfer recipient to initially recognise a liability so that the
timing of income recognition is aligned with how the transfer recipient directly receives the recognisable
non-financial asset.
The transfer recipient would capitalise an asset as resources are used to acquire or construct the nonfinancial asset. Therefore, there would likely be no reduction in the transfer recipient’s net assets when
fulfilling the requirements of a capital transfer. In this case, there is no net outflow of resources, but
rather a change in the form of the resources controlled by the entity (from cash or another financial
asset to a non-financial asset). Therefore, the definition of a liability – which requires an outflow of
resources – is not met.
Transfers to acquire or construct unrecognisable non-financial assets
When developing AASB 1058, the AASB considered extending the capital transfer accounting treatment
to transfers received where the non-financial asset to be acquired or constructed would meet the
definition of an asset but would not be permitted to be recognised by an Australian Accounting
Standard. The AASB considered transfers for specified research activities as an example, given that
AASB 138 Intangible Assets does not permit the recognition of an entity’s research activities as an asset.
The AASB concluded that the exception in paragraphs 15–17 of AASB 1058 for recognising a liability for
capital transfers in order to align income recognition with how the transfer recipient directly receives the
non-financial asset should not be extended to transfers in respect of unrecognisable non-financial assets.
The AASB was concerned that extending the exception in this manner would:
(a)

create ambiguity in the distinction between a service and a good, and lack of clarity as to whether
an implicit good component in a contract needs to be separately identified from the service. The
AASB observed that many service contracts in both the not-for-profit and for-profit sector arguably
give rise to (unrecognised) knowledge or expertise to the service renderer;

(b)

result in a lack of comparability, as some constituents may contend that all the value in such a
contract is attributable to the unrecognised good acquired; while others contend that the value
remains with the service rendered (ie the good is an incidental product that the customer does not
value in entering the contract). Yet others may contend that some apportionment is appropriate;

(c)

be seen as being inconsistent with the AASB’s decision not to extend the accounting specified by
AASB 15 to all transactions of not-for-profit entities, regardless of whether a contract with a
customer exists. The AASB could not see a clear distinction why the accounting should differ
between transactions that through the conduct of an activity result in incidentally gaining control
of intellectual property assets, and an arrangement to deliver services for which income may be
recognised immediately in accordance with this Standard; and

(d)

create confusion as to whether AASB 1058 would allow certain intangible assets to be recognised,
where their recognition is otherwise prohibited.

Consequently, the accounting set out in paragraphs 15–17 of AASB 1058 is limited to transactions that
will result in a recognisable non-financial asset controlled by the entity.
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Indication of past experience or knowledge in the context of the enforceability of binding
arrangements
As noted in the AASB’s response to SMC 1 of ED 70, the AASB disagrees with ED 71 paragraph 24 that if
past experience or knowledge indicates that the transfer provider never enforces an arrangement if a
breach occurs, then the transfer recipient may conclude that the arrangement is not enforceable in
substance. The enforceability of a binding arrangement depends solely on the transfer provider’s
capacity to enforce its rights under the arrangement.
Specific Matters for Comment 2 – 7
Given the response to SMC 1, the AASB does not express a view on the other Specific Matters for
Comment in ED 71.
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APPENDIX C
The AASB’s responses to the Specific Matters for Comment in
ED 72 Transfer Expenses
The AASB’s views on the specific matters for comment in ED 72 are set out below.
Specific Matter for Comment 1:
Scope of ED 72
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
The AASB does not agree that the scope of ED 72 is clear. The AASB considers the scope as detailed in
paragraphs 3-5 of ED 72 might be difficult to apply consistently in practice, since for some transactions it
will not be clear whether a Transfer Expenses Standard or another IPSAS should be applied. This may
lead to diverse outcomes, with public sector entities applying different IPSAS to arrangements that may
be economically similar in substance.
For example, the JobKeeper scheme in Australia, administered by the Australian Taxation Office (ATO),
supports businesses during the COVID-19 pandemic to retain their employees by subsidising their salary
and wages. Eligible businesses are required to register with the ATO to receive these payments for their
eligible employees. There might be different views on whether the predominant objective of the scheme
is to support the employers (via subsidy of their expenses) or to support employees and their household
income during the pandemic (i.e. mitigating social risks). A transfer provider would have to apply its
judgement to determine whether to account for the transfer as a transfer expense or other transactions,
such as social benefits.
The AASB therefore recommends the IPSASB develop application guidance to assist transfer providers to
determine which IPSAS to apply in situations where multiple Standards appear to be relevant. The AASB
also recommends adding IPSAS 32 Service Concession Arrangements: Grantor to paragraph 5 of ED 72 to
clearly exclude service concession arrangements from the scope of ED 72 to avoid confusion.
Specific Matter for Comment 2:
Distinguishing transfer expenses with and without performance obligations
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring
the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
The AASB generally agrees with the approach in ED 72 to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations. This would be similar
to the distinction, based on performance obligations, proposed in EDs 70 and 71 and also applied under
Australian Accounting Standards for the recognition of revenue or income by not-for-profit entities,
through AASB 15 Revenue from Contracts with Customers and AASB 1058 Income of Not-for-Profit
Entities.
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Specific Matter for Comment 3:
Transfer provider monitoring of transfers with performance obligations
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?
The AASB agrees with the IPSASB’s reasoning that monitoring would enable a transfer provider to
acquire reliable information about when to recognise a transfer expense. However, the approach could
mean that arrangements with the same nature might be accounted for differently depending only on
whether the transfer provider chooses to monitor the satisfaction of performance obligations by the
transfer recipient.
Nevertheless, it would not be appropriate for a transfer provider to attempt to recognise transfer
expenses based on assumptions as to the transfer recipient’s satisfaction of performance obligations.
That approach would most likely not result in a faithful representation of the transfer provider’s binding
arrangement assets and transfer expenses. The AASB therefore agrees with the proposal in ED 72 that
the transfer should be accounted for as a transfer expense without performance obligations in such
circumstances.
The diagram in paragraph IG1 in ED 72 that summarises the accounting for transfer expenses does not
portray the effect of the transfer provider monitoring (or not monitoring) the transfer recipient
satisfying the performance obligations under an arrangement. The diagram should be revised for this.
The diagram is also confusing in the way it presents the recognition of transfer expenses without
performance obligations, based on the earlier of when the transfer provider (a) has a present obligation
to transfer resources and (b) transfers the resources to the transfer recipient. The suggested
amendments to the diagram are shown in the following diagram:
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Specific Matter for Comment 4:
Recognition and measurement of transfer expenses with performance obligations
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses with performance obligations:
(a)

A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and

(b)

A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
The AASB agrees conceptually with the recognition and measurement requirements for transfer
expenses with performance obligations.
The transfer provider’s rights under a binding arrangement to have the transfer recipient transfer agreed
goods or services to third-party beneficiaries furthers the objectives of the transfer provider and justifies
the initial recognition of an asset.
Since the transfer provider is monitoring the transfer recipient’s satisfaction of its performance
obligations, the transfer provider will have sufficient information with which to measure and recognise
the decrease in the asset and the incurrence of transfer expenses, in accordance with the Public Sector
Performance Obligation Approach (PSPOA).
Specific Matter for Comment 5:
Practical difficulties re recognition and measurement of transfer expenses with performance
obligations
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
The AASB recommends the IPSASB develop application guidance on monitoring processes to assist
transfer providers. It is not clear in ED 72 whether a point-in-time assessment (e.g. at the end of the
financial year) or some other periodic assessment would be sufficient, and if so, how frequent that might
need to be.
The AASB notes that there are potential practical difficulties and compliance costs for the transfer
provider in monitoring the transfer recipient’s satisfaction of performance obligations throughout the
duration of a binding arrangement. The AASB is of the view that continuous or periodic assessment of
the progress and quality of the transfer recipient’s performance could be costly for transfer providers,
particularly if there is no readily available system for performing such assessments.
Additional compliance and administration costs could arise for transfer providers to:
(a) clearly identify whether a transfer transaction imposes a performance obligation or a present
obligation that is not a performance obligation on the transfer recipient, if the proposals in ED
71 are adopted;
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(b) identify whether there are distinct performance obligations in the transfer transaction and
allocate the transfer amount to each of the distinct performance obligations; and
(c) obtain and apply sufficient information from the transfer recipient to monitor the extent of the
satisfaction of the performance obligations, particularly if the transfer recipient accounts for
the obligations on a different basis or has a different reporting date (or a project completion
date) to the transfer provider.
Potential variations in how transfer recipients measure the satisfaction of performance obligations could
lead to inconsistency in how similar arrangements are recognised by the transfer provider.
Where a transfer recipient is not required to comply with the requirements proposed in ED 70 (or similar
requirements) in its financial statements, there could also be an increased cost for the transfer recipient
to understand the information needs of the transfer provider and to prepare the required information,
to enable the transfer provider to satisfy the PSPOA requirements proposed in ED 72.
Specific Matter for Comment 6:
Recognition and measurement of transfer expenses without performance obligations
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a)

A transfer provider should recognize transfer expenses without performance obligations at
the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s view
that any future benefits expected by the transfer provider as a result of the transaction do
not meet the definition of an asset); and

(b)

A transfer provider should measure transfer expenses without performance obligations at
the carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
The AASB generally agrees with the recognition and measurement requirements for transfer expenses
without performance obligations. However, the AASB has some specific comments.
First, the guidance in ED 72 for transfer expenses without performance obligations made as a series of
transfers of resources appears to be insufficient. Paragraph 97 of ED 72 requires a transfer provider to
apply paragraphs 91-94 to each transfer of resources to determine whether an expense should be
recognised. However, paragraphs 91-94 do not address the timing of recognising the present obligation
for each transfer of resources. It is unclear whether the transfer provider should recognise an expense
and a liability at the beginning of the arrangement only for the next transfer or for some or all of the
transfers. This lack of guidance may lead to inconsistent treatment for transfer expenses without
performance obligations made as a series of transfers of resources. The AASB recommends the IPSASB
provide further guidance on this issue.
Second, the subsection for the subsequent measurement of other non-contractual payables (paragraph
120) appears to be outside the scope of the ED, as it addresses payables that do not meet the definition
of a transfer expense. Consequential amendments could instead be made to another IPSAS, such as
IPSAS 19.
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Specific Matter for Comment 7:
Asymmetry in recognising transfers with present obligations
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources. ED 71,
Revenue without Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it satisfies those
present obligations. Consequently, a transfer provider may recognize an expense earlier than a
transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
As noted in Appendix B, the AASB had reached a different conclusion to the proposals in ED 71 when
developing its own Standards.
The AASB generally considers that asymmetry in the accounting by transfer providers versus transfer
recipients is appropriate, if it reflects the differing circumstances of the entities. Symmetrical accounting
should not simply be assumed to be an objective.
Specific Matter for Comment 8:
Binding arrangement subject to appropriations
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree with
this proposal?
If not, why not? What alternative treatment would you propose?
The AASB agrees with the proposal in ED 72 that when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether in substance it has a present obligation
to transfer resources and, if so, should therefore recognise a liability, prior to the appropriation being
authorised.
Specific Matter for Comment 9:
Disclosure requirements
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations, to the
extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a)

Do you think there are any additional disclosure requirements that should be included?

(b)

Are any of the proposed disclosure requirements unnecessary?

Since the AASB reached a different conclusion to the proposals in ED 71 when developing AASB 1058, the
AASB does not express a view on SMC 9.
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John Stanford
Technical Director
International Public Sector Accounting Standards Board
277 Wellington St. West
Toronto, ON M5V 3H2
E-mail: johnstanford@ipsasb.org
Dear John Stanford:
RE: Exposure Draft 72: Transfer Expenses
Thank you for the opportunity to provide comments on the exposure draft; Transfer
Expenses. The views expressed in this letter reflect the views of the Government of the
Province of British Columbia, including central agencies, ministries and entities
consolidated into the British Columbia Summary Financial Statements. The Summary
Financial Statements of the Province are prepared in accordance with Canadian Public
Sector Accounting Board (PSAB) standards. We have an interest in the development of
International Public Sector Accounting Standards Board’s (IPSASB) guidance as it may
influence future PSAB standards.
Comment Period Extension
Even with a large team of experienced accounting professionals, we found it difficult to
review all the material provided in the time allowed, particularly when combined with
Exposure Drafts 70 and 71 and the effects of the global COVID-19 pandemic. While we
appreciate the original due date extension from September 15, 2020 to November 1, 2020,
we are concerned that many stakeholders will not have the resources to adequately review
these complex and lengthy documents within the current requested response date. We
recommend that an additional extension to the comment period be provided.
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-2Alignment with IFRS
We recognize IPSASB’s goal to provide standards that are aligned with International
Financial Reporting Standards (IFRS). The objectives of for-profit entities do not align with
taxpayer-supported public sector entities and their focus on service delivery. We are
concerned that IPSASB’s approach does not adequately consider the interests or needs of
the public with regards to the impacts of non-exchange transactions.
The proposed views do not consider a government’s legislated financial framework, which
includes preparing a budget and communicating a government’s accountability for actual
results against that budget on a line by line basis through the financial statements. It can be
difficult to directly compare asset/liability focused financial statements with
revenue/expense focused budgets.
Expense Recognition
The exposure draft introduces the Public Sector Performance Obligation Approach (PSPOA)
for transfers with performance obligations. The PSPOA requires the transferring
government to recognize an asset first and the expense is recognized after monitoring
activities confirm the transfer recipient satisfied the performance obligation. This approach
may result in significant timing delays between the time a decision is made by the transfer
provider and the time a recipient fulfills its obligation.
In addition, the PSPOA presents practical difficulties for budgeting purposes, expense
forecasting and will increase administrative effort to facilitate monitoring activities.
Transfer providers may choose to avoid monitoring activities in order to have more control
over timing of expense recognition or to reduce risk due to cut-off issues at year-end. This
pressure to modify the agreement in a legislated balanced budget framework is amplified
in order to achieve certainty over the timing of expense recognition.
Canadian public sector accounting standards distinguish when a government transfer
should be expensed by looking at eligibility requirements of the recipient and authorization
of the transfer. These qualities focus on when discretion is lost, and the transfer provider
must carry on with the transfer. The timing of the expense is not dependent on when the
transfer occurs or when the performance obligations have been completed by the recipient.
This accounting treatment primarily results in the transfer provider recognizing the
expense in the same period their obligation to the transfer recipient can be enforced.
One of the primary purposes of the Summary Financial Statements in Canada is to provide
accountability to the public. Presenting expenses in the period when the decisions are
made and become enforceable by the transfer recipient, will help hold the government
entity responsible for making the decision to proceed with the transfer.
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-3Symmetrical Accounting
In our view, the Public Sector Performance Obligation Approach (PSPOA) places emphasis
on symmetrical accounting specifically for transfers involving performance obligations. In
Canada, symmetrical accounting by the parties to a transaction is not part of our conceptual
framework. In some cases, when it reflects the substance of the transaction for all parties to
a transfer, symmetrical accounting will result. In others, the evidence available to support
recognition or the ability to estimate the transfer may vary between the transferor and
recipient and symmetrical accounting will not occur. 1
Assets
The standard requires transfer providers to record a ‘transfer provider’s binding
arrangement asset’ when performance obligations exist in a binding arrangement. It is our
view that funds transferred to a recipient do not meet the definition of an asset because the
resources are no longer directly controlled by the entity and the transfer provider does not
expect to receive direct future economic benefits or service potential from the asset.
Based on our previous experience, we do not recognize this as a viable approach for public
sector entities. Prior to full compliance with generally accepted accounting principles in
2004, the Province presented “prepaid capital advances” on the Statement of Financial
Position. The prepaid capital advances represented amounts paid to school districts, health
authorities, etc. to acquire capital assets (e.g. buildings). These advances were not
expensed in the year they were issued but were treated as a prepaid expense and
amortized over the life of the tangible capital asset acquired with the advances. This
historic asset category is similar to the properties associated with the proposed “transfer
provider’s binding arrangement asset”.
The past approach led to practical difficulties in verifying the existence of the asset(s) on an
annual basis because government did not have direct control of the asset. There were also
difficulties with confirming the accurate valuation of the asset(s) at year-end. The carryforward balance quickly became detached from the original assets they represented and
annual adjustments were required to account for unknown transactions (e.g.
disposals/write-downs). We recognize a transfer provider’s rights to enforce a binding
arrangement; however, there is an expectation that the transfer recipient will satisfy the
obligation. If a transfer recipient fails to complete a performance obligation, a receivable
shall be recorded in the future period when that event occurs.
We recommend the Board consider placing greater emphasis on which entity controls an
asset and when an entity loses discretion in an arrangement when providing principles for
expense recognition related to non-exchange transactions.

1

Public Sector Accounting Standards paragraph 3410.09
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-4Disclosures
We agree that users of financial statements should understand the nature, amount, timing
and uncertainty of revenue and cash flows. However, in some instances the level of detail
proposed in the exposure draft may be too specific and onerous to collect for summary
level financial statements. We caution against excessive detail in government summary
financial statements, which are intended for the broad use of the legislature and the public.
Responses to specific questions posed in the exposure draft are attached. Should IPSAB
have any comments or questions, please contact me at: 250-387-6692 or via e-mail:
Carl.Fischer@gov.bc.ca, or Diane Lianga, Executive Director, Financial Reporting and
Advisory Services Branch, at 778-698-5428 or by e-mail: Diane.Lianga@gov.bc.ca.
On behalf of the Government of British Columbia,
Sincerely,

Carl Fischer, CPA, CGA
Comptroller General
Province of British Columbia
Encl.
cc:

Michael Pickup, FCPA, FCA
Auditor General
Province of British Columbia
Diane Lianga, Executive Director
Financial Reporting and Advisory Services
Office of the Comptroller General
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-5Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to
the scope or definition of transfer expense would you make?
Yes, the scope of the standard is clear.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?
If not, what distinction, if any, would you make?
No, we do not agree with the distinction for transfer expenses. It is our view that there
should be no distinction between transfer expenses with performance obligations and
transfer expenses without performance obligations.
The current distinction, as proposed in the exposure draft, may result in a “transfer
provider’s binding arrangement asset”. In our view, the entity has little to no control over
the asset because the transfer recipient has been delegated with the task(s) of delivering on
the performance obligations. The transferring government has little control (if any) over
how or when the transfer recipient satisfies the performance obligation. In addition, the
future economic benefits or service potential of these assets are not expected to flow to the
entity and as such, we argue that a “transfer provider’s binding arrangement asset” does
not meet the definition of an asset.
The current distinction places an emphasis on symmetrical accounting between the
transfer provider and the transfer recipient. Symmetrical accounting by the parties to a
transaction is not a fundamental principle of accounting theory. Requiring symmetrical
accounting may lead to poor financial management if the transfer provider wants to avoid
delays in expense recognition to stay within budget for the year, or, if there are issues with
monitoring administration.
A transfer expense should be recognized by the transfer provider as an expense in the
period the transfer is authorized, and the transfer provider loses discretion over avoiding
the settlement of the liability. If it becomes apparent that the recipient does not satisfy
performance obligations, a receivable can be set up for the return of funds.
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-6Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?
We disagree with this proposal. The decision whether a transfer provider monitors a
transfer recipient’s performance obligations should not impact the timing of expense
recognition of the transfer expense. This requirement could lead to situation where a
transfer provider may choose to not monitor a transfer recipient’s progress in order to
have more control over timing of expense recognition. This could lead to poor financial
management.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
a) A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
b) A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party
beneficiaries, using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?
We do not agree with the recognition and measurement requirements for transfer
expenses with performance obligations.
a) In our view, the entity has little to no control over the transfer provider’s binding
arrangement asset (“the asset”) because the transfer recipient has been delegated
with the task(s) of delivering on the performance obligations. The transferring
government has little control (if any) over how or when the transfer recipient
satisfies the performance obligation. In addition, the future economic benefits or
service potential of these assets are not expected to flow to the entity and as such,
we argue that a “transfer provider’s binding arrangement asset” does not meet the
definition of an asset.
b) We believe the PSPOA approach, with the requirement to monitor progress, makes
it difficult to forecast expenses. The approach requires a significant effort to monitor
transactions of a separate entity within a timely manner in order to match expense
…/7
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-7recognition with the satisfaction of performance obligation. This results in issues
with cut-off, completeness and existence of assets and expenses from the
perspective of the transfer provider.
We propose transfer expenses should be recognized when eligibility criteria have been
satisfied and the transferor has lost discretion over avoiding the obligation. If it becomes
apparent that the recipient does not satisfy performance obligations, a receivable can be
set up for the return of funds.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance obligations,
please provide details of any anticipated difficulties, and any suggestions you have
for addressing these difficulties.
We believe that there will be significant practical difficulties with applying the PSPOA. The
separation of components within a binding arrangement that meet the criteria under
PSPOA, and those that do not, is a reasonable concept. However, this could be quite
complex for some binding arrangements.
The procedures involved with monitoring activities include the transfer recipient
preparing reports after performance obligations have been satisfied. The reports are then
provided to the transfer provider. Review of the external reports are likely performed by
individuals in direct contact with the transfer recipients and not necessarily accountants
responsible for financial statement preparation. This results in significant time delays that
may impact the timing of expense recognition to when performance obligations were
satisfied.
We suggest that IPSAS move away from these requirements and focus on loss of discretion
to avoid the transfer and the ability to measure transfer expenses.
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a
present obligation to provide resources, or has lost control of those resources
(this proposal is based on the IPSASB’s view that any future benefits expected
by the transfer provider as a result of the transaction do not meet the
definition of an asset); and
b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
…/8
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-8Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?
If not, how would you recognize and measure transfer expenses without
performance obligations?
Yes, we agree. The recognition and measurement requirements for transfer expenses
without performance obligations is reasonable.
We recommend expanding the recognition requirements to include when the transfer
provider has lost discretion to avoid the transfer.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the
point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources. ED 71, Revenue without Performance
Obligations, proposes that where a transfer recipient has present obligations that
are not performance obligations, it should recognize revenue as it satisfies those
present obligations. Consequently, a transfer provider may recognize an expense
earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Yes, we agree. The requirements for symmetrical accounting between unrelated entities is
not practical or appropriate. It is also not an objective of the IPSAS Conceptual Framework.
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
the appropriation being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
Yes, we agree that consideration should be given to whether a present obligation exists.
This alternative could include recognizing the expense if communication and commitment
to pay leaves little discretion, even if still subject to appropriation, such as in a multi-year
agreement.
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-9Our government has different levels of approvals and appropriation requirements. Loss of
discretion in avoiding transfer should be the focus and whether the transfer recipient can
reasonably expect the transfer.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
a) Do you think there are any additional disclosure requirements that should be
included?
b) Are any of the proposed disclosure requirements unnecessary?
a) No, we do not think additional disclosure requirements should be added. The
current disclosure requirements are very detailed. We feel there are too many
mandatory disclosures that may not be appropriate for a large government entity
reporting in summary financial statements.
b) Disclosures that may be unnecessary for summary financial statements:
o Paragraph 139 – transaction consideration allocated to the transfer
recipient’s remaining performance obligations. This includes amount
allocated to the unsatisfied performance obligations and when they expect to
recognize an expense for these amounts.
o Paragraph 146 – transfer expenses without performance obligations. This
includes reconciliation of opening and closing balances of payables from
binding arrangements.
o Paragraphs 135 – 137 – Binding arrangement balances. Includes disclosure
of opening and closing balances of binding arrangement assets for transfer
expenses with performance obligations, expenses recognized from beginning
balances, and from previous periods. Explanations of how timing of
recipient’s satisfaction of performance obligations impacts timing of
payments and transfer provider asset and liability balances. Explanation of
changes to the transfer provider asset and liability balances during the year.
In general, disclosures compared to Canadian public sector standards for
government transfers are lengthy. Some disclosures may be more appropriate in
management discussion and analysis reports rather than the notes to the summary
financial statements.
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- 10 Other Comments
•
•
•
•

Paragraph 62(a) – clarify if ‘transfer provider’ should be replaced with ‘transfer
recipient’.
Paragraph 111 – should reference to paragraph 110 be a reference to paragraph
109?
Paragraph 111 – change the word ‘or’ to ‘of’ in the phrase “promised transfer or
resources”.
Paragraph 154 – the adoption date is not specified.
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November 2, 2020
Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street West
Toronto, OH M5V 3H2 Canada
Reference:
Exposure Draft 70, Revenue with Performance Obligations (ED 70)
Exposure Draft 71, Revenue without Performance Obligations (ED 71)
Exposure Draft 72, Transfer Expenses (ED 72)
Dear Mr. Smith:

Thank you for the opportunity to offer comments in response to ED 70, ED 71,
and ED 72. This response was prepared by the Governmental Accounting
Standards Board’s (GASB) staff. A draft of this response was provided to the
individual GASB members for their input. Official positions of the GASB are
determined only after extensive due process and deliberations.
Our comment letter is organized in three major sections. In the first section, we
provide feedback about technical topics in the three Exposure Drafts. To the
extent possible, the comments are related to a specific matter for comment
(SMC) in each Exposure Draft; however, not every issue raised was identified as
an SMC. The second section of our response addresses editorial
recommendations for the IPSASB’s consideration. The last section addresses
fundamental concerns regarding those proposals from a conceptual standpoint.
TECHNICAL TOPICS
Scope
Binding Arrangements, Performance Obligation versus Present Obligation
We believe that the delineation of the boundaries between ED 70 and ED 71 could be
enhanced, thus improving the understandability of both final Statements. The overall
scope guidance provided in the first section of paragraph 3 of ED 70 includes
clarification of the relationship with the scope of ED 71. However, the clarifying
guidance is written from the perspective of a stakeholder who understands the concepts
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expressed in ED 71, which may or may not be the case when a stakeholder first reads
the guidance.
We recognize that the intent of the IPSASB is to provide a binary answer for scope; that
is, the transaction is addressed in a single Statement or the transaction is bifurcated to
achieve the same result. However, because the scope is not symmetrically defined
based on the same attributes, we do not believe that this desired result will be achieved
in practice. Relying on the guidance provided in paragraphs AG4—AG7 of ED 71, we
identified three groups of revenue transactions addressed in the two EDs:
1. Revenue transactions with performance obligations—ED 70
2. Revenue transactions with present obligations—ED 71
3. Revenue transactions with neither performance obligations nor present
obligations—ED 71.
As discussed in our comments presented in the final section of this response, we have
fundamental concerns with the basis that the IPSASB used to distinguish group one
and group two transactions. As explained in paragraph AG4 of ED 71, there is only one
difference between group one and group two; that is, performance obligations require
the transfer of distinct goods or services to another party, while present obligations do
not require a transfer but require an action or the incurrence of allowable costs. If the
IPSASB ultimately does not agree with our fundamental concerns, we believe that this
difference should be clearly identified when a reader first encounters the final
Statement that ED 70 will lead to or even as the reader navigates the final Statement
that ED 71 will lead to. We would recommend that paragraph 3(a) of ED 70 be
expanded to include some of the application guidance (AG) provided in paragraphs
AG4—AG7 of ED 71 and paragraph 3(a) of ED 71 be further expanded to include some
of those application guidance (AG) provisions.
Transfer Provider, Transfer Recipient, Transfer Revenue, and PSPOA
SMC 2 in ED 70 asked whether stakeholders agree with the IPSASB’s tentative decision
not to further develop of a definition in ED 70 for transfer revenue or transfer revenue
with performance obligations that would address transactions that would be
accounted for under the Public Sector Performance Obligation Approach (PSPOA) as
described in the IPSASB’ 2017 Consultation Paper, Accounting for Revenues and NonExchange Expenses. We do not agree with the approach of calling transactions by one
name in the revenue guidance and by a different name in the expenditure guidance
because we believe it creates challenges for stakeholders to understand the
interrelationships between the future standards. In other words, it becomes unclear
that the proposals in ED 72 for expenditures relate to the revenue recognition
proposals in ED 70 and ED 71.
We understand a concern from a revenue perspective that it could be potentially
confusing to introduce another term to describe the same revenue transaction. Our
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suggestion would be to consider an alternative manner of creating the linkage between
revenue recognition with the PSPOA (ED 70) and expense recognition with the PSPOA
(ED 72). Furthermore, our suggestion would be to create a relationship between
transfer revenues and transfer expenses only with present obligations (ED 71 and ED
72). We believe that establishing this bridge between each of the final Statements can
help stakeholders better understand the recognition methodology. We believe that
these proposals should be symmetrical, and this symmetry generally assists
stakeholders in better understanding the proposed principles and allows them to apply
the principles consistently. If stakeholders struggle to identify the linkages, diverse
application may arise. (See the editorial section in reference to utilizing the same term
to mean different things: transfer of control of an asset, transfer provider and transfer
recipient.)

Recognition Considerations
Recognition Principles
We believe that the recognition principles proposed in paragraphs 32, 33, 45, and 46 of
ED 71 should be evaluated in the context of the IPSASB’s conceptual framework and
refined for clarity and purpose. We have a significant concern overall about the
consistency of the narrative. The proposals included in paragraphs 32, 33, 45, and 46 of
ED 71 are as follows:
32. Assets are defined in IPSAS 1 as resources controlled by an entity as a result of
past events, and from which future economic benefits or service potentials are
expected to flow to the entity.
33. An inflow of resources from a transaction without performance obligations, other
than services in-kind, that meets the definition of an asset shall be recognized as an
asset when, and only when:
(a)
(b)

It is probable that the future economic benefits or service potential
associated with the asset will flow to the transfer recipient; and
The value of the asset can be measured reliably.3

Information that is reliable is free from material error and bias, and can be depended on by users to faithfully
represent that which it purports to represent or could reasonably be expected to represent. Paragraph BC16 of IPSAS
3

1 discusses the transitional approach to the explanation of reliability.

***
45. When a transfer recipient recognizes an asset for an inflow of resources, it shall
consider if there are present obligations related to the inflow which result in the
recognition of a liability.
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46. A present obligation arising from a transaction without a performance obligation
that meets the definition of a liability shall be recognized as a liability when, and only
when:
(a)
(b)

It is probable that an outflow of resources embodying future economic
benefits or service potential will be required to settle the obligation; and
A reliable estimate can be made of the amount of the obligation.

At first glance, the asymmetrical narrative between assets and liabilities appears to be a
simple editorial issue. Specifically, the asset recognition guidance includes an asset
definition while the liability recognition guidance does not include a liability definition,
and criterion (b) in paragraphs 33 and 46 of ED 71 above are expressed differently for
assets and liabilities. Upon further examination, the proposed recognition guidance
creates a tautology, and it focuses on existing guidance provided in IPSAS 1,
Presentation of Financial Statements. We realize that IPSAS 1 has been continually
updated since its original issuance in 2000, including amendments made in light of the
conceptual framework; however, we believe that the IPSASB conceptual framework
should be used as the foundation on which IPSAS standards are based.
Asset Recognition
The first issue that we identified was that the narrative appears to be circular. The leadin to paragraph 33 proposes that an inflow of resources should be recognized as an
asset if it meets the definition of an asset and then introduces two criteria—one of
which corresponds to the definition of an asset provided in IPSAS 1. This approach
could lead a reader to conclude that the asset recognition process entails three aspects
(alluded to in paragraph 44 of ED 71): an item (1) possessing essential characteristics of
an asset, (2) meeting the definition of an asset, and (3) being measurable. We believe
that if an item possesses essential characteristics of an asset, it meets the definition of
an asset.
This issue can be resolved by relying on the IPSASB’s conceptual framework,
specifically Chapter 5 for element definitions and Chapter 6 for recognition guidance.
Paragraph 6.2 of Chapter 6 provides two recognition criteria as follows: “(1) an item
satisfies the definition of an element; and (2) can be measured in a way that achieves
the qualitative characteristics and takes account of constraints on information in
GPFRs.” Paragraph 5.6 of Chapter 5 defines an asset as: “a resource presently
controlled by the entity as a result of a past event;” Paragraph 5.7 of Chapter 5 goes on
to describe a resource as “. . . an item with service potential or the ability to generate
economic benefits.”
Considering the conceptual framework, we recommend removing paragraph 32 of ED
71 as we are not persuaded by the need to include the definition of an asset. We
especially are troubled by the inclusion of a definition of an asset that is not exactly the
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same as that established in the conceptual framework. We recommend the following
clarifications to guidance included under the heading, Recognition of Assets Arising
from Resource Inflows:
An inflow of resources from a transaction without performance obligations, other
than services in-kind, that meets the definition of an asset shall be recognized as an
asset when, and only when:
(a)

(b)

The resource is presently controlled by the transfer recipient as result of a
past event It is probable that the future economic benefits or service
potential associated with the asset will flow to the transfer recipient; and
The value of the asset can be measured reliably in a way that sufficiently
reflects the qualitative characteristics and takes into account constraints on
information in GPFRs.

We believe that our recommended clarifications create consistency with the IPSASB’s
conceptual framework regarding element definitions and recognition with the inclusion
of measurement guidance. This recommendation also further clarifies that an item
should be recognized as an asset when it meets the definition of that element and its
measurement sufficiently reflects the qualitative characteristics of general purpose
financial reports (GPFRs). Because Chapter 5 of the IPSASB’s conceptual framework
elaborates on service potential or future economic benefits as part of the narrative of
resources (under the asset heading), the proposed guidance in paragraphs 34–43 of ED
71 remains relevant. (Specific issues are raised in subsections below.)
With regard to the second recognition criterion, we do not believe that there should be
a focus on reliability. As discussed in paragraph BC3.10 of Chapter 3 of the conceptual
framework, the IPSASB selected the term faithful representation over reliability to
communicate a meaning of precision. It would appear thereby incongruous to focus on
a qualitative characteristic that the IPSASB discarded in its conceptual framework. We
believe that focusing on a single qualitative characteristic is even more troubling. As
also noted in Chapter 3 of the conceptual framework (paragraph 3.41), a balance is
needed when considering qualitative characteristics, and no single focus should be
placed on one characteristic because of potential unintended consequences. For
example, if a transaction amount is unknown, and there is a need to develop an
estimate, overly focusing on precision (whether expressed as reliability or
representationally faithful) can cause significant delays in the issuance of financial
statements, thereby negatively impacting timeliness and potentially impacting costbenefit constraints. To address this issue, we recommend that the second criterion be
reflective of the guidance in paragraph 6.2 of Chapter 6 of the conceptual framework.
We acknowledge that the conclusion to depict measurement with a sole focus on
reliability may be based on the conclusions of IPSAS 1 (as noted in footnote 3 of ED 71);
however, as previously noted, we believe that it is more appropriate for the IPSASB to
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rely on its own conceptual framework. If our proposal to focus on all qualitative
characteristics to assess measurement of an item is rejected, we recommend that at a
minimum, the criteria in paragraphs 33b and 46b be written symmetrically to avoid
conveying that measurement attributes for an asset are different than measurement
attributes for a liability.
Liability Recognition
The proposed guidance for the recognition of a liability has similar issues as the
proposed guidance for the recognition of an asset, which adds complexity to what we
believe is an already inconsistent narrative between the asset and liability recognition
proposals. Paragraph 5.14 of Chapter 5 of the IPSASB’s conceptual framework defines a
liability as follows: “a present obligation of the entity for an outflow of resources that
results from a past event.” By relying on this definition of liability and the recognition
guidance in paragraph 6.2 of Chapter 6 of the conceptual framework referenced in the
section above, we recommend the following edits to paragraphs 45 and 46 of ED 71:
When a transfer recipient recognizes an asset for an inflow of resources from a
transaction without performance obligations, the transfer recipient it shall consider
if there are present obligations related to the inflow which result in the recognition
of recognize a liability when:
A present obligation arising from a transaction without a performance obligation that
meets the definition of a liability shall be recognized as a liability when, and only
when:
(a)

(b)

The inflow of resources (previously recognized in paragraph 33, as result of
a past event) also imposes a present obligation on the transfer recipient for
an outflow of resources that It is probable that an outflow of resources
embodying future economic benefits or service potential will be required to
settle the obligation; and
The value of the liability can be measured in a way that sufficiently reflects
the qualitative characteristics and takes into account constraints on
information in GPFRs. A reliable estimate can be made of the amount of the
obligation.

We believe that our recommendations create symmetrical recognition guidance for
assets and liabilities and further harmonize the proposed guidance in ED 71 with the
IPSASB’s conceptual framework.
Past Event
Proposed guidance for identifying the past event that gives rise to an asset or liability is
provided in paragraphs 38 and 51 of ED 71. We recommend creating a closer link
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between the past event and the asset (or liability) recognition criteria proposals. The
recognition criteria discussed in the section above are principles based and derived
from the IPSASB’s conceptual framework and, as such, those recognition criteria are
applicable to the recognition of all assets (from all revenue transactions). Therefore, the
past event becomes the distinguishing factor between the recognition of a receivable in
a transaction with performance obligations (ED 70) and the recognition of a receivable
in a transaction with present obligations or a tax receivable (ED 71).
Notwithstanding the circumstances in which cash is received before a receivable arises,
which is discussed in the section for advances (below), the past event that gives rise to
the recognition of a receivable from transactions with performance obligations is the
satisfaction of those performance obligations—the transfer of control of resources. The
past event that gives rise to the recognition of a receivable in a transaction with present
obligations is the satisfaction of those present obligations—by actions and activities or
the incurrence of allowable costs. The past events that give rise to the recognition of
receivables in tax transactions are identified clearly in paragraphs 94 and 95 of ED 71.
If the IPSASB agrees that this clarification would enhance the understandability of the
final Statement, edits also would be needed in paragraphs 89 and 107 of ED 71 to
ensure that stakeholders are not confused about meeting the definition of an asset and
additional recognition criteria, as discussed in the prior section.
We believe that clarifying the relationship between the past event and meeting the
definition of an element of financial statements would establish a clear relationship
between the asset recognition proposals and could solidify the revenue recognition
guidance proposed in both Exposure Drafts.
Advance Receipt of Taxes
We believe that the IPSASB also should further clarify the circumstances in which
advances arise. An advance can be defined as the receipt of cash (or other assets) before
the point at which an entity can recognize a receivable.
The proposed guidance in paragraph 96 of ED 71 addresses circumstances in which a
government receives resources before the taxable event that gives rise to a receivable.
While we concur with the conclusion of the IPSASB that this circumstance represents a
liability, we note that this conclusion is equally relevant for revenue transactions with
either performance obligations or present obligations. That is, an advance eventuates
when the counterparty provides resources before the entity’s satisfaction of a
performance obligation or a present obligation, as proposed in paragraph 46 of ED 71.
Also, it appears reasonable to examine what type of liability the advance represents in
each circumstance. If an entity receives resources before satisfying an obligation
(performance or present), the liability represents a present obligation to sacrifice
resources in the fulfillment or discharge of that obligation. However, an advance for
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transactions without a performance obligation or a present obligation represents a
liability for refund. That is, the entity is not yet entitled to the resources and unless the
taxable event (identified in paragraphs 94 and 95 of ED 71) takes place, the entity is
required to return the resources to the counterparty. Furthermore, an entity is entitled
to a resource once the taxable event takes place and, as a result, an entity can recognize
revenue. It is noted in paragraph 96 of ED 71 that the occurrence of the taxable event is
the discharge of a liability by the entity. We do not agree that a taxable event creates a
circumstance of discharging a liability. The occurrence of a taxable event simply
removes the refundability of the resources received—we do not believe that the entity
has discharged a liability because it has not sacrificed any resources.
We encourage the IPSASB to include clarifications about recognition criteria, the
relationship with the past event that gives rise to a receivable, and the recognition of
advances. Those clarifications could better assist stakeholders in understanding how to
apply the final provisions for revenue recognition.
Contingent Assets
While we agree with the intent of the proposal in paragraph 44 of ED 71 that provides
that items that meet the definition of an asset but cannot be measured in a manner that
sufficiently reflects qualitative characteristics of GPFRs should be disclosed, we
question the need to identify this circumstance as a contingent asset. As discussed in
the introduction of this subsection, if the recognition proposal is modified to identify
recognition of an asset based on two criteria: (1) meeting an element definition and
(2) meeting measurement characteristics, then there are three scenarios to consider.
The three scenarios are: (1) an item does not meet the definition of an asset and cannot
be measured, (2) an item meets the definition of an asset but cannot be measured, and
(3) an item can be measured but does not meet the definition of an asset—generally
because the entity fails to assert control. However, the second scenario appears to
correspond to the proposal in paragraph 44 of ED 71, and the third scenario often
relates to a circumstance in which the government can determine the amount of
consideration involved in a transaction but cannot conclude that it controls an asset.
In our recommended edits to paragraph 33 of ED 71, we purposefully removed the
word probable because, in our opinion, that communicates that the entity would need
to rely on a probability assessment for control over the resource. Regarding whether
the IPSASB ultimately refers to the second scenario as a contingent asset, we
recommend the IPSASB be more explicit that this is not intended to convey the need to
recognize an asset in situations in which an entity does not control a resource.
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Other Present Obligation Issues
Satisfaction of Present Obligations
The proposed guidance in paragraph 58 of ED 71 provides that the transfer recipient
should determine at inception whether the present obligations are satisfied at a point in
time or over time. However, no guidance is proposed on how to make that assessment.
If the IPSASB expects stakeholders to rely on the criteria proposed in paragraphs 34—
37 of ED 70 to make that determination; we recommend that clarifying guidance based
on ED 71 be provided on this issue in the final Statement. We recognize that ED 70, ED
71, and ED 72 constitute a suite of pronouncements, and we realize that ED 72 heavily
relies on guidance provided in ED 70 and ED 71. However, we believe it is important
for stakeholders to understand that if is an expectation to rely on guidance in other
pronouncements, then specific references to the appropriate sections in those relied
upon pronouncements should be provided. [SMC 3, ED 71.]
It also is noteworthy to mention that the idea that a present obligation can be satisfied
at a point in time or over time is not always reflected consistently throughout ED 71.
For example, in paragraph 59, the measurement guidance proposed leads one to
conclude that a present obligation can only be satisfied at a point in time. We recognize
this is an editorial concern, but it can create conceptual challenges if a final
pronouncement is not consistently described.
Unit of Account
The guidance proposed in paragraphs 80 and 81 of ED 71 provides that present
obligations should be measured at an allocated transaction price. However, the
proposed guidance does not identify the recognition unit of account. In ED 70, the
identified unit of account is each performance obligation that is assessed as a distinct
good or service promised in the binding arrangement. The text of the proposed
standard (ED 71) is not clear about the recognition unit of account, and without
additional guidance, we are concerned that the stakeholders would need to apply
guidance in ED 70 to determine how many present obligations are included in their
binding arrangements. Implementation guidance is provided in paragraphs AG4–AG8,
which lead us to conclude that the recognition unit of account for ED 71 also is distinct
goods or services, while paragraph 17 of ED 71 includes reference to present obligations
as items such as eligible expenditure (further guidance in paragraphs 20 and 21) and
specified activities (further guidance in paragraphs 18 and 19). As a result, we are
uncertain about how distinct goods or services would relate to circumstances in which
the satisfaction of a present obligation requires an action or the incurrence of an
allowable cost (which may not include a distinct good or service). For example, the
incurrence of allowable costs for grant administration or an action such as loss of
revenue would be considered present obligations, but there is no relationship to
distinct goods or services. We recommend considering the development of specific
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guidance for how to determine the unit of account for present obligations applicable to
transactions in the scope of ED 71. [SMC 4, ED 71.]

Symmetry in PSPOA
We believe the proposal in paragraph 13(d) of ED 72 would require the transfer
provider to account for the outflow under PSPOA only if the transfer provider decides
to monitor the binding arrangement for its duration. While this interpretation may not
be the intent of the IPSASB, if our interpretation is correct, we believe that the resulting
application would be conceptually inconsistent with the standard’s core principles
proposed in paragraph 1 of ED 72. If the transaction includes a performance obligation,
management’s intent to monitor or not monitor such a transaction should not be an
attribute to determine that there are no performance obligations. If the IPSASB
chooses this approach, we believe that asymmetrical recognition between the transfer
provider and the transfer recipient would arise. For example, the transfer recipient
would conclude that this transaction is in the scope of ED 70 and would recognize
revenue as it satisfies its performance obligation. Meanwhile, the transfer provider,
who is unwilling to monitor the transaction, would conclude that the transaction does
not include a performance obligation and would recognize expense only as it incurs
cash outflows, thereby never recognizing payables for the performance of the transfer
recipient.
We acknowledge the challenges that the PSPOA approach poses for transfer providers,
specifically the uncertainty of identifying when the resource provider has transferred
control of resources to a third-party beneficiary. Nevertheless, we believe that
proposing a recognition exception in accordance with management’s preferences
undermines the definition of a performance obligation. If our interpretation is correct
and the IPSASB carries forward this proposal to a final Statement, we recommend that
it be identified as a “practical expedient” and that the IPSASB provide a cost-benefit
rationale to avoid creating confusion about what is a performance obligation. [SMC 3,
ED 72.]

Measurement Considerations
From a measurement perspective, our overall recommendation is for the IPSASB to
take a deliberate approach to decide whether measurement should be focused on assets
or revenues. Chapter 7 of the IPSASB’s conceptual framework explicitly places the focus
of measurement on assets (and liabilities); therefore, it would appear relevant to
consider whether relying on transaction price is conceptually sound when considering
asset measurement.
We acknowledge that the IPSASB chose to follow the same path as the International
Accounting Standards Board (IASB) did in International Financial Reporting Standard
(IFRS) 15 Revenue from Contracts with Customers by relying on transaction price as
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the basis for revenue recognition; however, we question whether the application of the
measurement principles proposed in ED 70 can be consistently applied to ED 71.
Transaction Price
ED 70 Measurement
Paragraph 7 of ED 70 includes the following description of transaction price: “the
amount of consideration to which an entity expects to be entitled. . . in exchange for
transferring promised goods or services to a purchaser or a third-party beneficiary,
excluding amounts collected on behalf of third parties.” Furthermore, proposed
guidance in paragraph 45 of ED 70 states the following:
When (or as) a performance obligation is satisfied, an entity shall recognize
as revenue the amount of the transaction price (which excludes estimates of
variable consideration that are constrained in accordance with paragraphs 55–
57) that is allocated to that performance obligation.
We believe that this proposed guidance communicates that transaction amount is a
measurement characteristic of revenue, not of the asset. Relying on the proposed
guidance in paragraphs 46–71 of ED 70, we concluded that:
•

Stated Binding Arrangement Amount = fixed and variable consideration
specified in the terms and conditions of the binding arrangement (paragraph 46
of ED 70), which can include monetary and nonmonetary consideration.

•

Transaction Price = Stated Binding Arrangement Amount – unconstrained
variable consideration – refund liabilities - effects of financing component
(present value).

Consider how the proposed guidance in paragraph 54 of ED 70 would be
operationalized in the following example: An entity sells a good to a customer for
CU1,000, whereas the entity offers a no-questions-asked refund for CU100 if the
customer is not satisfied with the product. (The customer is not required to return the
good.) The entity satisfies its performance obligation by transferring the good and
invoices the customer. In order to apply the proposal in paragraph 54 of ED 70, the
entity would have to recognize a receivable at CU1000, recognize a refund liability for
CU100, and recognize, therefore, revenue at CU900, which is reflective of transaction
price; the asset amount is not reflective of transaction price.
ED 71 Measurement
We believe that there is an apparent incongruence between the measurement proposals
in ED 70 and ED 71 because of transaction price. Unlike ED 70, we believe that the
guidance in ED 71 cannot be expanded to be applied to the measurement of assets. For
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example, the proposal provided in paragraph 59 of ED 71 (which we assume is intended
to be reflective of the proposal provided in paragraph 45 of ED 70 shown above) states
that:
An asset in a revenue transaction without performance obligations but with
one or more present obligations shall initially be measured by the transfer
recipient at its transaction price at the date in which the criteria for asset
recognition is satisfied (see paragraphs 60-79).
As previously noted, we recommend that the conceptual framework, and not IPSAS 1,
be applied. We believe that proposing the use of transaction price to describe asset
recognition can have negative consequences. For example, an entity imposes a property
tax on its citizenry, and one citizen receives a property tax bill for CU1,000. The
taxpayer may pay the CU1,000 bill but does so under protest. Depending on the
jurisdiction, the process for resolving taxpayers’ payments in protested taxes can be
resolved over a period of time, and the courts ultimately determine the amount that the
property tax owner should have paid. Assume that the entity determines that it would
need to reimburse CU100 to the property taxpayer. The entity then recognizes cash for
CU1,000, refund liability for CU100, and property tax revenue for CU900, thereby
revenue is reflective of transaction price—the amount that an entity expects to be
entitled to, but the asset is not representational of transaction price.
We believe that if the guidance focuses on the asset recognition and requires the asset
recognition to be reflective of transaction price, the entity cannot recognize the cash
received that is expected to refund the taxpayer for a potential overpayment. Similar
issues can be raised for circumstances in which the government has to recognize a
receivable but expects to return a portion of those resources to its citizens. The
questions in those circumstances become: should the entity recognize the gross
receivable and a liability, or should the entity recognize a receivable that is not
reflective of the returns?
For this reason, we encourage the IPSASB to consider revising the propose guidance in
ED 71 during the development of a final Statement to be more consistent with its
conceptual framework and address the issues associated with the measurement of
revenue that is focused on transaction price.
Fair Value Measurement
We recognize that the IPSASB has existing guidance for transaction price. For
example, IPSAS 29, Financial Instruments: Recognition and Measurement, addressed
transaction price as a synonym for fair value (ED 70, amendments to the Basis for
Conclusions [BC 17] of IPSAS 29). We encourage the IPSASB to consider the broad
implications of carrying on the assumption that transaction price equals fair value in
the context of the proposed Exposure Drafts.
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In addition, we are concerned that the assumption that transaction price is equivalent
to fair value may have been introduced in some of the proposals in ED 71, specifically in
paragraphs 90 and 97, as follows:
. . . . Resources arising from taxes satisfy the criteria for recognition as an
asset when it is probable that the inflow of resources will occur and their fair value
can be reliably measured. . . .
***
Similar to the measurement of assets for transfers with present obligations as
required by paragraph 60, assets arising from taxation transactions are measured
at their transaction price. Assets arising from taxation transactions are measured
at the best estimate of the inflow of resources to the transfer recipient, which is
consistent with most likely amount in paragraph 67. The accounting policies for
estimating these assets will take account of both the probability that the resources
arising from taxation transactions will flow to the government, and the fair value
of the resultant assets.
We believe that proposing guidance to recognize a tax receivable at fair value can
produce unintended consequences in the recognition of revenue arising from tax
transactions and in other transactions in the scope of ED 71.
We acknowledge that this circumstance is more evident in imposed taxes, such as
property taxes, but is less common in derived taxes, such as sales or personal income
taxes. Nevertheless, we believe that focusing the asset recognition on a fair value
measurement should be reserved for circumstances in which there is no stated
transaction amount, such as donations of commodities and capital assets.
We acknowledge that the IPSASB is currently working on a measurement project and a
limited scope conceptual framework update related to measurement. We encourage the
IPSASB to consider initial measurement and determine under which circumstances the
stated transaction amount should be overridden in favor of a measurement attribute
such as fair value (or its entry price equivalent). We believe this is a critical issue to
resolve as it has significant implications in ED 71. We are not persuaded by the
IPSASB’s proposals that result from considering the fair value of transactions in the
scope of ED 71. Specifically, we do not agree with the conclusion that transactions
should be bifurcated in circumstances in which the stated transaction amount exceeds
the value of exchanged goods or services (paragraphs AG69 and AG70 of ED 70). We
are similarly not persuaded by the conclusions reached regarding concessionary loans
in paragraphs 119 and 120 of ED 71.
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Collectibility
While we understand that the difference between collectibility and implied price
concessions is theoretically identifiable, it is very challenging to differentiate between
the two in practice. To assist stakeholders in better assessing the difference, we
recommend that the IPSASB define collectibility based on the concepts expressed in
nonauthoritative examples; that is, collectibility relates to customer credit risk reflected
in the customer’s ability and willingness to pay. Conversely, implied price concessions
reflect the entity’s willingness to accept a lower price. Furthermore, we recommend
updating examples 5, 6, and 7 in ED 70 to reflect the IPSASB’s intent. It is notable that
example 5 attempts to illustrate a collectibility issue but does not refer to the
customer’s willingness or ability to pay; yet example 7, which attempts to illustrate
implied price concessions, discusses the patient’s ability and intention to pay. This
overlap in the narrative creates further challenges to understanding the differences
between collectibility and implied price concessions.
We also do not agree with the conclusions reached in example 5 of ED 70 (paragraphs
IE17–IE20). In the example proposed, the local government believes that the customer
may pay up to CU180,ooo, which represents approximately 72% of the stated contract
price. When the local government enters into the binding arrangement, the entity
accepts terms and conditions of the program that allow the customer to stop payment
when they reach superannuation. Therefore, the entity is aware of this circumstance
and should reflect it in the assessment of transaction price, which would be lower than
the stated contract price. We do not agree that this assessment would result in a
conclusion that the transaction is uncollectible; rather, this example supports a
conclusion that the local government provided an implied price concession. We
recommend that a similar example be considered, but one in which the customer
experiences financial distress (or bankruptcy) and, therefore, that the customer credit
risk issue be highlighted as a factor in the assessment of the collectibility of the
transaction. The example as proposed then can be used to compare and contrast
customer credit risk, which affects the assessment of collectibility, and an implied price
concession, which is the result of the local government agreeing to accept an amount
lower than the stated contract price.

EDITORIAL TOPICS
Scope—Objectives
While we recognize that the scope objectives and respective recognition overview
proposals in paragraphs 1 and 2 of ED 70 are reflective of IFRS 15, we recommend that
careful consideration be placed on how those objectives and recognition overviews are
carried forward to ED 71 and ED 72. Paragraph 1 of ED 71 proposes an objective
consistent with the intended scope boundary—revenue transactions without
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performance obligations. However, paragraph 2 of ED 71 appears to communicate a
recognition overview only for transactions with present obligations, which could be
confusing to stakeholders for issues related to revenue recognition for transactions
without present obligations.
Similar issues can be noted in ED 72; however, we believe the issues in ED 72 are more
substantive and therefore are noted in the technical section above. After considering
our technical recommendations, we also recommend that the IPSASB consider
addressing the unclear narrative issue in paragraph 2 of ED 72.

Scope—Definitions
An editorial concern with regard to scope is the inconsistency in the development of
definitions in the glossary. From ED 70, consider improving consistency in the
definitions between (1) binding arrangement and contract, (2) binding arrangement
asset and binding arrangement liability, and (3) purchaser and customer. The
definitions from ED 70 are presented first, followed by our recommendations in
markup.
Binding Arrangement and Contract
A binding arrangement is an arrangement that confers both enforceable
rights and obligations on both parties to the arrangement. A contract is a type of
binding arrangement (paragraphs AG7-AG12 provide additional guidance).
A contract is an agreement between two or more parties that creates
enforceable rights and obligations.
The binding arrangement is defined with the same term. Furthermore, the challenge
with the definition is that as stated, it can be interpreted that a binding arrangement
can only encompass two parties, while the definition of a contract is clear that it can
involve two or more parties. However, if a contract is a type of a binding arrangement,
clearly the binding arrangement should encompass transactions between two or more
parties. We acknowledge the challenge that arises as a result of the third-party
beneficiary and that such party does not have rights and obligations. Our
recommendation to address those issues is as follows:
A binding arrangement is an arrangement that confers understanding
between two or more parties that creates both enforceable rights and obligations
on both parties for the parties to the arrangement. A contract is a type of binding
arrangement (paragraphs AG7-AG12 provide additional guidance). A third-party
beneficiary is not a party to the transaction (definition below).
A contract is an agreement between two or more parties that creates
enforceable rights and obligations for the parties to the transaction.
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Additionally, we recommend improving consistency in the relationship between a
contract and a binding arrangement. In paragraph BC16 of ED 70, it is unclear if the
IPSASB believes that a binding arrangement is broader than a contract or substantially
the same as a contract. The explanation provided in BC24 of ED 70 appears to support
the initial claim that a binding arrangement is broader. The narrative clearly states that
is it broader and then appears to contradict that position.
Parties to the Transaction
We recommend minor edits with regard to the parties to the transaction to create
symmetry and consistency. Some of our suggested edits also are intended to support
the recommendations for binding arrangements. As noted in paragraph AG22 of ED
70, a third-party beneficiary is not a party to the binding arrangement.
A purchaser is a party to the binding arrangement that pays for goods or
services that are an output of an entity’s activities under a binding arrangement,
either for its own consumption or for transfer to a third-party beneficiary
(paragraph AG25 provides additional guidance). A customer is a type of a
purchaser.
A customer is a party to the binding arrangement that has contracted with an
entity to obtain goods or services that are an output of the entity’s activities in
exchange for consideration for its own benefit.
A third-party beneficiary is an entity, household or individual who will benefit
from a binding arrangement transaction made between two other parties by
receiving goods, services or other assets specified in the binding arrangement
(paragraph AG22 provides additional guidance). A third-party beneficiary is not
a party to the binding arrangement.

Inconsistent Wording and Location of Materials
Owner’s Contributions and Distributions
We recommend that interactions with owners be identified consistently as out of scope
in all three Exposure Drafts. The text of the proposed pronouncement in ED 70
indirectly implies that transactions with owners would be out of scope because owners
are not customers. However, there are explicit exclusions in paragraph 3b of ED 71 that
could lead a stakeholder to wonder why this exclusion is explicitly scoped out of ED 71
but not scoped out of ED 70. Furthermore, ED 72 addresses this exclusion in a third
way by including explanatory materials in paragraph 6 (which we believe are more
suitable for the Basis for Conclusions). However, this exclusion also is not listed as an
explicit scope exclusion in paragraph 5 of ED 72.
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Transfer
As discussed in the scope section, a difference has been drawn between transactions
that arise from binding arrangements in which there is a transfer of distinct goods or
services that should be accounted for as performance obligations and those in which
there is no transfer that should be accounted for as present obligations. Therefore, the
major focus for scope difference refers to transfers of distinct goods or services. We
recommend that the IPSASB consider a different term for transactions in the scope of
ED 71 than transfers with present obligations. If the only substantive difference
between present obligations and performance obligations is that the former does not
require a transfer, it would appear incongruous to identify the term used for such a
transaction, as a transfer.
Wording Consistency
As noted in the scope section, we understand that there is a need to discuss different
types of revenue transactions, but the interplay between them is not clear. Reference to
the type of transaction in ED 71 makes the identification of the guidance rather
challenging as the following various terms are used: transactions without performance
obligations (most prevalent form), revenue without performance obligations
(paragraph 57 of ED 71), and revenue transaction without performance obligations
but with one or more present obligations (paragraph 59 of ED 71). We would
recommend relying on a single term for each type of transaction and consistently using
it across the document to avoid confusing a stakeholder into concluding the narrative
relates to different transactions.
Location of Guidance
While we recognize that it may be an issue of style and choice regarding the location of
guidance in the proposed pronouncement and AG, there are several items included in
paragraphs 92, 93, and 96 of ED 71 that can be considered Basis for Conclusions
paragraphs as they are providing explanatory materials for the IPSASB’s conclusions
(indicated by the term because).

CONCEPTUAL CONCERNS
Scope
As noted in both prior sections, we recognize that the IPSASB drew a scope boundary
between ED 70 and ED 71 based on whether a transaction includes a performance
obligation or not. In this effort, the IPSASB incorporated into ED 70 transactions that
include PSPOAs. We applaud the IPSASB for taking the approach of broadening the
IFRS 15 perspective of how performance obligations work and taking into account
prevalent transactions in the public sector. However, we also believe that the IPSASB
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stopped one step short by drawing an arbitrary distinction between performance
obligations and present obligations. As noted in the technical section, the guidance for
performance obligations and present obligations is almost identical.
The only distinction made between transactions with performance obligations and
transactions with present obligations is whether the entity has an obligation to transfer
a distinct good or service. We believe this is a difference without a distinction.
If the entity enters into a binding arrangement in which the terms and conditions
require that entity to transfer goods or services to the citizenry, the transaction is
considered to be in the scope of ED 70. However, if an identical binding arrangement
provides instead that the entity carries out internal programs, construction of capital
assets for its own use, or research that is not transferable to other parties, the
transaction is not considered a performance obligation. Nevertheless, a present
obligation does result in a liability that the governmental entity should discharge
through the purchase of goods or services for its own benefit, through specified actions,
or by incurrence of allowable costs. Based on our interpretation of the provisions, this
means that the expansion of performance obligations was not sufficiently broad to
address prevalent issues about performance obligations in the public sector.
Specifically, it creates an artificial bifurcation of certain transactions generally referred
to as grants. For example, a research grant with identical goals and outcomes can be in
the scope of ED 70 if the intellectual property rights that result from the research are
exclusively provided to either the purchaser or a third-party beneficiary. However, if
the intellectual property rights that result from the research can be retained by the
governmental entity for publication or internal use, then the identical transaction is
considered in the scope of ED 71.
Additionally, this approach can create unnecessary complexity by bifurcating a single
grant transaction between ED 70 and ED 71. It is not uncommon for operating grant
transactions to establish that the grant recipient government transfer goods or services
to the citizenry and that the grant terms and conditions earmark a portion of the stated
contract price to reimburse for administrative costs. Following the proposed guidance,
the transfer of goods and services would be accounted for in the scope of ED 70 while
the administrative costs would be accounted for in the scope of ED 71. We question
whether the benefits to financial statement users (we could not identify any benefits)
justify the cost of this added complexity.
Furthermore, we do not support the conclusions reached in paragraph 27 of ED 72 that
states, “performance obligations of the transfer recipient do not include activities that a
transfer recipient must undertake to fulfil a binding arrangement unless those activities
transfer a good or service to a third-party beneficiary.” As previously noted, it is not
uncommon for “grant agreements” to include an earmark amount that the transfer
recipient uses to reimburse administrative costs incurred in the satisfaction of its
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performance obligations. Those costs generally do not represent “set up activities.”
Those costs generally are the result of administrative and reporting burdens added as a
result of entering into those types of transactions; for example, quarterly reporting or
minimum wage requirement monitoring for contractors. Generally, an entity would not
incur those types of costs if the transaction is not a three-party arrangement
(nonreciprocal). In other words, we believe this is an issue highly reflective of the
governmental environment. We continue to believe that performance obligations in the
governmental environment should be considered to be broader than transfers of goods
or services.

Restrictions and Conditions
We also disagree with the proposals put forth in ED 71 regarding restrictions. IPSAS 23,
Revenue from Non-Exchange Transactions (Taxes and Transfers), establishes a
different recognition methodology for transfers that include conditions with
restrictions. While we recognize that transactions including conditions are now
identified as transactions including performance obligations (and recognized as part of
the PSPOA model), we are uncertain about the treatment of transactions that include
restrictions. We believe that this is yet another critical aspect relevant primarily to the
public sector—when one tier of government provides resources to other governments
with an expectation that those resources only be spent for the specified purposes but
without performance obligations or present obligations. As previously noted, we do not
concur with the IPSASB creating a difference without a distinction between
performance obligations and present obligations; the characteristics are not sufficiently
different, and the accounting is nearly identical. However, we are more troubled by the
potential conclusion that purpose restrictions also are considered present obligations.
During deliberations, it became obvious that some Board members supported the
conclusion that transfers with restrictions should be considered present obligations
because, in their minds, it supported proper matching. Also noted during deliberations
was that the concept of matching has not been adopted as part of the conceptual
framework in any standards-setting body since the 1970s. Nevertheless, we believe that
transfers that only include restrictions do not represent liabilities because, in our view,
there is no required action that the governmental entity is required to take in order to
be entitled to the resources. This difference is critical in the governmental
environment. If the IPSASB carries forward this position, we would recommend that
the IPSASB provide a rationale for the change in perspective from IPSAS 23.

Time Requirements
We believe that the IPSASB missed an opportunity to address a critical issue in the
governmental environment—that is, time requirements. Through the development of
the conceptual framework, the IPSASB concluded that there are economic phenomena
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that should be best addressed in standards setting as noted in paragraph 5.4 of Chapter
5 of the IPSASB’s conceptual framework as follows:
In some circumstances, to ensure that financial statements provide
information that is useful for a meaningful assessment of the financial
performance and financial position of an entity, recognition of economic
phenomena that are not captured by the elements as defined in this Chapter may
be necessary. Consequently, the identification of the elements in this Chapter
does not preclude IPSASs from requiring or allowing the recognition of resources
or obligations that do not satisfy the definition of an element identified in this
Chapter (hereafter referred to as “other resources” or “other obligations”) when
necessary to better achieve the objectives of financial reporting.
As we listened to the IPSASB’s deliberations in December 2018 in Kuala Lumpur
regarding time requirements, we agreed with the conclusion that time requirements are
not liabilities (present obligations). However, the IPSASB did not continue its
deliberations about whether this economic phenomenon prevalent in the public sector
should be considered as a recognition attribute and, if so, what element would best
reflect this important attribute. We believe that time requirements are the most
relevant application of other resources or other obligations, which are elements of
financial statements currently not defined in the conceptual framework but are neither
assets nor liabilities.
We urge the IPSASB to reconsider this issue in light of its conceptual framework and to
take into account an economic phenomenon that is characteristic of the governmental
environment. The relationship between inflows and outflows in the private sector is
derived from a profit motive. However, the lack of a profit motive in the governmental
environment creates different types of relationships between inflows and outflows,
including restrictions, conditions about the usage of inflows, and time requirements.
As noted, considering a government’s ability to control all aspects of certain
transactions (an economic phenomena), revenue may be significantly overstated or
understated in a reporting period. For example, a government traditionally levies a tax
on 1 January 20X1 for the current fiscal period for the operations of that period, further
it then levies the same tax on 31 December 2021 for the 2022 fiscal period, but then
returns to the traditional 1 January 2023 levy for 2023 fiscal period (this government’
fiscal period is defined as January to December). Based on the IPSASB proposal, that
government would recognize two years’ worth of property tax revenue in fiscal year
2021 and no property tax revenue would be recognized in fiscal year 2022. We believe
that users of financial statements would conclude that this outcome does not result in a
fair presentation of the government’s operations for the reporting period.
We do not believe that expenses should be matched to revenue (the matching
principle); however, we strongly believe that certain transactions (such as the tax
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example) need to be reported in the appropriate reporting period to achieve a fair
presentation by means other than an inappropriate use of a liability. The IPSASB
addressed a solution for this economic phenomenon in the Basis for Conclusions of the
Conceptual Framework (BC 5.56). We strongly believe that the use of the other
obligation element of financial statements noted in that paragraph should be employed
in this situation.
If the conclusion is reached that this economic phenomenon should not be reflected in
the other obligation element, we urge the IPSASB to provide a rationale in its Basis for
Conclusions that addresses why it chose not to apply the element introduced in BC
5.56.

Collectibility
Observing the IPSASB’s deliberations on collectibility also provided insight about its
desire to adopt the conclusions reached by the IASB in the context of revenue
recognition from contracts with customers. However, we disagree with the overall
conclusion reached, which limits the transactions accounted for under ED 70 to only
transactions that meet a probable threshold of collectibility. As expressed by some
members, in the public sector, it is not unusual for a government to purposefully
engage in revenue transactions with purchasers with an understanding that there may
be limited or no attempt to collect the amount to be charged. This especially is the case
when the service provided is essential to life, such as the provision of potable water. We
believe that there is a critical difference in the public-and private-sector environments
that needs to be reconsidered. As the IPSASB is aware, in the public sector, there is a
public-purpose motive, and in the private sector, there is a profit motive. It is
unreasonable to expect that a private-sector entity would purposefully engage in a
contract with a customer when that entity does not expect the customer to be able to
pay for the transaction. Furthermore, it is generally observable that for circumstances
in which there is a higher collectibility risk, the entity would charge a contract price
premium to address that risk. Conversely, governments primarily exist to fill in the
gaps of services that private-sector entities in many cases choose not to provide,
provide affordable services where a private-sector entity would charge a high risk
premium, or provide services that could create monopolies in the private sector.
Governments engage in these activities because these services are considered essential,
and governments seek to recover the cost of providing these services either through
taxes when the service is provided broadly, or through fees when the service is more
individually targeted. Nevertheless, governments provide these services without regard
to a “customer’s” willingness or ability to pay. We believe this is a relevant
environmental concern that is a hallmark characteristic of governments, and as such,
we do not concur with creating two separate recognition approaches in the same
manner as the private-sector approach.
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We recognize that there are limited circumstances in which collectibility could be useful
in identifying sham transactions. For example, two governmental entities enter into a
binding arrangement in which the transaction amount is based solely on variable
amounts that is defined in the context of cash flows becoming available to the
purchaser, but the governmental entities enter the arrangement knowing that there
would not be cash flows that met the provisions of the arrangement. In that case, it is
questionable that the transaction has economic substance. We believe these
circumstances are adequately addressed in the proposals for binding arrangements that
have economic substance because in this example, the arrangement does not have
economic substance

Recognition Concerns
Enforceability
Paragraphs AG13–AG24 of ED 70 propose that enforceability be a key characteristic of
a binding arrangement and therefore the enforceability of the rights and obligations
between the parties of the transaction establish the basis for the existence of a
performance obligation. It is notable that in the development of IFRS 15, the IASB
considered enforceability more broadly. While the IASB concluded that enforceability
is a relevant characteristic of performance obligations, it is not necessary for some
promises to be enforceable to be considered performance obligations. This conclusion
was primarily based on the IASB decision to recognize implied promises or customary
business practices of providing goods and services to a customer as performance
obligations. The IASB’s explanation is partially provided in paragraph BC87 of IFRS 15
as follows:
. . . .The boards noted that in many cases, all of the promised goods or services
in a contract might be identified explicitly in that contract. However, in other
cases, promises to provide goods or services might be implied by the entity’s
customary business practices. The boards decided that such implied promises
should be considered when determining the entity’s performance obligations, if
those practices create a valid expectation of the customer that the entity will
transfer a good or service (for example, some when-and-if-available software
upgrades). The boards also noted that the implied promises in the contract do
not need to be enforceable by law. . . .
We agree with the conclusion that enforceability is a relevant aspect in the context of
revenue and expense recognition. However, we do not believe that enforceability
should be considered an absolute because of specific governmental environment issues,
which expand well beyond customary business practices of promising additional goods
or services that are not specifically identified in a contract. While the IPSASB
considered sovereign rights (paragraph AG18), it is not clear what are the effects, if any,
of those sovereign rights in the context of enforceability.
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We believe that to reflect the governmental environment, it would be more appropriate
to express enforceability as a rebuttable presumption that can later on be disproved.
This approach allows for consideration of specific governmental circumstances. For
example, it has been noted that governments with sovereign rights can overcome legal
liabilities in a court of law. Additionally, our research has not shown that
instrumentalities of a sovereign government have recourse over their sovereign
government. This issue can be challenging when considering transactions with PSPOAs
(three-party arrangements). For example, consider the case in which a national
government enters into a binding arrangement with an instrumentality in its
jurisdiction (a municipality) for that municipality to transfer distinct goods or services
to third-party beneficiaries. The municipality performs its obligation under the binding
arrangement, but the national government does not fulfill its promise. We have not
been able to identify any body of law that demonstrates that the municipality can
enforce a right to consideration against the national government; nor have we been
able to identify any mechanism that allows the municipality to seek redress in a court of
law as it is an instrumentality of a sovereign government. The IPSASB notes in
paragraph AG22 of ED 70 that “. . . for these three-party arrangement to be within the
scope of this [draft] Standard the purchaser must have the ability to force the entity to
deliver goods or services to the third-party beneficiaries. . . .” However, the IPSASB is
silent with regard to the entity’s right to enforce consideration for its performance
against the purchaser.
We agree with the interrelation proposed in the diagram introduced in paragraph AG14
of ED 70; however, we believe that this interrelation should not be intertwined with
enforceability. In other words, we believe that the relationship between the rights of
one party and the obligations of the other party is the essence of a performance
obligation; however, we do not agree that this interdependence is enforceability. That is
because the parties to the transaction are not always on an equal footing as would be
the case in a commercial transaction between a business and a customer. Rather, in the
public-sector environment, that interdependence of rights and obligations may not
always be legally enforceable (or enforceable through other means). The IPSASB’s
conceptual framework refers to them as nonlegally binding obligations in paragraphs
5.18-5.26 of Chapter 5. Some of those obligations may be better referred to as moral or
constructive obligations.
We recommend that the IPSASB consider enforceability more in the context of the
governmental environment in its development of a final pronouncement and to decouple the notion of enforceability from rights and obligations that are interdependent.
Stand-Ready Obligations
The IPSASB’s conceptual framework includes in paragraph BC5.23 a description of
stand-ready obligations as conditional obligations that “require an entity to be
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prepared to fulfill an obligation if a specified uncertain future event outside the entity’s
control occurs (or fails to occur).” Furthermore, in paragraph BC5.25, the IPSASB
concluded that the conceptual framework was not the appropriate vehicle to resolve
whether stand-ready obligations meet the definition of a liability. In that narrative, the
IPSASB alludes to social benefits as an example of stand-ready obligations. Paragraph
BC42 of IPSAS 42, Social Benefits, provides an explanation for the rationale to not
consider social benefits (presumably a stand-ready obligation) a liability as follows:
The IPSASB noted that social benefits are provided where a social risk has
occurred, for example an individual has become unemployed or an individual has
reached retirement age. The IPSASB concluded that social risks do not involve
performance of an obligation by the individual and, consequently, the
performance obligation approach would not be appropriate for recognizing and
measuring social benefits. For similar reasons, the IPSASB is not proposing to
adopt the performance obligation approach to non-exchange expenses for
universally accessible services and collective services.
In this paragraph, the IPSASB also explains that for this reason, the conclusions
ultimately reached in its Collective and Individual Services (Amendments to IPSAS 19,
Provisions, Contingent Liabilities and Contingent Assets), are to not recognize
provisions (liabilities) for transactions that effectively include stand-ready obligations
to provide goods, services, or financial resources to segments of the population that are
either at risk or for which the services are broadly provided. Paragraph BC9 of
Amendments to IPSAS 19 states that:
In the CP [Consultation Paper, Accounting for Revenue and Non-Exchange
Expenses, issued in August 2017], the IPSASB noted that “a public sector entity
may have a number of future obligations relating to the provision of universally
accessible services and collective services. Such obligations are an aspect of the
ongoing activities of governments and other public sector entities; however, only
present obligations give rise to liabilities. The expected future sacrifice of
resources does not of itself mean that there is a present obligation. Therefore, the
IPSASB is of the view that universally accessible services and collective services
do not give rise to obligating events and therefore liabilities or expenses do not
arise prior to the delivery of those services to beneficiaries.
We believe that these services, such as public safety and public education, can be best
characterized as public-purpose obligations; that is, these services result from the
public-purpose mission of the governmental entity and if a liability is recognized for
public-purpose obligations, the entire governmental public-purpose mission can be
considered a liability. We do not believe that this information would provide any useful
information to users. However, we believe that those public-purpose obligations meet
the IPSASB’s definition of stand-ready obligations. For this reason, we are concerned
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about the IPSASB’s conclusions reached in ED 70, ED 71, and most importantly in ED
72 with regards to stand-ready obligations.
In paragraph 25(f) of ED 70, an example of a performance obligation is: “providing a
service of standing ready to provide goods or services (for example paramedics on a site
at an athletic competition organized by a community group).” We disagree with this
approach. On one hand, the provision of these types of services, such as paramedics on
site and fire or police protection for events, generally is not provided in an exchange
transaction for fees for services. Rather, these types of services are generally funded
through taxes and provided as collective or individual services. Therefore, only the
outflow is relevant and would be in the scope of IPSAS 19. If the government charges
fees for dedication of personnel for these types of events, the performance obligation is
the availability of that personnel on the site, not the stand-ready obligation to perform.
Similar examples are included in ED 71.
On the other hand, more challenging are the examples provided in paragraph 28(e) of
ED 72 because they entail expenses, and we question the consistency of this conclusion
in the context of the IPSASB Amendments to IPSAS 19. As explained above, we believe
that collective and individual services are stand-ready obligations and agree with the
conclusion that they are not recognized as liabilities. The example provided in ED 72
could open the door to the conclusion that all public-purpose obligations should be
recognized as liabilities.
Given the conclusion of the IPSASB with regards to IPSAS 42 and Amendments to
IPSAS 19, we recommend the Board to consider providing a rationale for concluding in
these three projects that stand-ready obligations are liabilities. We believe that this
issue should be considered broadly in the viewpoint of the government’s mission as a
whole. We believe that careful consideration should be given to stand-ready obligations
as the entire public-purpose mission can be construed as a liability if stand-ready
obligations are determined to be liabilities.

Conclusion
Thank you again for the opportunity to comment on the IPSASB Exposure Drafts. If
you have any questions regarding this response, please contact me by email at
drbean@gasb.org, or Paulina Haro at (203) 956-3449 or by email at pharo@gasb.org.
Sincerely,

David R. Bean
Director of Research and Technical Activities
Governmental Accounting Standards Board
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Matter for Comment
Specific
Matter for
Comment
1:

Specific
Matter for
Comment
2:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?

UNSystem response

We agree with the scope of the standard

FAO

AGREED

We agree with the alignment of transfers expenses
with the split in revenue, however, we refer you to AGREED
our comments on the revenue standards as well.

IOM
IOM agrees with the scope and good limitation. Since there is
no standard on other types of expense it provides more
flexibility.

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?

We are generally in agreement

AGREED

We generally agree with the proposal .

AGREED

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:

Specific
Matter for
Comment
4:

(a)A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b)A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

UN

UNICEF

WIPO

Requesting IPSASB to include one illustration when entity transfers money annually
based on the entity's appropriations authorized by General Assembly or Executive
board.

We agree with the scope and the limitation

Agreed

As with ED70 and 71, the split is complex and issues existing in
revenue standards exists within expense standard as well but
We agree with this proposal.
we agree with the expenses standard mirroring the revenue

IOM agrees, to distinguish between transfer expenses with
performance obligations and transfer expenses without
performance obligations.

If not, what distinction, if any, would you make?

Specific
Matter for
Comment
3:
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To become a binding arrangement, the transfer provider must monitor the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement. The extent of monitoring the satisfaction of performance
IOM agrees the transaction should be accounted for as a
obligations throughout the arrangement duration is vague. In common arrangements
transfer expense without performance obligations, where no
between UN and IPs, IPs would provide interim (might be annual) and final substantive
monitoring by the transfer provider.
reports that provide the level of progress of project implementation. Is this sufficient
monitoring to be qualified as a binding agreement, or what is the minimum level of
monitoring to qualify under transfer expenses with performance obligations?
UNHQ:
Measurement and recognition of assets and expenses using the public sector
performance obligation approach will be challenging. In common arrangements with
transfer recipients, both performance obligations and non-performance obligations
would exist being correlated. Also providing goods and services to third-party
IOM agrees with the recognition and measurement
beneficiaries would be part of the whole project, and it would not be easy to
requirements for transfer expenses with performance
determine whether the goods and services are beneficial to third-parties only or both
obligations. This would change the financial statements,
third-parties and the UN.
without changing either the new result or net assets, as related
According to PSPOA, transfer expense with performance obligation will be recognized,
to only grossing up assets and liabilities. However, will require
based on allocated transaction consideration when the obligations are met.
a new and more detailed table for the expenses related to
transfers to IOM's direct beneficiaries.
Application of the recognition and measurement requirements in recording expenses
would be very challenging. UN expenses in general are recorded based on the type of
expenses, such as employee benefits, travel expenses, grants out and other transfers,
etc. Sub expense categories of grants out and other transfers are also by expense type
like staff costs, supplies, travels, contractual services, etc. It is difficult to allocate the

We agree that the scope is clear.

We agree with the proposal where no performance obligation
exists, but disagree with the proposal and rather than
requiring monitoring throughout the binding arrangement,
linkage is made to return of funds similar to revenue side. The
monitoring may happen at the end only when reports
received.
We agree with this proposal.

Agreed

We agree with the recognition and
measurement requirements.

ESCAP:
Since the transfer expenses with performance obligations are applicable under the
procurement of distinct goods and services for third parties which is very rare for our
operation and most of our operation involve the transfer of resources (providing not
distinct goods and services to third parties) for specific activity/incurring eligible
expenditures which is not considered as performance obligation, we can't think of any
practical difficulties on this.

Current draft standard as worded would result in earlier
expense recognition to current practice. We will have slight
modifications in practice. There will be much bigger impact
and cost on the revenue side

We are aware that organizations
with high volumes of transfer
expenses with performance
obligations may face challenges in
monitoring these in accordance
with the requirements of the draft
standard.

ESCAP:
For the transfer expense with present obligation, is it possible to record similar to the
way the transfer revenue with the present obligation is recorded? For example, to
recognize expense as the eligible expenses are documented to have incurred (through
the periodic financial statement from Implementing partners/transfer recipients).

We agree with the proposal

We agree with the recognition and
measurement requirements.

See UNHQ response for SMC 4 above.
Specific
Matter for
Comment
5:

Specific
Matter for
Comment
6:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a)A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b)A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

We agree with thedraft standard measurement
basis

na

This could add a significant amount of accounting work as, for
each covered payable, an offsetting asset (deferred payable)
must be established pending the performance of the recipient.
It would reduce the net expenses to reflect payables not fully
performed by a similar amount.

AGREED

IOM agrees.

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?

Specific
Matter for
Comment
7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.

AGREED

Do you agree that this lack of symmetry is appropriate? If not, why not?

Specific
Matter for
Comment
8:

Specific
Matter for
Comment
9:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
We agree with the proposal.
the appropriation being authorized. Do you agree with this proposal?

AGREED
Yes. The para 98-99 provides, the transfer provider an opportunity to consider
substance over form in determining whether it has present obligation.

If not, why not? What alternative treatment would you propose?
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a)Do you think there are any additional disclosure requirements that should be

ESCAP:
We think it is not appropriate, because it deviates the general accounting principle of
"matching concept" between income and expenses. (1) In UN, our project activities are
carried out with the funding provided by donors for specific activities (Transfer
IOM noted that paragraph 166 requires a line by line
revenue without performance obligation, but with present obligation) which means
comparison in the initial reporting period and comparative
liability is recognized until the activities are completed and eligible expenses are
period showing the impact of the implementation of the new
incurred when we will recognize revenue and reduce the liability. Some part of those
standard. In this regard, similar comment as under ED 70-71,
activities will be implemented by UN which we don't see any issue as UN expenses will
that this additional requirement requires a lot of effort without
be recorded as goods and services are delivered to UN. But for the activity to be
much added value.
implemented by IP, as soon as we enter into agreement with IP for the transfer
expenses without performance obligation, the controls is considered given to IP and
expense is recognized. In this case, the expense recognition will be faster than
revenue, which will distort the income and expense situation in the statement of
financial performance for such contribution funding/grant in ERP (2) Sometimes in the
We understand the basis but consider requirements of
transfer with present obligations, the transfer provider and transfer recipient are
within the UN system with different volume of financial statements. As such, this lack paragrah 166 to be perhaps too onerous without added value We understand the rationale for
this lack of symmetry.
of symmetry will leave the gap between the statements of two entities of UN system. to the users of the statements.

We do not consider any additional disclosure
requirements are required and request proposed
disclosures are re-evaluated from cost vs benefit
perspective as to whether all disclosures proposed
truly add value

AGREED

UNHQ:
IOM does not agree that all the disclosure requirements are
appropriate, in addition to mirroring the requirements in ED70 Some disclosure requirements do not seem to be necessary, considering possible
benefits that financial statements users will receive in comparison with costs that
and ED71, in light of the requirements based on IFRS 15
Revenue from Contracts with Customers, which relevant for for- would be needed to meet the disclosure requirements. For instance, identification of
transaction consideration allocated to the transfer recipient’s remaining performance
profit organizations. The disclosures requires excessive
information and detail that are not that useful for UN entities obligations and qualitative and quantitative disclosures in para 139 will be challenging.
Transfer recipient’s performance obligations per para 138 also seems to be excessive
and its FS readers.
disclosure requirement.

We agree with this proposal.

We agree that the disclosure
requirements provide sufficient,
reliable and relevant information.
We do not have any specific
comments on the disclsoure
requirements.
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Matter for Comment
Specific
Matter for
Comment
1:

Specific
Matter for
Comment
2:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?

UNSystem response

We agree with the scope of the standard

FAO

AGREED

We agree with the alignment of transfers expenses
with the split in revenue, however, we refer you to AGREED
our comments on the revenue standards as well.

IOM
IOM agrees with the scope and good limitation. Since there is
no standard on other types of expense it provides more
flexibility.

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?

We are generally in agreement

AGREED

We generally agree with the proposal .

AGREED

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:

Specific
Matter for
Comment
4:

(a)A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b)A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

UN

UNICEF

WIPO

Requesting IPSASB to include one illustration when entity transfers money annually
based on the entity's appropriations authorized by General Assembly or Executive
board.

We agree with the scope and the limitation

Agreed

As with ED70 and 71, the split is complex and issues existing in
revenue standards exists within expense standard as well but
We agree with this proposal.
we agree with the expenses standard mirroring the revenue

IOM agrees, to distinguish between transfer expenses with
performance obligations and transfer expenses without
performance obligations.

If not, what distinction, if any, would you make?

Specific
Matter for
Comment
3:

Respondent 50

To become a binding arrangement, the transfer provider must monitor the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement. The extent of monitoring the satisfaction of performance
IOM agrees the transaction should be accounted for as a
obligations throughout the arrangement duration is vague. In common arrangements
transfer expense without performance obligations, where no
between UN and IPs, IPs would provide interim (might be annual) and final substantive
monitoring by the transfer provider.
reports that provide the level of progress of project implementation. Is this sufficient
monitoring to be qualified as a binding agreement, or what is the minimum level of
monitoring to qualify under transfer expenses with performance obligations?
UNHQ:
Measurement and recognition of assets and expenses using the public sector
performance obligation approach will be challenging. In common arrangements with
transfer recipients, both performance obligations and non-performance obligations
would exist being correlated. Also providing goods and services to third-party
IOM agrees with the recognition and measurement
beneficiaries would be part of the whole project, and it would not be easy to
requirements for transfer expenses with performance
determine whether the goods and services are beneficial to third-parties only or both
obligations. This would change the financial statements,
third-parties and the UN.
without changing either the new result or net assets, as related
According to PSPOA, transfer expense with performance obligation will be recognized,
to only grossing up assets and liabilities. However, will require
based on allocated transaction consideration when the obligations are met.
a new and more detailed table for the expenses related to
transfers to IOM's direct beneficiaries.
Application of the recognition and measurement requirements in recording expenses
would be very challenging. UN expenses in general are recorded based on the type of
expenses, such as employee benefits, travel expenses, grants out and other transfers,
etc. Sub expense categories of grants out and other transfers are also by expense type
like staff costs, supplies, travels, contractual services, etc. It is difficult to allocate the

We agree that the scope is clear.

We agree with the proposal where no performance obligation
exists, but disagree with the proposal and rather than
requiring monitoring throughout the binding arrangement,
linkage is made to return of funds similar to revenue side. The
monitoring may happen at the end only when reports
received.
We agree with this proposal.

Agreed

We agree with the recognition and
measurement requirements.

ESCAP:
Since the transfer expenses with performance obligations are applicable under the
procurement of distinct goods and services for third parties which is very rare for our
operation and most of our operation involve the transfer of resources (providing not
distinct goods and services to third parties) for specific activity/incurring eligible
expenditures which is not considered as performance obligation, we can't think of any
practical difficulties on this.

Current draft standard as worded would result in earlier
expense recognition to current practice. We will have slight
modifications in practice. There will be much bigger impact
and cost on the revenue side

We are aware that organizations
with high volumes of transfer
expenses with performance
obligations may face challenges in
monitoring these in accordance
with the requirements of the draft
standard.

ESCAP:
For the transfer expense with present obligation, is it possible to record similar to the
way the transfer revenue with the present obligation is recorded? For example, to
recognize expense as the eligible expenses are documented to have incurred (through
the periodic financial statement from Implementing partners/transfer recipients).

We agree with the proposal

We agree with the recognition and
measurement requirements.

See UNHQ response for SMC 4 above.
Specific
Matter for
Comment
5:

Specific
Matter for
Comment
6:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a)A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b)A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

We agree with thedraft standard measurement
basis

na

This could add a significant amount of accounting work as, for
each covered payable, an offsetting asset (deferred payable)
must be established pending the performance of the recipient.
It would reduce the net expenses to reflect payables not fully
performed by a similar amount.

AGREED

IOM agrees.

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?

Specific
Matter for
Comment
7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.

AGREED

Do you agree that this lack of symmetry is appropriate? If not, why not?

Specific
Matter for
Comment
8:

Specific
Matter for
Comment
9:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
We agree with the proposal.
the appropriation being authorized. Do you agree with this proposal?

AGREED
Yes. The para 98-99 provides, the transfer provider an opportunity to consider
substance over form in determining whether it has present obligation.

If not, why not? What alternative treatment would you propose?
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a)Do you think there are any additional disclosure requirements that should be

ESCAP:
We think it is not appropriate, because it deviates the general accounting principle of
"matching concept" between income and expenses. (1) In UN, our project activities are
carried out with the funding provided by donors for specific activities (Transfer
IOM noted that paragraph 166 requires a line by line
revenue without performance obligation, but with present obligation) which means
comparison in the initial reporting period and comparative
liability is recognized until the activities are completed and eligible expenses are
period showing the impact of the implementation of the new
incurred when we will recognize revenue and reduce the liability. Some part of those
standard. In this regard, similar comment as under ED 70-71,
activities will be implemented by UN which we don't see any issue as UN expenses will
that this additional requirement requires a lot of effort without
be recorded as goods and services are delivered to UN. But for the activity to be
much added value.
implemented by IP, as soon as we enter into agreement with IP for the transfer
expenses without performance obligation, the controls is considered given to IP and
expense is recognized. In this case, the expense recognition will be faster than
revenue, which will distort the income and expense situation in the statement of
financial performance for such contribution funding/grant in ERP (2) Sometimes in the
We understand the basis but consider requirements of
transfer with present obligations, the transfer provider and transfer recipient are
within the UN system with different volume of financial statements. As such, this lack paragrah 166 to be perhaps too onerous without added value We understand the rationale for
this lack of symmetry.
of symmetry will leave the gap between the statements of two entities of UN system. to the users of the statements.

We do not consider any additional disclosure
requirements are required and request proposed
disclosures are re-evaluated from cost vs benefit
perspective as to whether all disclosures proposed
truly add value

AGREED

UNHQ:
IOM does not agree that all the disclosure requirements are
appropriate, in addition to mirroring the requirements in ED70 Some disclosure requirements do not seem to be necessary, considering possible
benefits that financial statements users will receive in comparison with costs that
and ED71, in light of the requirements based on IFRS 15
Revenue from Contracts with Customers, which relevant for for- would be needed to meet the disclosure requirements. For instance, identification of
transaction consideration allocated to the transfer recipient’s remaining performance
profit organizations. The disclosures requires excessive
information and detail that are not that useful for UN entities obligations and qualitative and quantitative disclosures in para 139 will be challenging.
Transfer recipient’s performance obligations per para 138 also seems to be excessive
and its FS readers.
disclosure requirement.

We agree with this proposal.

We agree that the disclosure
requirements provide sufficient,
reliable and relevant information.
We do not have any specific
comments on the disclsoure
requirements.
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Matter for Comment
Specific
Matter for
Comment
1:

Specific
Matter for
Comment
2:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?

UNSystem response

We agree with the scope of the standard

FAO

AGREED

We agree with the alignment of transfers expenses
with the split in revenue, however, we refer you to AGREED
our comments on the revenue standards as well.

IOM
IOM agrees with the scope and good limitation. Since there is
no standard on other types of expense it provides more
flexibility.

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?

We are generally in agreement

AGREED

We generally agree with the proposal .

AGREED

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:

Specific
Matter for
Comment
4:

(a)A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b)A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

UN

UNICEF

WIPO

Requesting IPSASB to include one illustration when entity transfers money annually
based on the entity's appropriations authorized by General Assembly or Executive
board.

We agree with the scope and the limitation

Agreed

As with ED70 and 71, the split is complex and issues existing in
revenue standards exists within expense standard as well but
We agree with this proposal.
we agree with the expenses standard mirroring the revenue

IOM agrees, to distinguish between transfer expenses with
performance obligations and transfer expenses without
performance obligations.

If not, what distinction, if any, would you make?

Specific
Matter for
Comment
3:

Respondent 51

To become a binding arrangement, the transfer provider must monitor the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement. The extent of monitoring the satisfaction of performance
IOM agrees the transaction should be accounted for as a
obligations throughout the arrangement duration is vague. In common arrangements
transfer expense without performance obligations, where no
between UN and IPs, IPs would provide interim (might be annual) and final substantive
monitoring by the transfer provider.
reports that provide the level of progress of project implementation. Is this sufficient
monitoring to be qualified as a binding agreement, or what is the minimum level of
monitoring to qualify under transfer expenses with performance obligations?
UNHQ:
Measurement and recognition of assets and expenses using the public sector
performance obligation approach will be challenging. In common arrangements with
transfer recipients, both performance obligations and non-performance obligations
would exist being correlated. Also providing goods and services to third-party
IOM agrees with the recognition and measurement
beneficiaries would be part of the whole project, and it would not be easy to
requirements for transfer expenses with performance
determine whether the goods and services are beneficial to third-parties only or both
obligations. This would change the financial statements,
third-parties and the UN.
without changing either the new result or net assets, as related
According to PSPOA, transfer expense with performance obligation will be recognized,
to only grossing up assets and liabilities. However, will require
based on allocated transaction consideration when the obligations are met.
a new and more detailed table for the expenses related to
transfers to IOM's direct beneficiaries.
Application of the recognition and measurement requirements in recording expenses
would be very challenging. UN expenses in general are recorded based on the type of
expenses, such as employee benefits, travel expenses, grants out and other transfers,
etc. Sub expense categories of grants out and other transfers are also by expense type
like staff costs, supplies, travels, contractual services, etc. It is difficult to allocate the

We agree that the scope is clear.

We agree with the proposal where no performance obligation
exists, but disagree with the proposal and rather than
requiring monitoring throughout the binding arrangement,
linkage is made to return of funds similar to revenue side. The
monitoring may happen at the end only when reports
received.
We agree with this proposal.

Agreed

We agree with the recognition and
measurement requirements.

ESCAP:
Since the transfer expenses with performance obligations are applicable under the
procurement of distinct goods and services for third parties which is very rare for our
operation and most of our operation involve the transfer of resources (providing not
distinct goods and services to third parties) for specific activity/incurring eligible
expenditures which is not considered as performance obligation, we can't think of any
practical difficulties on this.

Current draft standard as worded would result in earlier
expense recognition to current practice. We will have slight
modifications in practice. There will be much bigger impact
and cost on the revenue side

We are aware that organizations
with high volumes of transfer
expenses with performance
obligations may face challenges in
monitoring these in accordance
with the requirements of the draft
standard.

ESCAP:
For the transfer expense with present obligation, is it possible to record similar to the
way the transfer revenue with the present obligation is recorded? For example, to
recognize expense as the eligible expenses are documented to have incurred (through
the periodic financial statement from Implementing partners/transfer recipients).

We agree with the proposal

We agree with the recognition and
measurement requirements.

See UNHQ response for SMC 4 above.
Specific
Matter for
Comment
5:

Specific
Matter for
Comment
6:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a)A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b)A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

We agree with thedraft standard measurement
basis

na

This could add a significant amount of accounting work as, for
each covered payable, an offsetting asset (deferred payable)
must be established pending the performance of the recipient.
It would reduce the net expenses to reflect payables not fully
performed by a similar amount.

AGREED

IOM agrees.

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?

Specific
Matter for
Comment
7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.

AGREED

Do you agree that this lack of symmetry is appropriate? If not, why not?

Specific
Matter for
Comment
8:

Specific
Matter for
Comment
9:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
We agree with the proposal.
the appropriation being authorized. Do you agree with this proposal?

AGREED
Yes. The para 98-99 provides, the transfer provider an opportunity to consider
substance over form in determining whether it has present obligation.

If not, why not? What alternative treatment would you propose?
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a)Do you think there are any additional disclosure requirements that should be

ESCAP:
We think it is not appropriate, because it deviates the general accounting principle of
"matching concept" between income and expenses. (1) In UN, our project activities are
carried out with the funding provided by donors for specific activities (Transfer
IOM noted that paragraph 166 requires a line by line
revenue without performance obligation, but with present obligation) which means
comparison in the initial reporting period and comparative
liability is recognized until the activities are completed and eligible expenses are
period showing the impact of the implementation of the new
incurred when we will recognize revenue and reduce the liability. Some part of those
standard. In this regard, similar comment as under ED 70-71,
activities will be implemented by UN which we don't see any issue as UN expenses will
that this additional requirement requires a lot of effort without
be recorded as goods and services are delivered to UN. But for the activity to be
much added value.
implemented by IP, as soon as we enter into agreement with IP for the transfer
expenses without performance obligation, the controls is considered given to IP and
expense is recognized. In this case, the expense recognition will be faster than
revenue, which will distort the income and expense situation in the statement of
financial performance for such contribution funding/grant in ERP (2) Sometimes in the
We understand the basis but consider requirements of
transfer with present obligations, the transfer provider and transfer recipient are
within the UN system with different volume of financial statements. As such, this lack paragrah 166 to be perhaps too onerous without added value We understand the rationale for
this lack of symmetry.
of symmetry will leave the gap between the statements of two entities of UN system. to the users of the statements.

We do not consider any additional disclosure
requirements are required and request proposed
disclosures are re-evaluated from cost vs benefit
perspective as to whether all disclosures proposed
truly add value

AGREED

UNHQ:
IOM does not agree that all the disclosure requirements are
appropriate, in addition to mirroring the requirements in ED70 Some disclosure requirements do not seem to be necessary, considering possible
benefits that financial statements users will receive in comparison with costs that
and ED71, in light of the requirements based on IFRS 15
Revenue from Contracts with Customers, which relevant for for- would be needed to meet the disclosure requirements. For instance, identification of
transaction consideration allocated to the transfer recipient’s remaining performance
profit organizations. The disclosures requires excessive
information and detail that are not that useful for UN entities obligations and qualitative and quantitative disclosures in para 139 will be challenging.
Transfer recipient’s performance obligations per para 138 also seems to be excessive
and its FS readers.
disclosure requirement.

We agree with this proposal.

We agree that the disclosure
requirements provide sufficient,
reliable and relevant information.
We do not have any specific
comments on the disclsoure
requirements.
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Specific
Matter for
Comment
1:

Specific
Matter for
Comment
2:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?

UNSystem response

We agree with the scope of the standard

FAO

AGREED

We agree with the alignment of transfers expenses
with the split in revenue, however, we refer you to AGREED
our comments on the revenue standards as well.

IOM
IOM agrees with the scope and good limitation. Since there is
no standard on other types of expense it provides more
flexibility.

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?

We are generally in agreement

AGREED

We generally agree with the proposal .

AGREED

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:

Specific
Matter for
Comment
4:

(a)A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b)A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

UN

UNICEF

WIPO

Requesting IPSASB to include one illustration when entity transfers money annually
based on the entity's appropriations authorized by General Assembly or Executive
board.

We agree with the scope and the limitation

Agreed

As with ED70 and 71, the split is complex and issues existing in
revenue standards exists within expense standard as well but
We agree with this proposal.
we agree with the expenses standard mirroring the revenue

IOM agrees, to distinguish between transfer expenses with
performance obligations and transfer expenses without
performance obligations.

If not, what distinction, if any, would you make?

Specific
Matter for
Comment
3:

Respondent 52

To become a binding arrangement, the transfer provider must monitor the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement. The extent of monitoring the satisfaction of performance
IOM agrees the transaction should be accounted for as a
obligations throughout the arrangement duration is vague. In common arrangements
transfer expense without performance obligations, where no
between UN and IPs, IPs would provide interim (might be annual) and final substantive
monitoring by the transfer provider.
reports that provide the level of progress of project implementation. Is this sufficient
monitoring to be qualified as a binding agreement, or what is the minimum level of
monitoring to qualify under transfer expenses with performance obligations?
UNHQ:
Measurement and recognition of assets and expenses using the public sector
performance obligation approach will be challenging. In common arrangements with
transfer recipients, both performance obligations and non-performance obligations
would exist being correlated. Also providing goods and services to third-party
IOM agrees with the recognition and measurement
beneficiaries would be part of the whole project, and it would not be easy to
requirements for transfer expenses with performance
determine whether the goods and services are beneficial to third-parties only or both
obligations. This would change the financial statements,
third-parties and the UN.
without changing either the new result or net assets, as related
According to PSPOA, transfer expense with performance obligation will be recognized,
to only grossing up assets and liabilities. However, will require
based on allocated transaction consideration when the obligations are met.
a new and more detailed table for the expenses related to
transfers to IOM's direct beneficiaries.
Application of the recognition and measurement requirements in recording expenses
would be very challenging. UN expenses in general are recorded based on the type of
expenses, such as employee benefits, travel expenses, grants out and other transfers,
etc. Sub expense categories of grants out and other transfers are also by expense type
like staff costs, supplies, travels, contractual services, etc. It is difficult to allocate the

We agree that the scope is clear.

We agree with the proposal where no performance obligation
exists, but disagree with the proposal and rather than
requiring monitoring throughout the binding arrangement,
linkage is made to return of funds similar to revenue side. The
monitoring may happen at the end only when reports
received.
We agree with this proposal.

Agreed

We agree with the recognition and
measurement requirements.

ESCAP:
Since the transfer expenses with performance obligations are applicable under the
procurement of distinct goods and services for third parties which is very rare for our
operation and most of our operation involve the transfer of resources (providing not
distinct goods and services to third parties) for specific activity/incurring eligible
expenditures which is not considered as performance obligation, we can't think of any
practical difficulties on this.

Current draft standard as worded would result in earlier
expense recognition to current practice. We will have slight
modifications in practice. There will be much bigger impact
and cost on the revenue side

We are aware that organizations
with high volumes of transfer
expenses with performance
obligations may face challenges in
monitoring these in accordance
with the requirements of the draft
standard.

ESCAP:
For the transfer expense with present obligation, is it possible to record similar to the
way the transfer revenue with the present obligation is recorded? For example, to
recognize expense as the eligible expenses are documented to have incurred (through
the periodic financial statement from Implementing partners/transfer recipients).

We agree with the proposal

We agree with the recognition and
measurement requirements.

See UNHQ response for SMC 4 above.
Specific
Matter for
Comment
5:

Specific
Matter for
Comment
6:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a)A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b)A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

We agree with thedraft standard measurement
basis

na

This could add a significant amount of accounting work as, for
each covered payable, an offsetting asset (deferred payable)
must be established pending the performance of the recipient.
It would reduce the net expenses to reflect payables not fully
performed by a similar amount.

AGREED

IOM agrees.

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?

Specific
Matter for
Comment
7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.

AGREED

Do you agree that this lack of symmetry is appropriate? If not, why not?

Specific
Matter for
Comment
8:

Specific
Matter for
Comment
9:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
We agree with the proposal.
the appropriation being authorized. Do you agree with this proposal?

AGREED
Yes. The para 98-99 provides, the transfer provider an opportunity to consider
substance over form in determining whether it has present obligation.

If not, why not? What alternative treatment would you propose?
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a)Do you think there are any additional disclosure requirements that should be

ESCAP:
We think it is not appropriate, because it deviates the general accounting principle of
"matching concept" between income and expenses. (1) In UN, our project activities are
carried out with the funding provided by donors for specific activities (Transfer
IOM noted that paragraph 166 requires a line by line
revenue without performance obligation, but with present obligation) which means
comparison in the initial reporting period and comparative
liability is recognized until the activities are completed and eligible expenses are
period showing the impact of the implementation of the new
incurred when we will recognize revenue and reduce the liability. Some part of those
standard. In this regard, similar comment as under ED 70-71,
activities will be implemented by UN which we don't see any issue as UN expenses will
that this additional requirement requires a lot of effort without
be recorded as goods and services are delivered to UN. But for the activity to be
much added value.
implemented by IP, as soon as we enter into agreement with IP for the transfer
expenses without performance obligation, the controls is considered given to IP and
expense is recognized. In this case, the expense recognition will be faster than
revenue, which will distort the income and expense situation in the statement of
financial performance for such contribution funding/grant in ERP (2) Sometimes in the
We understand the basis but consider requirements of
transfer with present obligations, the transfer provider and transfer recipient are
within the UN system with different volume of financial statements. As such, this lack paragrah 166 to be perhaps too onerous without added value We understand the rationale for
this lack of symmetry.
of symmetry will leave the gap between the statements of two entities of UN system. to the users of the statements.

We do not consider any additional disclosure
requirements are required and request proposed
disclosures are re-evaluated from cost vs benefit
perspective as to whether all disclosures proposed
truly add value

AGREED

UNHQ:
IOM does not agree that all the disclosure requirements are
appropriate, in addition to mirroring the requirements in ED70 Some disclosure requirements do not seem to be necessary, considering possible
benefits that financial statements users will receive in comparison with costs that
and ED71, in light of the requirements based on IFRS 15
Revenue from Contracts with Customers, which relevant for for- would be needed to meet the disclosure requirements. For instance, identification of
transaction consideration allocated to the transfer recipient’s remaining performance
profit organizations. The disclosures requires excessive
information and detail that are not that useful for UN entities obligations and qualitative and quantitative disclosures in para 139 will be challenging.
Transfer recipient’s performance obligations per para 138 also seems to be excessive
and its FS readers.
disclosure requirement.

We agree with this proposal.

We agree that the disclosure
requirements provide sufficient,
reliable and relevant information.
We do not have any specific
comments on the disclsoure
requirements.
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Specific
Matter for
Comment
1:

Specific
Matter for
Comment
2:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?

UNSystem response

We agree with the scope of the standard

FAO

AGREED

We agree with the alignment of transfers expenses
with the split in revenue, however, we refer you to AGREED
our comments on the revenue standards as well.

IOM
IOM agrees with the scope and good limitation. Since there is
no standard on other types of expense it provides more
flexibility.

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?

We are generally in agreement

AGREED

We generally agree with the proposal .

AGREED

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:

Specific
Matter for
Comment
4:

(a)A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b)A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

UN

UNICEF

WIPO

Requesting IPSASB to include one illustration when entity transfers money annually
based on the entity's appropriations authorized by General Assembly or Executive
board.

We agree with the scope and the limitation

Agreed

As with ED70 and 71, the split is complex and issues existing in
revenue standards exists within expense standard as well but
We agree with this proposal.
we agree with the expenses standard mirroring the revenue

IOM agrees, to distinguish between transfer expenses with
performance obligations and transfer expenses without
performance obligations.

If not, what distinction, if any, would you make?

Specific
Matter for
Comment
3:

Respondent 53

To become a binding arrangement, the transfer provider must monitor the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement. The extent of monitoring the satisfaction of performance
IOM agrees the transaction should be accounted for as a
obligations throughout the arrangement duration is vague. In common arrangements
transfer expense without performance obligations, where no
between UN and IPs, IPs would provide interim (might be annual) and final substantive
monitoring by the transfer provider.
reports that provide the level of progress of project implementation. Is this sufficient
monitoring to be qualified as a binding agreement, or what is the minimum level of
monitoring to qualify under transfer expenses with performance obligations?
UNHQ:
Measurement and recognition of assets and expenses using the public sector
performance obligation approach will be challenging. In common arrangements with
transfer recipients, both performance obligations and non-performance obligations
would exist being correlated. Also providing goods and services to third-party
IOM agrees with the recognition and measurement
beneficiaries would be part of the whole project, and it would not be easy to
requirements for transfer expenses with performance
determine whether the goods and services are beneficial to third-parties only or both
obligations. This would change the financial statements,
third-parties and the UN.
without changing either the new result or net assets, as related
According to PSPOA, transfer expense with performance obligation will be recognized,
to only grossing up assets and liabilities. However, will require
based on allocated transaction consideration when the obligations are met.
a new and more detailed table for the expenses related to
transfers to IOM's direct beneficiaries.
Application of the recognition and measurement requirements in recording expenses
would be very challenging. UN expenses in general are recorded based on the type of
expenses, such as employee benefits, travel expenses, grants out and other transfers,
etc. Sub expense categories of grants out and other transfers are also by expense type
like staff costs, supplies, travels, contractual services, etc. It is difficult to allocate the

We agree that the scope is clear.

We agree with the proposal where no performance obligation
exists, but disagree with the proposal and rather than
requiring monitoring throughout the binding arrangement,
linkage is made to return of funds similar to revenue side. The
monitoring may happen at the end only when reports
received.
We agree with this proposal.

Agreed

We agree with the recognition and
measurement requirements.

ESCAP:
Since the transfer expenses with performance obligations are applicable under the
procurement of distinct goods and services for third parties which is very rare for our
operation and most of our operation involve the transfer of resources (providing not
distinct goods and services to third parties) for specific activity/incurring eligible
expenditures which is not considered as performance obligation, we can't think of any
practical difficulties on this.

Current draft standard as worded would result in earlier
expense recognition to current practice. We will have slight
modifications in practice. There will be much bigger impact
and cost on the revenue side

We are aware that organizations
with high volumes of transfer
expenses with performance
obligations may face challenges in
monitoring these in accordance
with the requirements of the draft
standard.

ESCAP:
For the transfer expense with present obligation, is it possible to record similar to the
way the transfer revenue with the present obligation is recorded? For example, to
recognize expense as the eligible expenses are documented to have incurred (through
the periodic financial statement from Implementing partners/transfer recipients).

We agree with the proposal

We agree with the recognition and
measurement requirements.

See UNHQ response for SMC 4 above.
Specific
Matter for
Comment
5:

Specific
Matter for
Comment
6:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a)A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b)A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

We agree with thedraft standard measurement
basis

na

This could add a significant amount of accounting work as, for
each covered payable, an offsetting asset (deferred payable)
must be established pending the performance of the recipient.
It would reduce the net expenses to reflect payables not fully
performed by a similar amount.

AGREED

IOM agrees.

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?

Specific
Matter for
Comment
7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.

AGREED

Do you agree that this lack of symmetry is appropriate? If not, why not?

Specific
Matter for
Comment
8:

Specific
Matter for
Comment
9:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
We agree with the proposal.
the appropriation being authorized. Do you agree with this proposal?

AGREED
Yes. The para 98-99 provides, the transfer provider an opportunity to consider
substance over form in determining whether it has present obligation.

If not, why not? What alternative treatment would you propose?
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a)Do you think there are any additional disclosure requirements that should be

ESCAP:
We think it is not appropriate, because it deviates the general accounting principle of
"matching concept" between income and expenses. (1) In UN, our project activities are
carried out with the funding provided by donors for specific activities (Transfer
IOM noted that paragraph 166 requires a line by line
revenue without performance obligation, but with present obligation) which means
comparison in the initial reporting period and comparative
liability is recognized until the activities are completed and eligible expenses are
period showing the impact of the implementation of the new
incurred when we will recognize revenue and reduce the liability. Some part of those
standard. In this regard, similar comment as under ED 70-71,
activities will be implemented by UN which we don't see any issue as UN expenses will
that this additional requirement requires a lot of effort without
be recorded as goods and services are delivered to UN. But for the activity to be
much added value.
implemented by IP, as soon as we enter into agreement with IP for the transfer
expenses without performance obligation, the controls is considered given to IP and
expense is recognized. In this case, the expense recognition will be faster than
revenue, which will distort the income and expense situation in the statement of
financial performance for such contribution funding/grant in ERP (2) Sometimes in the
We understand the basis but consider requirements of
transfer with present obligations, the transfer provider and transfer recipient are
within the UN system with different volume of financial statements. As such, this lack paragrah 166 to be perhaps too onerous without added value We understand the rationale for
this lack of symmetry.
of symmetry will leave the gap between the statements of two entities of UN system. to the users of the statements.

We do not consider any additional disclosure
requirements are required and request proposed
disclosures are re-evaluated from cost vs benefit
perspective as to whether all disclosures proposed
truly add value

AGREED

UNHQ:
IOM does not agree that all the disclosure requirements are
appropriate, in addition to mirroring the requirements in ED70 Some disclosure requirements do not seem to be necessary, considering possible
benefits that financial statements users will receive in comparison with costs that
and ED71, in light of the requirements based on IFRS 15
Revenue from Contracts with Customers, which relevant for for- would be needed to meet the disclosure requirements. For instance, identification of
transaction consideration allocated to the transfer recipient’s remaining performance
profit organizations. The disclosures requires excessive
information and detail that are not that useful for UN entities obligations and qualitative and quantitative disclosures in para 139 will be challenging.
Transfer recipient’s performance obligations per para 138 also seems to be excessive
and its FS readers.
disclosure requirement.

We agree with this proposal.

We agree that the disclosure
requirements provide sufficient,
reliable and relevant information.
We do not have any specific
comments on the disclsoure
requirements.
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1:

Specific
Matter for
Comment
2:

The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes
to the scope or definition of transfer expense would you make?
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70, Revenue with Performance Obligations, and ED 71, Revenue
without Performance Obligations?

UNSystem response

We agree with the scope of the standard

FAO

AGREED

We agree with the alignment of transfers expenses
with the split in revenue, however, we refer you to AGREED
our comments on the revenue standards as well.

IOM
IOM agrees with the scope and good limitation. Since there is
no standard on other types of expense it provides more
flexibility.

Do you agree with the proposal in this [draft] Standard that, unless a transfer
provider monitors the satisfaction of the transfer recipient’s performance
obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations?

We are generally in agreement

AGREED

We generally agree with the proposal .

AGREED

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:

Specific
Matter for
Comment
4:

(a)A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b)A transfer provider should subsequently recognize and measure the expense
as the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

UN

UNICEF

WIPO

Requesting IPSASB to include one illustration when entity transfers money annually
based on the entity's appropriations authorized by General Assembly or Executive
board.

We agree with the scope and the limitation

Agreed

As with ED70 and 71, the split is complex and issues existing in
revenue standards exists within expense standard as well but
We agree with this proposal.
we agree with the expenses standard mirroring the revenue

IOM agrees, to distinguish between transfer expenses with
performance obligations and transfer expenses without
performance obligations.

If not, what distinction, if any, would you make?

Specific
Matter for
Comment
3:

Respondent 54

To become a binding arrangement, the transfer provider must monitor the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement. The extent of monitoring the satisfaction of performance
IOM agrees the transaction should be accounted for as a
obligations throughout the arrangement duration is vague. In common arrangements
transfer expense without performance obligations, where no
between UN and IPs, IPs would provide interim (might be annual) and final substantive
monitoring by the transfer provider.
reports that provide the level of progress of project implementation. Is this sufficient
monitoring to be qualified as a binding agreement, or what is the minimum level of
monitoring to qualify under transfer expenses with performance obligations?
UNHQ:
Measurement and recognition of assets and expenses using the public sector
performance obligation approach will be challenging. In common arrangements with
transfer recipients, both performance obligations and non-performance obligations
would exist being correlated. Also providing goods and services to third-party
IOM agrees with the recognition and measurement
beneficiaries would be part of the whole project, and it would not be easy to
requirements for transfer expenses with performance
determine whether the goods and services are beneficial to third-parties only or both
obligations. This would change the financial statements,
third-parties and the UN.
without changing either the new result or net assets, as related
According to PSPOA, transfer expense with performance obligation will be recognized,
to only grossing up assets and liabilities. However, will require
based on allocated transaction consideration when the obligations are met.
a new and more detailed table for the expenses related to
transfers to IOM's direct beneficiaries.
Application of the recognition and measurement requirements in recording expenses
would be very challenging. UN expenses in general are recorded based on the type of
expenses, such as employee benefits, travel expenses, grants out and other transfers,
etc. Sub expense categories of grants out and other transfers are also by expense type
like staff costs, supplies, travels, contractual services, etc. It is difficult to allocate the

We agree that the scope is clear.

We agree with the proposal where no performance obligation
exists, but disagree with the proposal and rather than
requiring monitoring throughout the binding arrangement,
linkage is made to return of funds similar to revenue side. The
monitoring may happen at the end only when reports
received.
We agree with this proposal.

Agreed

We agree with the recognition and
measurement requirements.

ESCAP:
Since the transfer expenses with performance obligations are applicable under the
procurement of distinct goods and services for third parties which is very rare for our
operation and most of our operation involve the transfer of resources (providing not
distinct goods and services to third parties) for specific activity/incurring eligible
expenditures which is not considered as performance obligation, we can't think of any
practical difficulties on this.

Current draft standard as worded would result in earlier
expense recognition to current practice. We will have slight
modifications in practice. There will be much bigger impact
and cost on the revenue side

We are aware that organizations
with high volumes of transfer
expenses with performance
obligations may face challenges in
monitoring these in accordance
with the requirements of the draft
standard.

ESCAP:
For the transfer expense with present obligation, is it possible to record similar to the
way the transfer revenue with the present obligation is recorded? For example, to
recognize expense as the eligible expenses are documented to have incurred (through
the periodic financial statement from Implementing partners/transfer recipients).

We agree with the proposal

We agree with the recognition and
measurement requirements.

See UNHQ response for SMC 4 above.
Specific
Matter for
Comment
5:

Specific
Matter for
Comment
6:

If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance
obligations, please provide details of any anticipated difficulties, and any
suggestions you have for addressing these difficulties.

This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a)A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b)A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

We agree with thedraft standard measurement
basis

na

This could add a significant amount of accounting work as, for
each covered payable, an offsetting asset (deferred payable)
must be established pending the performance of the recipient.
It would reduce the net expenses to reflect payables not fully
performed by a similar amount.

AGREED

IOM agrees.

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?

Specific
Matter for
Comment
7:

As explained in SMC 6, this [draft] Standard proposes that a transfer provider
should recognize transfer expenses without performance obligations at the earlier
of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. ED 71, Revenue without
Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it
satisfies those present obligations. Consequently, a transfer provider may
recognize an expense earlier than a transfer recipient recognizes revenue.

AGREED

Do you agree that this lack of symmetry is appropriate? If not, why not?

Specific
Matter for
Comment
8:

Specific
Matter for
Comment
9:

This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
We agree with the proposal.
the appropriation being authorized. Do you agree with this proposal?

AGREED
Yes. The para 98-99 provides, the transfer provider an opportunity to consider
substance over form in determining whether it has present obligation.

If not, why not? What alternative treatment would you propose?
This [draft] Standard proposes disclosure requirements that mirror the
requirements in ED 70, Revenue with Performance Obligations, and ED 71,
Revenue without Performance Obligations, to the extent that these are
appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate
to provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a)Do you think there are any additional disclosure requirements that should be

ESCAP:
We think it is not appropriate, because it deviates the general accounting principle of
"matching concept" between income and expenses. (1) In UN, our project activities are
carried out with the funding provided by donors for specific activities (Transfer
IOM noted that paragraph 166 requires a line by line
revenue without performance obligation, but with present obligation) which means
comparison in the initial reporting period and comparative
liability is recognized until the activities are completed and eligible expenses are
period showing the impact of the implementation of the new
incurred when we will recognize revenue and reduce the liability. Some part of those
standard. In this regard, similar comment as under ED 70-71,
activities will be implemented by UN which we don't see any issue as UN expenses will
that this additional requirement requires a lot of effort without
be recorded as goods and services are delivered to UN. But for the activity to be
much added value.
implemented by IP, as soon as we enter into agreement with IP for the transfer
expenses without performance obligation, the controls is considered given to IP and
expense is recognized. In this case, the expense recognition will be faster than
revenue, which will distort the income and expense situation in the statement of
financial performance for such contribution funding/grant in ERP (2) Sometimes in the
We understand the basis but consider requirements of
transfer with present obligations, the transfer provider and transfer recipient are
within the UN system with different volume of financial statements. As such, this lack paragrah 166 to be perhaps too onerous without added value We understand the rationale for
this lack of symmetry.
of symmetry will leave the gap between the statements of two entities of UN system. to the users of the statements.

We do not consider any additional disclosure
requirements are required and request proposed
disclosures are re-evaluated from cost vs benefit
perspective as to whether all disclosures proposed
truly add value

AGREED

UNHQ:
IOM does not agree that all the disclosure requirements are
appropriate, in addition to mirroring the requirements in ED70 Some disclosure requirements do not seem to be necessary, considering possible
benefits that financial statements users will receive in comparison with costs that
and ED71, in light of the requirements based on IFRS 15
Revenue from Contracts with Customers, which relevant for for- would be needed to meet the disclosure requirements. For instance, identification of
transaction consideration allocated to the transfer recipient’s remaining performance
profit organizations. The disclosures requires excessive
information and detail that are not that useful for UN entities obligations and qualitative and quantitative disclosures in para 139 will be challenging.
Transfer recipient’s performance obligations per para 138 also seems to be excessive
and its FS readers.
disclosure requirement.

We agree with this proposal.

We agree that the disclosure
requirements provide sufficient,
reliable and relevant information.
We do not have any specific
comments on the disclsoure
requirements.
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October 26, 2020
Ross Smith
Program & Technical Director
International Public Sector Accounting Standards Board
227 Wellington Street
West Toronto, ON M5V 3H2
Canada
Dear Sir/Madam,
COMMENTS ON INTERNATIONAL PUBLIC SECTOR ACCOUNTING
STANDARDS BOARD (IPSASB) EXPOSURE DRAFT (ED) 72 - TRANSFER
EXPENSES
The Financial Reporting Council of Nigeria (FRC) hereby avails its input alongside its constituents
in Nigeria on the IPSASB Exposure Draft ED/72 - Transfer Expenses.
In view of the responses received from the constituents in Nigeria, the Council wishes to comment
on the exposure draft ED/72 as hereunder:
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
The scope of the draft on transfer expenses with a clear decision rationale as set out in Paragraphs
BC4–BC15 justifies the clarity of the draft standard. Hence, there is no reason to doubt the
explicitness of the definition.
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Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring
the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
With reference to the distinction for revenue transaction as proposed in ED 70 and 71 on Revenue
with Performance Obligations and Revenue without Performance Obligations respectively, it is
imperative that transfer expenses with performance obligations and without performance
obligations are clearly distinguished. This has been thoroughly done.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
The Council agrees that a transaction should be accounted for as a transfer expense without any
performance obligations whatsoever provided that a transfer provider monitors the satisfaction of
the transfer recipient’s performance obligations throughout the duration of the binding
arrangement.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a)

A transfer provider should initially recognize an asset for the right to
have a transfer recipient transfer goods and services to third-party
beneficiaries; and

…the conscience of regulatory assurance
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(b)

A transfer provider should subsequently recognize and measure the
expense as the transfer recipient transfers goods and services to thirdparty beneficiaries, using the public sector performance obligation
approach.

The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?
The rationale for the decision on transfer expenses with performance obligations as regards a
transfer provider initially recognizing an asset for the right to have a transfer recipient transfer
goods and services to third-party beneficiaries; and that a transfer provider should subsequently
recognize and measure the expense as the transfer recipient transfers goods and services to thirdparty beneficiaries, using the public sector performance obligation approach has been clearly set
out in paragraphs BC16–BC34 of the draft, hence there is no contrary opinion to the proposed.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
The practical application of recognition and measurement requirement for transfer expenses with
performance obligations in the proposed draft is clear enough and will be not difficulty in its
application.
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a)

A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a

…the conscience of regulatory assurance
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present obligation to provide resources, or has lost control of those resources
(this proposal is based on the IPSASB’s view that any future benefits
expected by the transfer provider as a result of the transaction do not meet
the definition of an asset); and
(b)

A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?

Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations? If not, how would you recognize and
measure transfer expenses without performance obligations?
With exception to performance obligations, the draft standard proposition on recognizing a transfer
provider’s transfer expenses without performance obligation at the earlier point at which the
transfer provider has a present obligation to provide resources, or has lost control of those resources
based on IPSASB’s

and that transfer provider should measure transfer expenses without

performance obligations at the carrying amount of the resources given up is significant, to this
end, I conform with the IPSASB recognition and measurement requirement for transfer expenses
without performance obligations.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources. ED
71, Revenue without Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it satisfies those
present obligations. Consequently, a transfer provider may recognize an expense earlier than a
transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
The Council agrees that this imbalance is pertinent.
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Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree
with this proposal?
If not, why not? What alternative treatment would you propose?
The Council agrees with the draft proposition that, the transfer provider needs to consider whether
it has a present obligation to transfer resources, and should therefore recognize a liability, prior to
the appropriation being authorized in a binding arrangement.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations,
to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a)
(b)

Do you think there are any additional disclosure requirements that should be included?
Are any of the proposed disclosure requirements unnecessary?
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In comparison with the ED 70 and Ed 71 disclosure requirements on Revenue with Performance
Obligations and Revenue without Performance Obligations, the draft standard will in all manners
provide a satisfactory and relevant information about transfer expenses, to this end, all disclosure
requirements as proposed in the draft are necessary for a robust and comprehensive information
about transfer expenses to users.
If you require any further information or clarification, do not hesitate to contact the Head,
Directorate of Accounting Standards (Public Sector) on:
ioanyahara@financialreportingcouncil.gov.ng

Yours faithfully,

Iheanyi O. Anyahara, PhD
Head, Directorate of Accounting Standards – Public
For: Executive Secretary/CEO

…the conscience of regulatory assurance
Plot 8, OtunbaJobiFele Way, Central Business District, Alausa, P.O. Box10968, Ikeja, Lagos,
Nigeria. Tel (234)01-17001150 01-17001151, 08175144101. www.financialreportingcouncil.gov.ng

558

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 56

October 30, 2020
Mr John Stanford
Technical Director
International Public Sector Accounting Standards Board
277 Wellington Street West
Toronto, Ontario M5V 3H2
Canada

Via Online Submission

Dear Mr John Stanford
COMMENTS ON EXPOSURE DRAFT 70, REVENUE WITH PERFORMANCE OBLIGATIONS,
EXPOSURE DRAFT 71, REVENUE WITHOUT PERFORMANCE OBLIGATIONS AND
EXPOSURE DRAFT 72, TRANSFER EXPENSES
The Malaysian Institute of Certified Public Accountants (“MICPA”) appreciates the opportunity
to comment on the following exposure drafts of the International Public Sector Accounting
Standards Board (“IPSASB”):
• Exposure Draft 70 Revenue with Performance Obligations (“ED 70”)
• Exposure Draft 71 Revenue without Performance Obligations (“ED 71”); and
• Exposure Draft 72 Transfer Expenses (“ED 72”).
We also applaud the effort of the IPSASB to provide the relevant Standards to address the
needs of public sector.
Overall, we believe that the IPSASB’s proposed standards will go a long way toward
maintaining the usefulness of the information provided to users of the financial statements in
public sector. We are generally supportive of these ED 70, ED 71 and ED 72 and are pleased
to provide our comments with respect to the proposals in the Special Matter for Comment 4
of ED 71 and Special Matter for Comments 3 and 5 of ED 72 for your consideration.
For the Specific Matter for Comment 4 of ED 71, we suggest the IPSASB to provide illustrative
examples on the allocation of the transaction price to each present obligation identified in the
binding arrangement, including the estimation of variable consideration, discount, return and
refund, so as to enhance the understanding and application of the standard by the users of
financial statements.
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With respect to the Specific Matter for Comments 3 and 5 of ED 72, we are supportive of the
Public Sector Performance Obligation Approach (“PSPOA”) by adopting a five-step approach
in ED 70 which. However, we have a concern on the practicality of applying Paragraph 13(d)
of this standard which requires a transfer provider to monitor the satisfaction of performance
obligations throughout the duration of the binding arrangement. This will be difficult to apply
in practice as it will put a great pressure on transfer provider in dealing with this, the volume
of transactions will be a challenge for transfer provider to monitor the satisfaction of each
performance obligation throughout the duration of the binding arrangement. Such approach
would result in an increase in cost of monitoring and compliance, as it will require a
sophisticated accounting system to manage and keep track of each performance obligation
throughout the duration of the binding arrangement. Hence, we would like to request the
IPSASB to reconsider the proposed criteria in the PSPOA and take into consideration of cost
benefit perspective in drafting the standard. In addition, it would be helpful if the IPSASB could
provide further guidance to the users of financial statements in applying the PSPOA.
We trust our comments and accompanying recommendations to be of value and useful to the
IPSASB, in your onward deliberation. MICPA looks forward to further strengthening such
dialogues with your organisation.
Please do not hesitate to contact the undersigned or the Technical Director, Ms Chiam Pei Pei,
at +603-2698 9622 should you require any clarification.
Thank you.
Yours sincerely,

NOVIE BIN TAJUDDIN
Chief Executive Officer
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ITER Organization

International Public Sector Accounting
Standards Board (IPSASB)

Finance & Procurement Department

529, 5th Avenue

+33 (0)4 42 17 61 28

New York 10017

lionel.rigaux@iter.org

USA

Lionel Rigaux

Reference: ATS2020/OUT/0020 (3FZV6X)
Subject: Exposure Drafts 70, 71 and 72
August 11, 2020
Dear IPSAS Board,
The ITER Organization (IO) is pleased to respond to IPSASB’s Exposure Drafts 70, 71 and 72.
We support IPSASB in its overall objective of creating a common standard for revenue from
exchange transactions and non-exchange transactions, and we believe that the work done by the
IPSASB to date as reflected in the exposure drafts would form the basis for clear and robust
standards on revenue recognition and transfer expenses.
Our detailed responses to the request for comments are included in the boxes in Appendix 1 (ED70
Revenue with Performance Obligations), Appendix 2 (ED71 Revenue without Performance
Obligations) and Appendix 3 (ED72 Transfer Expenses) to this letter.
About the ITER Organization (IO)
The purpose of the ITER Organization shall be to provide for and promote cooperation among its
Members on the ITER Project, which is an international project that aims to demonstrate the
scientific and technological feasibility of fusion energy for peaceful purposes, an essential feature
of which would be achieving sustained fusion power generation.
The purpose, functions and other organizational aspects of the IO are set out in the ‘Agreement on
the Establishment of the ITER International Fusion Energy Organization for the Joint
Implementation of the ITER Project’ which has been registered and published by the United Nations
Secretary General pursuant to Article 102 of the Charter of the United Nations at the request of the
Depositary (the Director-General of the International Atomic Energy Agency). The agreement is
available at: https://www.iaea.org/fr/publications/documents/infcircs/agreement-establishmentiter-international-fusion-energy-organization-joint-implementation-iter-project.
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The agreement entered into force on 20 November 2007, after ratification, acceptance or approval
by its Members being the European Union (represented by Euratom), Japan, the People’s Republic
of China, the Republic of India, the Republic of Korea, the Russian Federation and the United States
of America.
The IO has therefore an international legal personality and provides and promotes cooperation on
the ITER Project among its Members.
According to Article 3 of the ITER Agreement, the IO shall construct, operate, exploit and de-activate
the ITER facilities, and encourage the exploitation of the ITER facilities by the laboratories, other
institutions and personnel participating in the fusion energy research and development programs
of the Members.
For this purpose, the IO is building a “Tokamak” machine in the South of France. The construction
of the infrastructure started in 2007 and its startup (defined as ‘First Plasma’) is expected by late
2025. The Operation Phase of the ITER Project would be for 20 years, according to the Common
Understandings associated with the ITER Agreement. The multi billion Euros estimated cost to be
invested for construction over more than 15 years only represent a fraction of the total costs. The
biggest part is being delivered in kind by the Members. The ITER Project Specifications, which also
include the technical objectives and operational requirements of the ITER Machine, are approved
by the ITER Council, which is the Governing Body of the IO.
The resources of the IO are made available by the Members following their own specific legislative
and budgetary processes. There is no recourse foreseen to refund or return such moneys in the
manner foreseen in the case of private sector organizations.
They shall comprise as per article 8 of ITER agreement:
“a) contributions in kind, as referred to in the document "Value Estimates for ITER Phases of
Construction, Operation, Deactivation and Decommissioning and Form of Party Contributions",
comprising: i) specific components, equipment, materials and other goods and services in
accordance with the agreed technical specifications and ii) staff seconded by the Members;
b) financial contributions to the budget of the ITER Organization by the Members (hereinafter
'contributions in cash'), as referred to in the document "Value Estimates for ITER Phases of
Construction, Operation, Deactivation and Decommissioning and Form of Party Contributions";
c) additional resources received either in cash or in kind within limits and under terms approved by
the Council.
The respective Members' contributions over the duration of this Agreement shall be as referred to
in the documents "Value Estimates for ITER Phases of Construction, Operation, Deactivation and
Decommissioning and Form of Party Contributions" and "Cost Sharing for all Phases of the ITER
Project" and may be updated by unanimous decision of the Council.
The resources of the ITER Organization shall be solely used to promote the purpose and to exercise
the functions of the ITER Organization in accordance with Articles 2 and 3 of the ITER Agreement.
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Each Member shall provide its contributions to the ITER Organization through an appropriate legal
entity, hereinafter ''the Domestic Agency" of that Member, except where otherwise agreed by the
Council. The approval of the Council shall not be required for Members to provide cash contributions
directly to the ITER Organization.”
The IO prepares its annual financial statements in accordance with IPSAS and shares them online
at the following address: (https://www.iter.org/org/team/odg/comm/FinancialStatements).
Should you have any questions concerning our comments, please do not hesitate to contact me.
Lionel Rigaux
Phone: +33442176128 or
Mobile: +33698434603.
Email: Lionel.Rigaux@iter.org

Yours sincerely,

Lionel Rigaux
Accounting, Treasury
& Systems Section Leader
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APPENDIX 1 ED 70 Revenue with Performance Obligations
Specific Matter for Comment 1:
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers. Because in
some jurisdictions public sector entities may not have the power to enter into legal contracts, the
IPSASB decided that the scope of this Exposure Draft would be based around binding
arrangements. Binding arrangements have been defined as conferring both enforceable rights and
obligations on both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to the scope of
the Exposure Draft or the definition of binding arrangements would you make?
ED 70 proposes the following definition of a binding arrangement: “A binding arrangement is an
arrangement that confers both enforceable rights and obligations on both parties to the
arrangement.” This definition implies that a binding arrangement has only two parties to the
arrangement. This is different from the proposed definition of a contract: “A contract is an
agreement between two or more parties that creates enforceable rights and obligations.”
IO considers ED 70’s proposed definition of a binding arrangement too narrow because a
binding arrangement may exist between more than two parties.
Binding arrangements between multiple parties are quite common in the public sector. For
example, a treaty between governments may establish an intergovernmental organization and
confer enforceable rights and obligations on the intergovernmental organization and on its
member states. For example, the ITER Agreement confers (i) an obligation to construct, operate,
exploit, and de-activate experimental facilities for nuclear fusion on the ITER Organization, (ii) a
right to receive contributions in kind (components of the experimental facilities) and financial
contributions from the member states.
Another example of a binding arrangement between multiple parties is an agreement between
a number of municipalities establishing a shared-service center for waste collection or common
support functions such as invoicing. Such an agreement confers enforceable rights and
obligations on the shared-service center and the municipalities (purchasers).
Specific Matter for Comment 2:
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses, because there is an
interaction between them. Although there is an interaction between the three Exposure Drafts,
the IPSASB decided that even though ED 72 defines transfer expense, ED 70 did not need to define
“transfer revenue” or “transfer revenue with performance obligations” to clarify the mirroring
relationship between the exposure drafts. The rationale for this decision is set out in paragraphs
BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer revenue
with performance obligations”? If not, why not?
IO agrees with IPSASB that there is no need to define “transfer revenue with performance
obligations” in ED 70 and “transfer revenue” in ED 71, as their recognition and measurement is
the same as other types of revenue within their respective standards.
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Specific Matter for Comment 3:
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on revenue
with performance obligations and ED 71 on revenue without performance obligations—the
IPSASB decided to provide guidance about accounting for transactions with components relating
to both exposure drafts. The application guidance is set out in paragraphs AG69 and AG70.
Do you agree with the application guidance? If not, why not?
IO agrees with the application guidance in AG69-AG70 about the accounting for transactions
with components relating to both ED 70 and ED 71.
Specific Matter for Comment 4:
The IPSASB decided that this Exposure Draft should include the disclosure requirements that were
in IFRS 15. However, the IPSASB acknowledged that those requirements are greater than existing
revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS 15, and that
no disclosure requirements should be removed? If not, why not?
IO agrees with the extensive disclosure requirements in ED 70, aligned with those in IFRS 15, as
there is no public-sector specific reason to deviate from IFRS. Entities in the public sector need to
be accountable to constituents for their use of public funds. IO acknowledges that there are
small entities in the public sector, such as municipalities with numerous different revenue
streams, that may find these disclosure requirements onerous. However, this needs to be
considered in the context of differential reporting, i.e. the development of a less complex set of
requirements for small and medium sized public sector entities, with generally simple
transactions, for which full IPSAS requirements are too onerous. In its 2019–2023 strategy,
IPSASB has decided not to address differential reporting.
Specific Matter for Comment 5:
In developing this Exposure Draft, the IPSASB noted that some public sector entities may be
compelled to enter into binding arrangements to provide goods or services to parties who do not
have the ability or intention to pay. As a result, the IPSASB decided to add a disclosure
requirement about such transactions in paragraph 120. The rationale for this decision is set out in
paragraphs BC38–BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for disclosure
of information on transactions which an entity is compelled to enter into by legislation or other
governmental policy decisions? If not, why not?
The ITER Organization agrees with the requirement in paragraph 120 for disclosure of
information on transactions which an entity is compelled to enter into by legislation or other
governmental policy decisions. However, the disclosure requirement now seems to apply to all
government services mandated by legislation or other governmental policy decisions. There is a
need to clarify that this disclosure requirement only applies if payment of the consideration for
delivery of the good or service is not probable.
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APPENDIX 2 ED 71 Revenue without Performance Obligations
Specific Matter for Comment 1: (Paragraphs 14-21)
The ED proposes that a present obligation is a binding obligation (legally or by equivalent means),
which an entity has little or no realistic alternative to avoid and which results in an outflow of
resources. The IPSASB decided that to help ascertain whether a transfer recipient has a present
obligation, consideration is given to whether the transfer recipient has an obligation to perform a
specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this Standard, Revenue without
Performance Obligations, a specified activity and eligible expenditure give rise to present
obligations? Are there other examples of present obligations that would be useful to include in
the Standard?
IO agrees with IPSASB’s proposals that for the purposes of this Standard, Revenue without
Performance Obligations, a specified activity and eligible expenditure give rise to present
obligations.
IO suggests including a definition of present obligation. Whether there is a present obligation or
not, is decisive in the accounting treatment. Without a definition there might be a diverging
interpretation.
IO is not aware of other examples of present obligations that would be useful to include in the
Standard.
Specific Matter for Comment 2: (Paragraph 31)
The flowchart that follows paragraph 31 of this Standard illustrates the process a transfer
recipient undertakes to determine whether revenue arises and, if so, the relevant paragraphs to
apply for such revenue recognition.
Do you agree that the flowchart clearly illustrates the process? If not, what clarification is
necessary?
IO agrees that the flowchart clearly illustrates the process.
Specific Matter for Comment 3: (Paragraph 57-58)
The IPSASB decided that a transfer recipient recognizes revenue without performance obligations
but with present obligations when (or as) the transfer recipient satisfies the present obligation.
Do you agree that sufficient guidance exists in this Standard to determine when a present
obligation is satisfied and when revenue should be recognized? For example, point in time or over
time. If not, what further guidance is necessary to enhance clarity of the principle?
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IO considers the guidance provided by draft Standard ED 71 insufficient. Paragraph 57 merely
states that the transfer recipient shall recognize revenue without performance obligations when
(or as) the transfer recipient satisfies the present obligation. Draft Standard ED 71 does not
clarify how to determine whether the entity satisfies the present obligation over time or satisfies
the present obligation at a point in time. The clarity of this distinction could gain from additional
guidance along the lines of paragraphs 34-37 in ED 70, which include a number of helpful
criteria (ED 70, paragraph 34) to determine whether a performance obligation is satisfied over
time or at a point in time. ED 70, paragraph 37 also includes indicators to determine at what
point in time the entity satisfies the performance and should recognize revenue. If the same
principles apply to present obligations, a reference in ED 70, paragraph 58 to paragraphs 34-37
in ED 70 might suffice.
Specific Matter for Comment 4: (Paragraphs 80-81)
The IPSASB decided that the objective when allocating the transaction price is for a transfer
recipient to allocate the transaction price to each present obligation in the arrangement so that it
depicts the amount to which the transfer recipient expects to be entitled in satisfying the present
obligation. The amount of revenue recognized is a proportionate amount of the resource inflow
recognized as an asset, based on the estimated percentage of the total enforceable obligations
satisfied.
Do you agree sufficient guidance exists in this Standard to identify and determine how to allocate
the transaction price between different present obligations? If not, what further guidance is
necessary to enhance clarity of the principle?
IO agrees sufficient guidance exists in ED 71 to identify and determine how to allocate the
transaction price between different present obligations.
Specific Matter for Comment 5: (Paragraphs 84-85)
Do you agree with the IPSASB’s proposals that receivables within the scope of this Standard
should be subsequently measured in accordance with the requirements of IPSAS 41, Financial
Instruments? If not, how do you propose receivables be accounted for?
IO disagrees with the measurement of receivables within the scope of ED 71 in accordance with
the requirements of IPSAS 41, Financial Instruments. According to IPSAS 28, “A financial
instrument is any contract that gives rise to both a financial asset of one entity and a financial
liability or equity instrument of another entity.” Some receivables within the scope of ED 71 are
clearly not financial instruments, such as tax receivables as they do not originate from a
contract between the government and the tax payers, but from the tax law. This is the very
reason why ED 70 and ED 71 distinguish between contracts and binding arrangements.
Specific Matter for Comment 6: (Paragraphs 126-154)
The disclosure requirements proposed by the IPSASB for revenue transactions without
performance obligations are intended to provide users with information useful for decision
making, and to demonstrate the accountability of the transfer recipient for the resources
entrusted to it.
Do you agree the disclosure requirements in this Standard provide users with sufficient, reliable
and relevant information about revenue transactions without performance obligations? In
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particular, (i) what disclosures are relevant; (ii) what disclosures are not relevant; and (iii) what
other disclosures, if any, should be required?
IO agrees with the disclosure requirements in ED 71.
Specific Matter for Comment 7: (Paragraphs N/A)
Although much of the material in this Standard has been taken from IPSAS 23, Revenue from NonExchange Transactions (Taxes and Transfers), the IPSASB decided that the ED should establish
broad principles for the recognition of revenue from transactions without performance
obligations, and provide guidance on the application of those principles to the major sources of
revenue for governments and other public sector entities. The way in which these broad principles
and guidance have been set out in the ED are consistent with that of [draft] IPSAS [X] (ED 72),
Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad principles and
guidance are logically set out? If not, what improvements can be made?
IO agrees with the approach taken in the ED and that the structure and broad principles and
guidance are logically set out.
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APPENDIX 3 ED 72 Transfer Expenses
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
IO agrees with the scope of ED 72 as it aligns with definition of transfers in the statistical
reporting frameworks and is therefore consistent with the IPSASB’s Policy Paper, Process for
Considering GFS Reporting Guidelines during Development of IPSASs.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring
the distinction for revenue transactions proposed in ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
IO agrees with the proposal in ED 72 to distinguish between transfer expenses with performance
obligations and transfer expenses without performance obligations. However, it would require
amending the definition of performance obligation accordingly. The definition in ED 71 is “A
performance obligation is a promise in a binding arrangement with a purchaser […]” For the
purposes of ED 71 it is clear that the reporting entity serves as the counterparty in the binding
arrangement. However, for the purposes of ED 72 there is a need to clarify who is the
counterparty, for example as follows: “A performance obligation is a promise in a binding
arrangement between a transfer provider and with a purchaser […].”
It might also be helpful to clarify in the basis for conclusions why IPSASB decided to introduce
the concept “transfer provider” instead of retaining the concept “transferor” as used in IPSAS 23
and explaining the difference, if any, between the two concepts.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors
the satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?

569

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 57

IO disagrees with the proposal that a transaction should always be accounted for as a transfer
expense without performance obligations, unless a transfer provider monitors the satisfaction of
the transfer recipient’s performance obligations throughout the duration of the binding
arrangement. There may be cases in practice where monitoring alone should not be decisive. IO
therefore proposes a rebuttal presumption: “It is a rebuttable presumption that the transaction
will be characterized by the transfer provider as a transfer expense without performance
obligations, unless the transfer provider monitors the satisfaction of the transfer recipient’s
performance obligations throughout the duration of the binding arrangement. Where that
presumption is rebutted the transaction is accounted for as a transfer expense with performance
obligations.”
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
IO agrees with the recognition and measurement requirements for transfer expenses with
performance obligations.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please provide
details of any anticipated difficulties, and any suggestions you have for addressing these
difficulties.
IO does not consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations.
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the
earlier of the point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources (this proposal is based on the IPSASB’s view that any future
benefits expected by the transfer provider as a result of the transaction do not meet the definition
of an asset); and
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(b) A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
IO agrees with the recognition and measurement requirements for transfer expenses without
performance obligations.
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the
transfer provider has a present obligation to provide resources, or has lost control of those
resources. ED 71, Revenue without Performance Obligations, proposes that where a transfer
recipient has present obligations that are not performance obligations, it should recognize
revenue as it satisfies those present obligations. Consequently, a transfer provider may recognize
an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
IO disagrees with this lack of symmetry. Transactions between the transfer provider and the
transfer recipient can occur within the same economic entity or between different levels of
government not under common control. The different approaches in revenue and expense
recognition would create asymmetrical information in public sector financial reporting when
entities do not publish consolidated financial statements and users have to rely on the separate
financial statements of individual entities for accountability and decision-making purposes. If
consolidated financial statements are prepared complex consolidation adjustment might be
needed to arrive at uniform accounting policies. IO therefore suggests that IPSASB maintains
compatibility between transfer provider and transfer recipient accounting approaches.
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree
with this proposal?
If not, why not? What alternative treatment would you propose?
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IO agrees with the proposal that the transfer provider may consider an arrangement binding
even if the arrangement is still subject to appropriation. According to ED 72, paragraph AG99
the transfer provider considers substance over form in determining whether it has a present
obligation to transfer the resources prior to the appropriation being authorized.
IO agrees with the proposal to apply substance over form as IPSASB’s conceptual framework
acknowledges that substance over form is a key quality that information included in financial
statements must possess. It is embedded in the notion of faithful representation.
IO agrees with example 35 about an agreement for transfers subject to approval of
appropriations.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations, to
the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
IO agrees with the proposed disclosure requirements in ED 72. IO has not identified any
additional disclosure requirements that should be included. IO does not consider any of the
proposed disclosure requirements unnecessary.
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Submission on Exposure Drafts ED 70, ED 71 and ED 72
Thank you for the opportunity to comment on the International Public Sector Accounting Standards Board’s
(IPSASB’s) Exposure Drafts ED 70 Revenue with performance obligations, ED 71 Revenue without
performance obligations and ED 72 Transfer expenses.
The Auditor-General is responsible for auditing all of New Zealand’s public entities. Public entities in
New Zealand include public benefit entities and for-profit entities. We provide the New Zealand Parliament
and the public with independent assurance that public entities are operating and accounting for their
performance as intended.
Overall, we support the proposal to have two revenue standards, one for revenue with performance
obligations and the other for revenue without performance obligations, and a proposed standard on transfer
expenses. We commend the IPSASB’s efforts to address revenue and transfer expenses issues that are
specific to the public sector and address application issues raised by constituents in relation to the existing
requirements.
General comment about the proposed standards
We appreciate that the subject matter of the proposed standards are interrelated and that the IPSASB is
using IFRS 15 Revenue from Contracts with Customers as a base for the proposed standards. However, like
IFRS 15, the exposure drafts are lengthy and complicated. We question whether the proposed standards
need to contain all the detail from IFRS 15. Moreover, the disclosure requirements are significantly greater
across the three exposure drafts compared to what is currently required. We suggest the IPSASB reconsiders the disclosure requirements to determine if all of them are necessary for the types of transactions
typically undertaken by public sector entities that do not have a profit objective 1.
The exposure drafts use terminology which, while technically correct, are new and which will be unfamiliar to
many preparers. For example:
•

ED 71 introduces the terms “eligible expenditure” and “specified activities” as examples of present
obligations in binding arrangements without performance obligations. However, in many of the
examples intended to illustrate these terms, the difference between the terms are not clear; and

References to public sector entities in this submission refer to public sector entities that do not have a profit
objective.

1
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Most expenses covered by ED 72 will take the form of grants. The use of the term “transfer
expenses” is not a term that will be familiar to most preparers.

There are a number of cross-references between the exposure drafts with little context for the crossreferences, making it hard to understand the proposed requirements. For example, paragraph 90 of ED 72
refers to guidance in ED 71 for “present obligations other than performance obligations” without explaining
the relevance of the transfer recipient’s present obligations to the transfer provider in the context of ED 72.
Where cross-references are used in a proposed standard, we recommend that they be clearly explained in
the context of the proposed standard.
We consider that the proposed standards need to be modest in length and use language that users of the
standards can understand. We think simplicity of language, clarity of application guidance and illustrative
examples, and more contextual information in the proposed standards are needed to help preparers to
understand and use the proposed standards. We recommend that the IPSASB considers how the proposed
standards can be structured to make them easier to read and apply, and how the application guidance and
examples can better clarify the principles and requirements of the proposed standards.
EDs and their interaction with IPSAS 19 Provisions, contingent liabilities and contingent assets
The EDs are not very clear about when entities should apply the requirements of the respective proposed
standard and when they should apply IPSAS 19. We recommend that the IPSASB:
•

Reconsiders the wording of the scope exclusions in each proposed standard so that it is clear
whether the whole of IPSAS 19 is excluded or only parts of it. If parts of it, then each proposed
standard needs to be specific about which parts will continue to apply for that particular proposed
standard, what they apply to and how they should be applied;

•

Considers adding a short commentary within each proposed standard explaining when and why
IPSAS 19 (or the relevant parts of it) applies; and

•

Includes, in the Basis for Conclusions, the IPSASB’s views of the impact of any scope exclusion and
the reasons for the exclusions.

We set out our specific comments on ED 70 in Appendix 1, ED 71 in Appendix 2 and ED 72 in Appendix 3.
If you have any questions about our submission, please contact Brett Story, Associate Director Technical, at
brett.story@auditnz.parliament.nz or Lay Wee Ng, Technical Specialist, at laywee.ng@oag.parliament.nz.

Yours sincerely

Greg Schollum
Deputy Controller and Auditor-General
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APPENDIX 1: ED 70 REVENUE WITH PERFORMANCE OBLIGATIONS
Specific Matter for Comment 1:
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers. Because in
some jurisdictions public sector entities may not have the power to enter into legal contracts, the
IPSASB decided that the scope of this Exposure Draft would be based around binding
arrangements. Binding arrangements have been defined as conferring both enforceable rights and
obligations on both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to the scope of
the Exposure Draft or the definition of binding arrangements would you make?
Subject to our General comment about the proposed standards in the cover letter, we agree that accounting
for revenue with performance obligations in the proposed IPSAS should align with IFRS 15 unless there are
public sector-specific differences in relation to revenue items. Alignment of the core requirements between
IFRS 15 and the proposed IPSAS may be helpful in avoiding any mixed group accounting issues (i.e. a
public sector group that includes both entities with and without a profit objective).
We also agree that it is appropriate that the IPSASB addresses public sector-specific issues in the proposed
standard by:
•

Widening the scope to cover binding arrangements that might not be contracts; and

•

Addressing the recognition of revenue from agreements to deliver goods and services to a third
party.

In relation to our comment in our cover letter on the EDs and their interaction with IPSAS 19, we note that
the scope of ED 70 states that the ED does not apply to:
“Rights or obligations arising from binding arrangements within the scope of, IPSAS 19, Provisions,
Contingent Liabilities and Contingent Assets…” (paragraph 3(e)).
However, in the consequential amendments to paragraph 13 of IPSAS 19 in ED 70, it states:
“13. Where another IPSAS deals with a specific type of provision, contingent liability, or contingent
asset, an entity applies that standard instead of this Standard. For example, certain types of
provisions are also addressed in Standards on: …
(c) Revenue from binding arrangements with purchasers (see [draft] IPSAS [X] (ED 70), Revenue
with Performance Obligations). However, as [draft] IPSAS [X] (ED 70) contains no specific
requirements to address binding arrangements with purchasers that are, or have become, onerous,
this [draft] Standard applies to such cases.” (underlining original)
The wording of the scope exclusion in ED 70 seems inconsistent with the proposed consequential
amendment to IPSAS 19 which states that IPSAS 19 will continue to apply to onerous contracts. If IPSAS 19
is intended to apply in part under certain circumstances under the proposed standard, it is not useful for the
scope to imply that all rights and obligations arising from binding arrangements within IPSAS 19 are
excluded.
Specific Matter for Comment 2:
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses, because there is an
interaction between them. Although there is an interaction between the three Exposure Drafts, the
IPSASB decided that even though ED 72 defines transfer expense, ED 70 did not need to define
“transfer revenue” or “transfer revenue with performance obligations” to clarify the mirroring
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relationship between the exposure drafts. The rationale for this decision is set out in paragraphs
BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer revenue with
performance obligations”? If not, why not?
We agree with the IPSASB’s decision not to define “transfer revenue” or “transfer revenue with performance
obligations” as the nature of these transactions are explained in the scope paragraphs and it is unnecessary
to introduce further complexity through trying to define the terms.
We also note that entities can disaggregate disclosures and show a category for revenue earned from
providing goods and services to third party beneficiaries.
Specific Matter for Comment 3:
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on revenue
with performance obligations and ED 71 on revenue without performance obligations—the IPSASB
decided to provide guidance about accounting for transactions with components relating to both
exposure drafts. The application guidance is set out in paragraphs AG69 and AG70.
Do you agree with the application guidance? If not, why not?
We agree with the application guidance in AG69 and AG70 on accounting for transactions with components
relating to both the proposed standards.
Specific Matter for Comment 4:
The IPSASB decided that this Exposure Draft should include the disclosure requirements that were
in IFRS 15. However, the IPSASB acknowledged that those requirements are greater than existing
revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS 15, and that no
disclosure requirements should be removed? If not, why not?
We agree that the disclosure requirements should be aligned with those in IFRS 15 if they are also relevant
to public sector entities. This will ensure that the disclosure requirements for revenue with performance
obligations in the public benefit entity sector are similar to the disclosure requirements for for-profit public
sector entities that apply IFRS 15. This may be helpful in addressing any mixed group disclosure issues.
However, we recommend that the IPSASB considers whether all the proposed disclosures are necessary
and/or relevant in the public sector context (also see our General comment about the proposed standards in
the cover letter).
Specific Matter for Comment 5:
In developing this Exposure Draft, the IPSASB noted that some public sector entities may be
compelled to enter into binding arrangements to provide goods or services to parties who do not
have the ability or intention to pay. As a result, the IPSASB decided to add a disclosure
requirement about such transactions in paragraph 120. The rationale for this decision is set out in
paragraphs BC38–BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for disclosure of
information on transactions which an entity is compelled to enter into by legislation or other
governmental policy decisions? If not, why not?
We agree that the disclosure requirement in paragraph 120 for the disclosure of information on transactions
which an entity is compelled to enter into by legislation or other governmental policy decisions is useful
information in circumstances where the probability of collection of the consideration from the purchaser is in
question.
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Other Comment
We note that Illustrative Example 5 appears to illustrate the disposal of plant and equipment rather than
revenue. The circumstances illustrated would, at some point, require the entity to recognise a gain or loss on
disposal of the asset. We recommend that the IPSASB reconsiders the example.

5
577

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 58

APPENDIX 2: ED 71 REVENUE WITHOUT PERFORMANCE OBLIGATIONS
Specific Matter for Comment 1: (Paragraphs 14-21)
The ED proposes that a present obligation is a binding obligation (legally or by equivalent means),
which an entity has little or no realistic alternative to avoid and which results in an outflow of
resources. The IPSASB decided that to help ascertain whether a transfer recipient has a present
obligation, consideration is given to whether the transfer recipient has an obligation to perform a
specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard, Revenue
without Performance Obligations, a specified activity and eligible expenditure give rise to present
obligations? Are there other examples of present obligations that would be useful to include in the
[draft] Standard?
We support the idea that binding arrangements can have present obligations that are not performance
obligations. We also support the guidance to help preparers determine whether they have present
obligations to enable entities to appropriately account for revenue under different circumstances. In general,
we support the IPSASB’s proposal that, for the purposes of the proposed standard, Revenue without
Performance Obligations, a specified activity and eligible expenditure give rise to present obligations.
However, it is not always clear to us from ED 71 when a transaction gives rise to a present obligation for the
entity to incur eligible expenditure and when the transaction is for the entity’s normal operating costs/general
funding. We recommend that the proposed standard provides application guidance and illustrative examples
that clearly differentiate between a transaction that imposes a present obligation for the entity to incur eligible
expenditure and a transaction that is intended for the entity’s normal operating costs/general funding.
It is common for public sector entities to receive multi-year grants/funding. We note that the exposure draft
does not include any application guidance on how to account for multi-year grants/funding that are received.
We recommend that application guidance be provided on when assets and revenue should be recognised in
transactions that involve multi-year grants/funding, long-term contracts and where funding is based on time
periods. We also suggest the inclusion of illustrative examples for multi-year grants, including where there is
a mismatch of the balance date(s) to the funding.
We note that there are a number of illustrative examples that are intended to illustrate present obligations in
binding arrangements. However, the examples are not always clear on whether the illustrated arrangement
related to eligible expenditure or to a specified activity, for instance, in Illustrative Examples 11, 13 and 19.
We recommend that the illustrative examples better clarify the distinction between the two types of present
obligations, and be more specific about whether they are illustrating an eligible expenditure or a specified
activity. If a clear distinction cannot be made between the two, we recommend the IPSASB considers
whether eligible expenditure and specified activity could be combined in some way that would make the
proposed standard easier to apply.
Specific Matter for Comment 2: (Paragraph 31)
The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process a transfer
recipient undertakes to determine whether revenue arises and, if so, the relevant paragraphs to
apply for such revenue recognition. Do you agree that the flowchart clearly illustrates the process?
If not, what clarification is necessary?
We agree that the flowchart is clear and useful as an overall schema of the process a transfer recipient
undertakes to determine whether revenue arises and the relevant paragraphs to apply for such revenue
recognition.
Specific Matter for Comment 3: (Paragraph 57-58)
The IPSASB decided that a transfer recipient recognizes revenue without performance obligations
but with present obligations when (or as) the transfer recipient satisfies the present obligation.
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Do you agree that sufficient guidance exists in this [draft] Standard to determine when a present
obligation is satisfied and when revenue should be recognized? For example, point in time or over
time. If not, what further guidance is necessary to enhance clarity of the principle?
Subject to our comment on SMC 1, we agree that there is sufficient guidance to determine when a present
obligation is satisfied (point in time or over time) and when revenue should be recognized. However, we note
that paragraph 57 only states that:
“A transfer recipient shall recognize revenue without performance obligations when (or as) the
transfer recipient satisfies the present obligation. A present obligation is satisfied when (or as) the
transfer recipient undertakes the specified activities and has no further enforceable duties or acts
to perform.” [emphasis added]
However, as present obligations under the proposed standard may be either to undertake specified activities
or to incur eligible expenditure, we suggest that a present obligation is also satisfied when (or as) the transfer
recipient incurs eligible expenditure. We suggest a rewording of paragraph 57 to also refer to “incurs eligible
expenditure”.
Specific Matter for Comment 4: (Paragraphs 80-81)
The IPSASB decided that the objective when allocating the transaction price is for a transfer
recipient to allocate the transaction price to each present obligation in the arrangement so that it
depicts the amount to which the transfer recipient expects to be entitled in satisfying the present
obligation. The amount of revenue recognized is a proportionate amount of the resource inflow
recognized as an asset, based on the estimated percentage of the total enforceable obligations
satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and determine how to
allocate the transaction price between different present obligations? If not, what further guidance is
necessary to enhance clarity of the principle?
Subject to our comment on SMC 1, we agree that there is sufficient guidance to identify and determine how
to allocate the transaction price between different present obligations.
However, we note that the second sentence of paragraph 81 which states “The amount of revenue
recognized is a proportionate amount of the resource inflow recognized as an asset, based on the
estimated percentage of the total enforceable obligations satisfied” [emphasis added] is about the
recognition of revenue, rather than about allocating the transaction price. We suggest that the sentence be
reworded to explain the allocation of the transaction price.
Specific Matter for Comment 5: (Paragraphs 84-85)
Do you agree with the IPSASB’s proposals that receivables within the scope of this [draft] Standard
should be subsequently measured in accordance with the requirements of IPSAS 41, Financial
Instruments? If not, how do you propose receivables be accounted for?
We are pleased that the IPSASB has proposals to address the gap in standards for the accounting of noncontractual receivables. We generally agree with the proposal that receivables within the scope of the
proposed standard should be subsequently measured in accordance with the requirements of IPSAS 41 at
amortised cost or at fair value through surplus or deficit. We also agree that if a class of non-contractual
receivables meets the necessary criteria in IPSAS 41 for amortised cost, that class should be measured at
amortised cost.
However, we consider that it may be difficult to determine whether statutory receivables meet the “solely
payments of principal and interest” (SPPI) test in IPSAS 41, for example, taxes and fines. These statutory
receivables are not intended to be borrowing instruments and, therefore, do not have the normal features of
a debt instrument. For example, substantial penalties can be charged on overdue amounts.

7
579

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 58

Additionally, if the SPPI test was met, the application of amortised cost method is complex, for example,
having to track the receivables, determining the effective interest rate and/or determining their impairment
under the expected credit loss model (where necessary).
We consider that it may be problematic to interpret, and apply, amortised cost to such statutory receivables.
As such, we recommend that the proposed standard provides more detailed application guidance (and/or
illustrative examples) in assessing whether statutory receivables meet the SPPI test and how amortised cost
might apply to statutory receivables that pass the SPPI test.
Specific Matter for Comment 6: (Paragraphs 126-154)
The disclosure requirements proposed by the IPSASB for revenue transactions without
performance obligations are intended to provide users with information useful for decision making,
and to demonstrate the accountability of the transfer recipient for the resources entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with sufficient,
reliable and relevant information about revenue transactions without performance obligations? In
particular, (i) what disclosures are relevant; (ii) what disclosures are not relevant; and (iii) what
other disclosures, if any, should be required?
In general, we agree the disclosure requirements provide users with sufficient, reliable and relevant
information about revenue transactions without performance obligations (also see our General comment
about the proposed standards in the cover letter).
However, paragraph 133 of ED 71 states that:
“Transfer recipients that do not recognize service in-kind on the face of the general purpose financial
statements are strongly encouraged to disclose qualitative information about the nature and type of
major classes of services in-kind received, particularly if those services in-kind received are
integral to the operations of the transfer recipient. The extent to which a transfer recipient is
dependent on a class of services in-kind will determine the disclosures it makes in respect of that
class.” [emphasis added]
We recommend that qualitative disclosures should be required (not just encouraged) to be disclosed for
those unrecognised services in-kind received that are integral to the operations of the transfer recipient.
Paragraph 132(a) of ED 71 has an explicit requirement to disclose the accounting policy for the recognition
of revenue from transactions without performance obligations. We note that, in general, individual standards
are inconsistent with regard to the requirement to disclose specific accounting policies, for example, there is
no explicit requirement to disclose an accounting policy in either ED 70 or ED 72. We presume this is
because the requirement to disclose specific accounting policies is stated in PBE IPSAS 1 (paragraphs 127
and 132-139). We suggest the IPSASB considers how this requirement can be made consistent across the
standards.
Specific Matter for Comment 7: (Paragraphs N/A)
Although much of the material in this [draft] Standard has been taken from IPSAS 23, Revenue
from Non-Exchange Transactions (Taxes and Transfers), the IPSASB decided that the ED should
establish broad principles for the recognition of revenue from transactions without performance
obligations, and provide guidance on the application of those principles to the major sources of
revenue for governments and other public sector entities. The way in which these broad principles
and guidance have been set out in the ED are consistent with that of [draft] IPSAS [X] (ED 72),
Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad principles and
guidance are logically set out? If not, what improvements can be made?
Subject to our General comments in the cover letter, we agree with the approach taken, the structure and
broad principles and guidance.
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Other Comment
In relation to our comment in the cover letter on the EDs and their interaction with IPSAS 19, we note that
the scope of ED 71 states that the ED does not apply to:
“Rights or obligations arising from binding arrangements within the scope of, IPSAS 19, Provisions,
Contingent Liabilities and Contingent Assets…” (paragraph 3(h), emphasis added).
However, in AG23 of ED 71, it states:
“A statement of intent or public announcement by a transfer provider such as a government promise
to spend money or deliver goods and services in a certain way is not, in and of itself, an enforceable
arrangement for the purposes of this [draft] Standard. Such a declaration is general in nature and
does not create a binding arrangement between a transfer provider and a transfer recipient. A
transfer recipient would need to consider whether such a public announcement gives rise to a nonlegally binding (constructive) obligation under IPSAS 19, Provisions, Contingent Liabilities and
Contingent Assets.”
As ED 71 applies to both binding and non-binding arrangements, it is unclear to us if the reference to
binding arrangements in the scope exclusion means that the intent is for IPSAS 19 to continue to apply to
non-binding arrangements within the scope of ED 71. It is also unclear whether AG23 means that if a
transfer recipient considers that the public announcement gives rise to a non-legally binding (constructive)
obligation under IPSAS 19, that it would disclose a contingent asset. It is also unhelpful that ED 71 refers to
IPSAS 19 given that constructive obligations in that standard are written in the context of liabilities, whereas
the context of ED 71 is the recognition of an inflow from the transfer recipient’s perspective.
It would be helpful if the proposed standard clarified the wording of the scope exclusion so that it is clear
what it excludes and how IPSAS 19 is to be applied in the context of the proposed standard. It would also be
helpful if the IPSASB considers whether IPSAS 19 would also apply to onerous contracts under this
proposed standard.
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APPENDIX 3: ED 72 TRANSFER EXPENSES
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
We agree that the scope of the proposed standard be limited to transfer expenses, as defined in
paragraph 8.
In relation to our comment in the cover letter on the EDs and their interaction with IPSAS 19, we note that
the scope of ED 72 states that the ED does not apply to:
“… Provisions as defined in IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets”
(paragraph 5, emphasis added).
AG23 of ED 72 states:
“A statement of intent or public announcement by a transfer provider such as a government promise
to spend money or deliver goods and services in a certain way is not, in and of itself, an enforceable
arrangement for the purposes of this [draft] Standard. Such a declaration is general in nature and
does not create a binding arrangement between a transfer provider and a transfer recipient under
which both parties have rights and obligations. A transfer provider considers whether such a public
announcement gives rise to a constructive obligation in accordance with IPSAS 19¸ Provisions,
Contingent Liabilities and Contingent Assets.”
As transfers to be made outside of a binding arrangement are not enforceable by the transfer recipient, and
no expense is recognized prior to the transfer provider transferring the resources (paragraph 93 of ED 72), it
is unclear to us whether AG23 would require the transfer provider to consider making a provision under
IPSAS 19 for the constructive obligation. If so, this seems to be inconsistent with the scope exclusion in
paragraph 5 of ED 72.
It would be helpful if the proposed standard clarified:
•

Whether other parts of IPSAS 19 (e.g. contingent assets, contingent liabilities) continue to apply in
relation to the proposed standard as the scope exclusion in paragraph 5 of ED 72 refers only to
provisions;

•

How a transaction should be accounted for where a provision was recognised under IPSAS 19 and
the parties subsequently entered into a binding arrangement in relation to that obligation; and

•

What the scope exclusion in relation to IPSAS 19 excludes and how IPSAS 19 is to be applied.

It would also be helpful if the IPSASB considers whether IPSAS 19 would also apply to onerous contracts
under the proposed standard.
Paragraph 4 and paragraph 120 of ED 72 provide that the proposed standard applies in accounting for the
subsequent measurement of other non-contractual payables (except where the subsequent measurement of
the payable is within the scope of another Standard). Paragraph 8 of ED 72 defines a transfer expense to
exclude taxes (including other compulsory contributions and levies). Therefore, the proposed standard does
not apply to the initial measurement of taxes (including other compulsory contributions and levies).
If it is intended that non-contractual payables like taxes (including other compulsory contributions and levies)
are within the scope of the proposed standard, then we recommend that the IPSASB considers including
guidance on how taxes (including other compulsory contributions and levies) should be accounted for. If noncontractual payables like taxes (including other compulsory contributions and levies) are not within the scope
of the proposed standard, we consider it inappropriate for the proposed standard to apply to their
subsequent measurement, in which case, we recommend that paragraphs 4 and 120 (and BC 67) of ED 72
be deleted.
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Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses
with performance obligations and transfer expenses without performance obligations, mirroring the
distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations,
and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
We agree with the proposals to distinguish between transfer expenses with performance obligations and
transfer expenses without performance obligations, mirroring the distinction for revenue transactions
proposed in ED 70 and ED 71.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the
binding arrangement, the transaction should be accounted for as a transfer expense without
performance obligations?
The proposed standard requires that unless a transfer provider monitors the satisfaction of the transfer
recipient’s performance obligations throughout the duration of the binding arrangement, the transaction
should be accounted for as a transfer expense without performance obligations. The proposed standard
requires the transfer provider to assess the satisfaction of a performance obligation by reference to the thirdparty beneficiary obtaining control of the asset (although the transfer provider may determine the point at
which the third-party beneficiary obtains control of the asset by reference to the transfer recipient losing
control of that asset).
We think that requiring the transfer provider to assess when the transfer recipient loses control of the asset
may, in some circumstances, be a challenge. Practically, it may be even more of a challenge if the transfer
provider had to assess when the third party beneficiary obtains control of the asset.
For example, paragraph 39 of the ED sets out some indicators for the transfer of control (from the transfer
recipient to the third-party beneficiary) for performance obligations satisfied at a point in time:
•
•
•
•
•

The transfer recipient has a present right to payment for the asset.
The third-party beneficiary has legal title to the asset.
The transfer recipient has transferred physical possession of the asset.
The third-party beneficiary has the significant risks and rewards of ownership of the asset.
The third-party beneficiary has accepted the asset.

The indicators focus mainly on the third party beneficiary obtaining control rather than on the transfer
provider losing control of the resources that it has transferred to the transfer recipient. In the absence of
feedback from the transfer recipient on the satisfaction of the performance obligations, it may be difficult for
the transfer provider to determine the passing of control to the third party beneficiary, particularly where there
are multiple beneficiaries. It may also be difficult if the transfer provider had to monitor the satisfaction of the
transfer recipient’s performance obligations throughout the duration of the binding arrangement where these
are long term arrangements that span multiple periods.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector
performance obligation approach.
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The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
Subject to comments on assessing control under Specific Matter for Comment 3, we agree with the
recognition and measurement requirements for transfer expenses with performance obligations.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
It is common for milestone grants to be provided in the public sector where future funding is conditional on
the recipient performing certain actions but the recipient is not providing goods or services to third parties.
For example, a grant is provided to a film production company and future grant money is dependent on the
recipient completing certain phases of the production (milestones). The film production company is not
providing goods or services to third parties or to the general public but needs to meet milestones in order to
receive more grant money. The concept of milestone grants is not clearly articulated in ED 72. We assume
that such milestone grants are binding arrangements that impose present obligations other than performance
obligations on the transfer recipient.
Under paragraph 91 of ED 72, a transfer provider would recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources. Under ED 71, where a transfer recipient has present
obligations that are not performance obligations, it would recognize revenue as it satisfies those present
obligations. There is no need for symmetry between revenue recognition in ED 71 and expense recognition
in ED 72.
It is unclear from paragraph 91 of ED 72 at what point in time an obligation arises for a transfer provider in
relation to the provision of milestone grants – at the inception of the binding arrangement or when the
milestones are met. If an expense is recognised when the binding arrangement is signed, it would not meet
the requirement that certain actions/milestones are required to be met by the transfer recipient in order to be
entitled to the next tranche of funding.
Moreover, as there is no need for symmetry between ED 71 and ED 72, the last sentence of paragraph 90
(which refers to the guidance in ED 71 for present obligations other than performance obligations) is not
helpful in clarifying the relevance of the transfer recipient’s present obligations to the transfer provider. We
recommend that the proposed standard discusses and clarifies the relevance of the transfer recipient’s
present obligations in the context of this proposed standard, rather than in the context of defining revenue in
ED 71.
We suggest that a common sense definition of present obligation is needed and application guidance is
required on when a provider is required to recognise an expense where the recipient is not providing goods
or services to third parties but is required “to do something”, for example, grants with that are “conditional” on
other actions, for instance, where funding is to be provided on the condition that the recipient raises a
matching amount of funding. When does the provider recognise the transfer expense?
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the
earlier of the point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources (this proposal is based on the IPSASB’s view that any future
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benefits expected by the transfer provider as a result of the transaction do not meet the definition of
an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
Subject to our comment under SMC 5, we agree with the proposed recognition and measurement
requirements for transfer expenses without performance obligations and that the transfer provider should
measure transfer expenses without performance obligations at the carrying amount of the resources given
up.
We note that the exposure draft does not provide explicit guidance on the treatment of multi-year grants. In
paragraph 97, on transfer expenses without performance obligations made as a series of transfers, a
transfer provider is required to apply the requirements of paragraphs 91–94 to each transfer of resources to
determine whether an expense is to be recognized. However, the paragraphs do not assist, for example, in
determining whether the transfer provider recognises a liability for the entire amount at the point that they
commit to the funding, or whether they recognise a portion in each year.
We recommend that paragraph 92 be reworded as it is confusing refer to “present obligation” in two different
contexts. It is used to refer to the transfer provider’s present obligation to provide resources to the
transfer recipient (under paragraph 91(a)) and to the present obligations imposed on the transfer
recipient in relation to a binding arrangement.
Paragraph 91 states:
“A transfer provider shall recognize a transfer expense without performance obligations at the earlier
of the following dates:
(a) When the transfer provider has a present obligation to transfer resources to a transfer
recipient. In such cases, the transfer provider shall recognize a liability representing its obligation to
transfer the resources; and….” [emphasis added]
Paragraph 92 states:
“For a present obligation to exist, the transfer recipient must be able to enforce the transfer of
resources by the transfer provider, i.e., there must be a binding arrangement that imposes present
obligations on the transfer recipient. For a binding arrangement to exist, the following conditions
must be met:…” [emphasis added]
Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources.
ED 71, Revenue without Performance Obligations, proposes that where a transfer recipient has
present obligations that are not performance obligations, it should recognize revenue as it satisfies
those present obligations. Consequently, a transfer provider may recognize an expense earlier than
a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Subject to our comment under SMC 5, we agree that there is no need to have symmetry between the
proposed standards.
However, we recommend that the rationale for whether a liability exists for the transfer provider under AG 94
in ED 72 (i.e. the transfer provider has no control/asset until there is a breach of terms where recipient has
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an obligation to return resources) be explained in a more consistent manner with the rationale in ED 71 that
a transfer recipient has a liability because fulfilment of the present obligation constitutes an outflow of
resources, as does a return of resources or the imposition of some other redress in the event that the
transfer recipient breaches the terms of the binding arrangement [emphasis added].
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree with
this proposal?
If not, why not? What alternative treatment would you propose?
We agree with the proposal that, when a binding arrangement is subject to appropriations, the transfer
provider needs to consider whether it has a present obligation to transfer resources (and should therefore
recognize a liability) prior to the appropriation being authorized based on a substance over form assessment
(also see our comment under SMC 1 on the interaction of the ED with IPSAS 19).
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations, to
the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
We agree that the disclosure requirements are appropriate to provide users with sufficient, reliable and
relevant information about transfer expenses (also see our General comment about the proposed standards
in the cover letter).
Other comments
Constraining estimates of variable consideration
Paragraph 55 of ED 70 and paragraph 69 of ED 71 use IFRS 15’s high hurdle as a constraint to recognise
variable revenue. We think having a high hurdle (“highly probable”) as a constraint is appropriate for revenue
recognition. Paragraph 108 of ED 72 mirrors the paragraphs in ED 70 and ED 71 and requires the same high
hurdle as a constraint to recognise variable expense. We do not consider that it is necessary to have the
same high hurdle for expenses given that, in most cases, the hurdle used for expenses is “probable” rather
than “highly probable”.
Subsequent measurement - discount rates
It is unclear from paragraph 118 and paragraph 119 whether discount rates have to be reset at the reporting
date in the subsequent measurement of a liability for a transfer expense that is not a financial liability as
defined in IPSAS 41. Currently, the discount rate is required to be reset at each reporting date in IPSAS 19
but not under IPSAS 41, if measured at amortised cost. We recommend that the proposed standard provides
some application guidance.
Non-cash transfers
Paragraph 114 on non-cash transfers provides that where resources transferred are non-cash assets, a
transfer provider does not revalue the assets prior to derecognising those assets.
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We note that occasionally there can be significant differences between the carrying value of the non-cash
asset transferred and its fair value, for example, in the case of land. We recommend, under those
circumstances, that the transfer provider be required to disclose that there is a significant difference between
the value of the non-cash asset transferred and its fair value.
Illustrative Example 34
Based on the facts of the case and the proposed recognition criteria in paragraph 91, we do not agree with
Case B of Illustrative Example 34.
In relation to Case B, we consider that the CU400,000 (in IE203) should be recognised on 1 July 20X1.
Paragraph 91 of ED 72 requires that a transfer provider recognizes a transfer expense without performance
obligations at the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources.
In Case B, the transfer provider has a present obligation to transfer resources to the transfer recipient on
1 July 20X1, an earlier date than when the money was paid out on 30 June 20X2. We suggest that
paragraph IE 203 be amended as follows:
“The national government accounts for the remaining CU400,000 as a transfer expense without
performance obligations. [Draft] IPSAS [X] (ED 72) requires a transfer provider to recognize a
transfer expense without performance obligations at the earlier of the date at which it has a present
obligation to transfer the resources or the date at which it ceases to control the resources.
Consequently, the national government will recognize an expense on June 30, 20X2 1 July 20X1
unless the terms of the binding arrangement mean that it has a present obligation at an earlier later
date. In such circumstances, the national government would recognize an expense and a payable at
that earlier later date.”
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Office No. MEF-FOCAL-2020-0001
Quito, October 30, 2020

Subject: Submission of annexes 1 and 2 with the comments of FOCAL member countries to the
IPSASB Exposure Drafts 70, 71 and 72

Mr.
Ian Carruthers
CHAIRMAN OF THE INTERNATIONAL
STANDARDS BOARD IPSASB

PUBLIC SECTOR ACCOUNTING

Dear Mr. Carruthers:
In the months of May and June 2020, FOCAL in coordination with Ernst & Young and
International Public Sector Accounting Standards Board IPSASB, conducted three
videoconferences on Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue
without performance obligations and 72 Transfer Expenses, where it was highlighted that each
exposure draft included specific matters for comment on which the IPSASB is looking for country
opinions.
Therefore, the Forum of Governmental Accounting of Latin America - FOCAL - is delivering a
consolidated document containing responses to comments from 11 countries: Colombia, El
Salvador, Ecuador, Brazil, Paraguay, Honduras, Peru, Mexico, Guatemala, Chile and Costa Rica.
FOCAL's objective is to strengthen the joint work with the International standard-setting Body
and to contribute with the experience of each country for the application of the Public Sector
Accounting.
Yours sincerely,
Firmado electrónicamente por:

MAGDALENA DEL
PILAR VICUNA
CEVALLOS

Magdalena Vicuña Cevallos
Ecuador's Sub-secretary of Government Accounting
Ministry of Economy and Finance of Ecuador
FOCAL President

Annexes:
- Annex No. 1_Comments to Draft IPSASB Standards_FOCAL consolidated 29-10-2020
- Annex No. 2 Additional comments Standards 70_71_72 IPSASB Mexico
cc. FOCAL Countries
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Susb-secretary of Expenditure
Government Accounting Unit

Exposure Drafts: 70 Revenue with Performance Obligations;
71 Revenue without Performance Obligations
and 72 Transfer Expenses.

Mexico City, September 2020

With respect to Exposure Drafts 70 Revenue with Performance Obligations, 71 Revenue without Performance
Obligations and 72 Transfer Expenses; issued by the International Public Sector Accounting Standards Board
(IPSASB), the Government Accounting Unit of the Government of Mexico issues general and specific comments
on their content.
GENERAL COMMENTS
The draft Standard 70 includes the term "Performance Obligations" which translates into the official presentation
of IPSASB as "Obligation de Performance ".
In this regard, the Mexican Council for Research and Development of Financial Reporting Standards (CINIF) in
Mexico has issued the following statement:
"Obligation de compliance" is the term most commonly used in the FRS survey, which is a translation
of the English term "performance obligation", which is translated into Spanish in the IASB's official
translation as "obligation de performance". We reject the official translation as incorrect in our
environment, and use "Obligation de compliance". However, we received suggestions for several
alternative translations, and after much reflection at CINIF, we finally decided to use the term "obligation
a comply"".
This accounting authority coincides with the CINIF pronouncement, so it is recommended to consider this
translation in the official Spanish translations of the IPSASB.

SPECIFIC COMMENTS

IMPORTANT NOTE: The texts referred to in the column "PARAGRAPH", correspond to a general translation, and therefore
do not imply a specialized translation of the documents of the Draft Standards, mainly in terms of technical terms.

Draft Standard 70
PARAGRAPH
Acknowledgement
Identification of the binding agreement (step
1)

COMMENTS
It is suggested to

review the relevance of oral or verbal

terms, since in the case of Mexico, acquisitions, leases,
service provision and contracts carried out by the public
sector should:
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1. Be carried out by means of a public award or tender

Binding agreements may be written, oral or
implied according to the usual practices of an
entity. The practices and processes for

through a public call, in order to ensure the best conditions
to

administer

public

resources

efficiently, effectively,

economically and transparently.

establishing binding agreements with buyers

2. The formalization for the exercise of public resources must

vary by jurisdiction, sector and legal entity. In

be in writing, through the signing of agreements or contracts,

addition, they may vary within an entity (for

where the rights and obligations of the parties and the

example, they may depend on the type of

mechanisms to enforce the commitments established in a

buyer or the nature of the goods or services

binding arrangement are expressly established.

promised).
Step 5: Meeting performance obligations
30. An entity shall recognize revenue when
the entity meets a performance obligation

Mexico's legal framework recognizes revenue from the sale

by transferring a promised good or service

of goods and the rendering of services at the time the

(i.e., an asset) to a buyer or third party

resources are received or when the tax receipt is issued.

beneficiary. An asset is transferred when the

Therefore, it can be seen that this recognition is for the

buyer or third party beneficiary obtains control

purpose of complying with accounting regulations and tax

of that asset.

legislation, among others. This is in contrast to the provisions
of the draft standard, which seeks to recognize revenue as a

Measurement

liability and until the performance obligation is satisfied,

45. When (or as) a performance obligation
is satisfied, an entity recognizes as
revenue the amount of the transaction
price (which excludes estimates of variable
consideration

that

are

restricted

in

revenue is recognized.
Therefore, it is requested to consider within the criteria of the
Standard, that the registration or recognition of the revenue
is made once the tax receipt is issued.

accordance with paragraphs 55-57) that is
allocated to that performance obligation.

Draft Standard 71
Present Obligations

Mexico's legal framework recognizes the revenue from

16. A present obligation gives rise to a
liability because the past event occurs
when

the

transfer provider and the

transferee enter into a binding agreement
that

creates

rights

and

transfers between different orders of government, at the time
the resources are received. This is in contrast to the
provisions of the exposure draft, which seeks to recognize
revenue as a liability.

obligations

On the other hand, it is mentioned that exposure drafts 71

enforceable by both parties. Furthermore,

and 72 indicate that income is recognized in accordance with

such an agreement leads to an outflow of

compliance with the present obligation and the transfer
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resources because the transferee cannot

expense is recognized at the time the resources are

avoid using those resources to comply with

transferred, an asymmetric inconsistency is observed during

the requirements of the binding agreement or

the course of a fiscal year.

in case of breach of a binding agreement,
reimburse the resources to the transferor or

Illustrative example of asymmetry

incur some other form of penalty.

Journal entry to account for receipt of income without performance obligations,
but with present obligations:

Transfers with present obligations

1.

Recognition of liabilities
45. When a transferee recognizes an asset for
an inflow of resources, it will consider whether
there are present obligations related to the

Recognition of the expense by the transfer provider (Federation)

General expenses (Transfers,
Assignments, Grants and Other
Assistance)
Banks
2.

46.

Banks
Liability with present obligation

A present obligation arising from a

3.

recognized as a liability when, and only
when:

xxxx

Debit
xxx

Credit
xxxx

Recognition of revenue as obligations are met

transaction without a performance obligation
that meets the definition of a liability shall be

Credit

Recognition of revenue with present obligation by the transferee

inflow that result in the recognition of a
liability.

Debit
xxx

Liability with present obligation
Revenue

Debit
xxx

Credit
xxxx

It is therefore suggested that such revenues between

Revenue recognition

governments and sub-governments be recorded at the time

53. When an inflow of resources arises from a

the resource is delivered and received and when the presentt

transaction with no performance obligations,

obligation has not been met.

but with present obligations, it is recognized
as an asset, revenue is also recognized,

Given the conditions of the Draft Standard regarding the

except to the extent that a liability is

accounting management of "Transfers" and considering the

recognized

characteristics on which operations are carried out in Mexico

for

any

unmet

present

obligation with respect to the same inflow.

for the delivery of resources by the Federal Government to
sub-national governments (Federal Entities) in the form of
"Transfers", it is mentioned that the integral application of the
Standard is not possible, due to the structure of the Mexican
Public Sector, its administrative classification and the legal
and normative dispositions that regulate it, conditioned
primarily by the principle of annuality, as well as by the
sovereignty and autonomy of the Federal Entities and the
Municipalities (subnational governments).
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Draft Standard 72
Acknowledgement

The Federal Government of Mexico (transfer provider) would

Identification of the binding arrangement (step
1)

be unable to monitor when the performance obligation of
sub-national governments is met, and these in turn would
have to be met by another level of government.

13. A transfer provider shall account for a
transfer

expense

that

imposes

performance obligations to provide goods
or services to a third-party beneficiary to
the transfer recipient in accordance with
the Public Sector Performance Obligation
Approach in this [draft] Standard only when

In Mexico there are three orders of government (federal,
state and municipal) where each one has autonomy to
exercise resources and must adhere to the annual closings
of the exercise. On the other hand, there is an oversight body
that has the power to monitor the use of public resources, in
order to prevent irregular practices and contribute to good
governance, including verification of the application of

all of the following criteria are met:

resources and compliance with contracts.

(a) The parties to the binding agreement have
approved the binding agreement (in writing,
orally,

or

in

accordance

with

other

customary practice) and agree to comply with
their respective obligations

It is suggested that the relevance of oral or verbal terms be
reviewed, since in the case of Mexico, acquisitions, leases,
service provision and contracts carried out by the public
sector should:
1. Be carried out by means of a public award or tender
through a public call, in order to ensure the best conditions
to

administer

public

resources

efficiently, effectively,

economically and transparently.
2. The formalization for the exercise of public resources must
be in writing, through the signing of agreements or contracts,
where the rights and obligations of the parties and the
mechanisms to enforce the commitments established in a
binding agreement are expressly established.
Meeting performance obligations (step 5)
33. A transfer provider will recognize an
expense when the transferee satisfies a
performance obligation by transferring a

The Federal Government of Mexico (transfer provider) would
be unable to monitor when the performance obligation of
sub-national governments is met, and these in turn would
have to be met by another level of government.

promised good or service (i.e., an asset) to

In Mexico, there are three orders of government (federal,

a third party beneficiary. An asset is

state and municipal) where each one has autonomy to

transferred when the third party beneficiary

exercise resources and must adhere to the annual closings

gains control of that asset. A transferor may

of the exercise. On the other hand, there is an oversight body

determine the point at which the third party

that has the power to monitor the use of public resources, in

beneficiary obtains control of the asset by

order to prevent irregular practices and contribute to good
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reference to the transferee losing control of

governance, including verification of the application of

that asset.

resources and compliance with contracts.

Measurement
47. When (or as) a transfer recipient
satisfies a performance obligation, a
transfer provider shall recognize as an
expense the amount of the transaction
consideration (which excludes estimates of
variable consideration that are restricted in
accordance with paragraphs 56-58) that is
allocated to that performance obligation.
Derived from the interrelationship of ED 71 and 72, which

Recognition
91. A transfer provider will recognize a
transfer expense without performance
obligations on the first of the following
dates:

indicate that revenue is recognized in accordance with
compliance with the present obligation and the transfer
expense is recognized at the time the resources are
transferred, an asymmetric inconsistency is observed over
the course of a fiscal year.

(a) When the transferor provider has a
present obligation to transfer resources to
a transferee. In such cases, the transfer
provider shall recognize a liability that
represents its obligation to transfer the
resources; and
(b) When the transferor no longer controls
the resources; this is usually the date when
it transfers the resources to the transferee.
In

such

cases,

the

transfer

provider

Illustrative example of asymmetry
Journal entry to account for receipt of income without performance obligations,
but with obligations present:
1.

Recognition of the expense by the transfer provider (Federation)

General expenses (Transfers,
Assignments, Grants and Other
Assistance)
Banks
2.

terminates the resources it no longer controls

3.

Credit

xxxx

Recognition of income with current obligation by the transferee

Banks
Liability with present obligation

in accordance with other Standards.

Debit
xxx

Debit
xxx

Credit
xxxx

Recognition of revenue as obligations are met

Liability with current obligation
Income

Debit
xxx

Credit
xxxx

It is therefore suggested that such revenues between
governments and sub-governments be recorded at the time
the resource is delivered and received and when the current
obligation has not been met.
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COMMENTS ON ILLUSTRATIVE EXAMPLES
While it is true that the examples accompanying the Draft Standards are not part of them and are intended only
to illustrate normative aspects, without providing interpretative guidance, it is important to mention the following:


Because the Draft Standards are so broad in accounting matters, they must be accompanied by
examples that allow for correct interpretation, i.e., the examples given must be of an interpretative
nature.



It is considered important that the examples provided in each Draft Standard are within the scope of
the corresponding Project and that they are the examples considered necessary, so that the content
and application of each Draft Standard can be clarified. This is because the examples provided in Draft
Standard 70 refer, in their interpretation and application, to Draft Standard 71, which creates confusion
because they do not illustrate the specific cases of the respective standard.



The examples should be about real cases, since it is observed that some of the cases exposed are not
attached to real circumstances and others are left with a partial pronouncement on the Standard.

In this sense, comments are sent on some examples in order to show what has been pointed out in the previous
paragraphs.

Examples: ED 70
Example 2: transactions arising from a binding
arrangement without performance obligations

The example does not reflect a real situation, since it
does not show the objective that a government seeks,
about the transfer of a good or service that benefits
the population.
On the other hand, the cited example corresponds to
draft standard 70 and later indicates that since there
is no performance obligation (since there is no
transfer of a good or service from the research
laboratory to the local government or any other third
party) it would be within the scope of draft standard
71 creating confusion to identify to which draft
standard it corresponds and its accounting record.

Example 4: enforceability through a mechanism
other than legal means

Mexico's regulatory framework does not allow for this
type of agreement, and all contracts must be within a
framework of legality and enforceability.
The example is confusing and not perceived as a real
case, so it is suggested that its scope should be
limited to specific circumstances.
Likewise, it is considered risky to leave informal
mechanisms (outside the Law) in an International
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Standard, which also does not indicate compliance
with budgetary mechanisms, which can privilege the
informality of agreements and the inadequate use of
public resources.
It is suggested that if this type of arrangement (oral or
verbal) is intended to be left within the Standard, the
following should be considered:


That in the event that this type of
arrangement
contemplated

exists,
within

it
the

must

be

government's

regulations, that is, no illegal means must
be considered in the regulation and that the
regulation can or intends to regularize
them.


That this type of agreement be treated as
an exception to the rule.

Example 5: Collectability of the consideration

The example is inconclusive, since it only mentions
the

recognition

of

income

for

5,000

CU.

(consideration), however, it is suggested to consider
the following aspects:
-

Clarify whether the example corresponds to Draft
Standard 70, 71 or both.

-

Point out how the market price is initially
recognized for 400,000 CU.

-

Indicate how to recognize the 150,000 cU. that the
resident had already paid.

-

What is the treatment for the difference of 250,000
CU. with the 180,000 CU.

-

How it reaches 180,000 CU. and how it registers.

-

How to record the accounting moments in which
the movements take place.

Example 6 - The consideration is not the declared
price - Implicit price concession

The example does not correspond to reality.
In the case of Mexico, if there is a regulated price, it
cannot be modified without generating a damage to
public resources, so the consideration cannot be
allowed to be less than the agreed one.
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When formalizing an arrangement, it is required to
have the documentary support in order to be able to
evaluate the fulfillment of the contracted obligations.
Likewise, a budget to contract agreements was
previously evaluated and committed.
Example 9: Modification of a binding agreement
for goods

Although the objective of the example is to reflect the

Case A: Additional products for a price that reflects
the independent price

the exercise is incomplete as it does not indicate:

moment when the binding arrangement is modified,

Case B: Additional products for a price that does not
reflect the independent price
-

Case A:
The accounting record by the time the entry is
recognized.

-

Despite the fact that the Draft Standard indicates
in numeral 26 the criteria for considering a
different asset, it is confusing when it mentions in
the first paragraph of case A that 1.5 identical
textbooks were acquired.
Case B:
-

The accounting record by the time of recognition
of the arrangement.

-

When handling an amount as a combined price
and in order to be able to clarify the example, it
is suggested that the record be reflected by the
initial recognition of the agreement and by the
modifications.

Therefore, the above example is confusing to clarify
the correct application of Standard 70.

Examples: Draft Standard 71
Example 1 - Scope (paragraphs 3 to 9)
Case A, Case B Revenue with performance

The example is confusing because:


obligations (Delivery of goods to buyer)
Y

Case

C

Income

with

performance

obligations (Delivery of goods to third party
beneficiaries).

For case A, there is no mention of whether
there is a present obligation to determine
when revenue is recognized.



Case B and Case C do not correspond to
ED 71 under analysis, since they refer to
accounting on the basis of ED 70, i.e., in this
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example EDs 70 and 71 are mixed, which is
not clear for interpretation.


In case C, it is mentioned that it does not
comply

with

the

basic

postulate

of

"Consistency" which indicates that "in the
presence of similar transactions in a public
entity, the same accounting treatment must
be applied".
Example 4: Value Added Tax (paragraph 94) 1

It is suggested to exemplify when it is the recognition
of income and add the accounting records of the time
of accrual and collection.

Example: Draft Standard 72
Example 1 Transaction where the other party

It is suggested that the five-step model for expense

provides goods and services

recognition be developed, as recognized by the

Case A: the vehicle is provided to the
international organization
Case B: the vehicle is delivered to a
national government

national government and if there is a relationship of
applicability between EDs 70, 71 and 72. In addition,
it should be exemplified:


The International Organization's accounting
applications

(for

the

first

year

and

subsequent years).


National government applications (for the
first year and subsequent years).

Page 9of 9
597

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 60

AC-4-5

6 November 2020

Mr Ross Smith
Program and Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street West
Toronto, Ontario MSV 3H2
CANADA

Dear Ross
EXPOSURE DRAFTS – IPSASB ED’S 70-72
Thank you for the opportunity to respond to the IPSASB Exposure Drafts (ED) 70-72.
The New Zealand Treasury is responsible for the New Zealland Government’s
accounting policies that comply with NZ GAAP for the public sector based on IPSAS.
The attachment to this letter sets out NZ Treasury’s response to the specific matters for
comment. Broadly NZ Treasury agrees with ED 70 Revenue with Performance
Obligations, but has significant concerns with both ED 71 Revenue without
Performance Obligations and with ED 72 Transfer Expenses.
If you have any queries regarding Treasury’s comments, please contact Ken Warren or
Angela Ryan by email to ken.waren@treasury.govt.nz or
angela.ryan@treasury.govt.nz
Yours sincerely

Jayne Winfield
Manager, Fiscal Reporting
1 The Terrace
PO Box 3724
Wellington
New Zealand
tel. 64-4-472 2733
fax. 64-4-473 0928
www.treasury.govt.nz
598

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 60

EXPOSURE DRAFTS 70-72: REVENUE WITH AND WITHOUT PERFORMANCE
OBLIGATIONS AND TRANSFER EXPENSES. SPECIFIC MATTERS FOR
COMMENT
ED 70 Revenue with Performance Obligations
Specific Matter for Comment 1:
This Exposure Draft is based on IFRS 15 Revenue from Contracts with Customers.
Because in some jurisdictions public sector entities may not have the power to enter
into legal contracts, the IPSASB decided that the scope of this Exposure Draft would
be based around binding arrangements. Binding arrangements have been defined as
conferring both enforceable rights and obligations on both parties to the arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to the
scope of the Exposure Draft or the definition of binding arrangements would you make?
NZ Treasury agrees with the scope, which is necessary for harmonisation with IFRS
15. However, just because here is a standard for revenue with performance
obligations and another for revenue without performance obligations, does not mean
there is clarity in the scopes. The critical criteria for making the distinction to determine
which standard is applicable is a judgement as to whether the binding arrangements
establish enforceable rights of the revenue recipient to an asset and a performance
obligation to the funder/beneficiary. There is still room for inconsistent judgements on
those issues as a result of this guidance in these proposed standards.
Specific Matter for Comment 2:
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71) Revenue
without Performance Obligations, and [draft] IPSAS [X] (ED 72) Transfer Expenses,
because there is an interaction between them. Although there is an interaction between
the three Exposure Drafts, the IPSASB decided that even though ED 72 defines
transfer expense, ED 70 did not need to define “transfer revenue” or “transfer revenue
with performance obligations” to clarify the mirroring relationship between the exposure
drafts. The rationale for this decision is set out in paragraphs BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer
revenue with performance obligations”? If not, why not?
NZ Treasury agrees. A definition would not impact on the guidance.
Specific Matter for Comment 3:
Because the IPSASB decided to develop two revenue standards—this Exposure Draft
on revenue with performance obligations and ED 71 on revenue without performance
obligations—the IPSASB decided to provide guidance about accounting for
transactions with components relating to both exposure drafts. The application
guidance is set out in paragraphs AG69 and AG70.
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Do you agree with the application guidance? If not, why not?
NZ Treasury agrees with the application guidance set out in paragraphs AG69 and
AG70.
Specific Matter for Comment 4:
The IPSASB decided that this Exposure Draft should include the disclosure
requirements that were in IFRS 15. However, the IPSASB acknowledged that those
requirements are greater than existing revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS
15, and that no disclosure requirements should be removed? If not, why not?
Treasury agrees that the disclosure requirements should be aligned with those in IFRS
15. We note that disclosures are only required where material (ED 70(112)).
Specific Matter for Comment 5:
In developing this Exposure Draft, the IPSASB noted that some public sector entities
may be compelled to enter into binding arrangements to provide goods or services to
parties who do not have the ability or intention to pay. As a result, the IPSASB decided
to add a disclosure requirement about such transactions in paragraph 120. The
rationale for this decision is set out in paragraphs BC38–BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for
disclosure of information on transactions which an entity is compelled to enter into by
legislation or other governmental policy decisions? If not, why not?
Treasury agrees.
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ED 71 Revenue without Performance Obligations
Specific Matter for Comment 1:
(Paragraphs 14-21) The ED proposes that a present obligation is a binding obligation
(legally or by equivalent means), which an entity has little or no realistic alternative to
avoid and which results in an outflow of resources. The IPSASB decided that to help
ascertain whether a transfer recipient has a present obligation, consideration is given to
whether the transfer recipient has an obligation to perform a specified activity or incur
eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft]
Standard, Revenue without Performance Obligations, a specified activity and eligible
expenditure give rise to present obligations? Are there other examples of present
obligations that would be useful to include in the [draft] Standard?
The NZ Treasury does not agree that a transfer recipient has a liability as defined in the
conceptual framework where it does not have outstanding performance obligations as
defined in ED 70, but rather is only required to perform a specified activity or incur
eligible expenditure.
The current proposals are too broad.
Most public sector entities’ powers and functions are specified in law. Funding
arrangements are not likely to expand these powers and functions. These overall
schemes of arrangements are likely to be binding on the entity. Consequently, all public
sector entity funding could, under this proposed guidance, establish performance
obligations, because that funding can only be used for specified activity and eligible
expenditure.
Given that funding that can only be used for specified activity and eligible expenditure
may still be used at the reporting entity’s discretion or maintained in reserve, the plain
meaning of the liability element in the conceptual framework is not met. The proposed
guidance therefore corrupts the meaning of liability in the Conceptual Framework to
include unspent funding or revenue.
Further the proposals would set off a number of unhelpful debates as preparers and
auditors struggle to comply. These would include debates over the specificity of the
activity and the strength of the link between funding and enforceability of suggested
obligations. Users of IPSAS compliant financial statements are not well served when
fine judgements of such matters of lesser interest are likely to have a significant impact
on the financial results that are reported to them.
The NZ Treasury accepts that unspent funding or revenue may be a useful thing to
report in the financial statements, although the case should be specifically made for
that.
If that is the case, the IPSASB may wish to either pursue disclosure options, or to make
use of the “other obligations” designation as set out in paragraph 5.4 of the Conceptual
Framework. The drafters of the Conceptual Framework foresaw that in some
circumstances, to ensure that the financial statements provide information that is useful
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for a meaningful assessment of the financial performance and financial position of an
entity, recognition of economic phenomena that are not captured by the elements may
be necessary. They therefore specifically provided that the IPSASB may require or
allow the recognition of resources or obligations that do not satisfy the definition of an
element (as “other obligations”) when necessary to better achieve the objectives of
financial reporting.
Specific Matter for Comment 2: (Paragraph 31)
The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process a
transfer recipient undertakes to determine whether revenue arises and, if so, the
relevant paragraphs to apply for such revenue recognition.
Do you agree that the flowchart clearly illustrates the process? If not, what clarification
is necessary?
The Treasury agrees.
Specific Matter for Comment 3: (Paragraph 57-58)
The IPSASB decided that a transfer recipient recognizes revenue without performance
obligations but with present obligations when (or as) the transfer recipient satisfies the
present obligation.
Do you agree that sufficient guidance exists in this [draft] Standard to determine when
a present obligation is satisfied and when revenue should be recognized? For example,
point in time or over time. If not, what further guidance is necessary to enhance clarity
of the principle?
In light of our response to SMC 1, we disagree with SMC 3. We note also that this
proposed standard would result in an additional burden on public sector entities to
gather information on their fulfilment of present obligations so as to recognise revenue.
That may not always be clear, especially when funding is provided to carry out ongoing
activities, or projects that have multiple stages. The application guidance and
illustrative examples in ED 71 appear limited on this issue
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Specific Matter for Comment 4: (Paragraphs 80-81)
The IPSASB decided that the objective when allocating the transaction price is for a
transfer recipient to allocate the transaction price to each present obligation in the
arrangement so that it depicts the amount to which the transfer recipient expects to be
entitled in satisfying the present obligation. The amount of revenue recognized is a
proportionate amount of the resource inflow recognized as an asset, based on the
estimated percentage of the total enforceable obligations satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and
determine how to allocate the transaction price between different present obligations?
If not, what further guidance is necessary to enhance clarity of the principle?
In light of our response to SMC 1, we have not answered this question.
Specific Matter for Comment 5: (Paragraphs 84-85)
Do you agree with the IPSASB’s proposals that receivables within the scope of this
[draft] Standard should be subsequently measured in accordance with the
requirements of IPSAS 41 Financial Instruments? If not, how do you propose
receivables be accounted for?
There is an unidentified conflict between the requirements of
• IPSAS 41 which requires receivables to initially be measured at fair value, and
then subsequently either at amortised cost or fair value
• ED 71 which requires receivables to initially be recognised at transaction price
(excluding credit losses) and then subsequently as per IPSAS 41
Take as an example a fine that is imposed by the judiciary on a beneficiary dependent
on the public sector for income support. The judicial administrator then immediately
agrees a payment arrangement to collect the full amount over an extended period in
time, creating a receivable for which the fair value is well below the transaction price.
In other cases, tax assessments may be levied at punitive rates, to incentivise progress
towards agreements on final arrangements.
The impairment requirements of IPSAS 41 are not equipped to deal with such unique
public sector transactions, and clarification in this area is needed.
The Treasury would propose that the ED 71 explicitly provide for initial recognition at
transaction price (for accountability purposes) and, where specified as necessary, and
with guidance as appropriate, immediate impairment to fair value, before subsequently
applying IPSAS 41.
We also propose that the IPSASB provides guidance on the use of the simplified
expected credit loss model in IPSAS 41 for statutory receivables classified as
amortised cost. Given the practical challenges in applying the more complex threestage expected loss model in IPSAS 41, and given credit assessment is generally not a
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factor in whether a statutory levy or tax is applied, we would support the simplified
expected credit loss model being the default model to apply.

Specific Matter for Comment 6: (Paragraphs 126-154)
The disclosure requirements proposed by the IPSASB for revenue transactions without
performance obligations are intended to provide users with information useful for
decision making, and to demonstrate the accountability of the transfer recipient for the
resources entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with
sufficient, reliable and relevant information about revenue transactions without
performance obligations? In particular,
(i) what disclosures are relevant;
(ii) what disclosures are not relevant; and
(iii) what other disclosures, if any, should be required?
The Treasury notes that the disclosures are only required where material (ED
71(130)). Nevertheless, we consider the disclosure requirements may still be detailed
and onerous, particularly at the level of individual agencies.
It appears that the disclosure requirements have been adapted from the requirements
in ED 70, rather than specifically considering what information and why, users would
value regarding the entities use (and non-use) of funding provided to it.
The Treasury recommends that IPSASB revisits these requirements on a first
principles basis, applying the principles in Chapter 7 of the Conceptual Framework.
Specific Matter for Comment 7: (Paragraphs N/A)
Although much of the material in this [draft] Standard has been taken from IPSAS 23
Revenue from Non Exchange Transactions (Taxes and Transfers), the IPSASB
decided that the ED should establish broad principles for the recognition of revenue
from transactions without performance obligations, and provide guidance on the
application of those principles to the major sources of revenue for governments and
other public sector entities. The way in which these broad principles and guidance have
been set out in the ED are consistent with that of [draft] IPSAS [X] (ED 72), Transfer
Expenses.
Do you agree with the approach taken in the ED and that the structure and broad
principles and guidance are logically set out? If not, what improvements can be made?
Treasury generally agrees with this guidance. IPSASB should be aware this guidance
will be used for carbon taxes, and the accounting for advance payments to purchase
emission units and the accounting when an emitter has an obligation to surrender
those emission trading units when specified carbon emissions takes place. While the
NZ Treasury is comfortable with the accounting that ensues, we are less comfortable
that these implications have been given due process consideration.
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Other Comments: Appropriations (paragraphs 36 and 37)
ED 71 notes that even if an arrangement is specified as being subject to
appropriations, the arrangement may still be considered binding if the transfer recipient
can establish an enforceable right before the appropriation is authorised.
It is an interesting stance from the standard setter to assert that appropriations may
have legal form without economic substance. But leaving that aside, the more
common scenario is that in some jurisdictions an appropriation may be the actual
mechanism whereby a binding arrangement may be considered to be put in place
whereby the public sector entity gains control of an asset.
However the ED is not helpful in determining if such a judgement is appropriate. The
discussion in ED 71 AG 30-32 suggests that there may be a distinction between:
•
an (appropriation) authority being enabled to be provided, e.g. through legislation
•
an (appropriation) authority being exercised, so that an outflow must occur
•
an (appropriation) authority being settled, with payment being made
The discussion however does not provide guidance as to when the recipient should
recognise revenue, except to state that substance must be determined. The proposed
standard lacks guidance on the criteria for determining the substance of the
transaction.
An appropriation is defined in IPSAS 24, Presentation of Budget Information in
Financial Statements, as an authorization granted by a legislative body to allocate
funds for purposes specified by the legislature or similar authority. That seems to refer
to just the first stage above – if it is intended to widen the definition to include the
exercise and payment by the Executive, then the case for doing so should be made
explicit.
Having said that, separating the appropriation into stages may be helpful. In New
Zealand, with accrual based appropriations, the first stage is the passing of the
Appropriation Act or permanent legislative authority, the second stage is when the
costs are incurred by the entity, and the third stage (which may be in advance of the
third stage) is when payment is made to the entity. In other jurisdictions with
commitment and cash-based appropriations, the second stage would be when the
commitment is made, and the third stage is where the payment is made. Pure cash
based appropriations, might effectively combine stages 2 and 3.
What the ED fails to address are other possible jurisdictional arrangements, relevant to
a determination as to whether an appropriation establishes a binding arrangement with
performance obligations, other (“present”) obligations or no obligations. The
appropriation may:
• specify the allocation of funds to the reporting entity, or it may specify the
expenditure incurred by the reporting entity for purposes specified
• represent the permission of the legislative body or the promise of a legislative body
In some jurisdictions where there is a centralised system for the management and
payment of appropriations, and no separate transactions to and from the reporting
entity, the first distinction may not be important. However, in decentralised,
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performance-based appropriation systems, where there is a separation between the
funding of reporting entities and their expenditure, it will be important to be clear what
the appropriation refers to.
In some jurisdictions, typically where the legislative body exerts greater budgetary
power over the executive, the substance of the appropriation is a requirement to spend
the money allocated to the purpose. For other jurisdictions, the appropriation
represents an upper limit only for the expenditure, and there is no obligation attached
to it. The legislature is providing a permission to spend, rather than extracting a
promise of spending.
The relevance of these distinctions is demonstrated by the chart below showing a
possible interpretation of the proposed standards.

Apropriation
for
Funding

Appropriation
establishes a
Present
Obligation

Appropriation
establishes
no obligation

Apropriation
for
Expenditure

Appropriation
establishes a
Performance
Obligation

Appropriation
establishes
no obligation

Appropriation
is a promise

Appropriation
is a permission

Such an interpretation relies on a number of judgements that are not well teased out in
the ED.
The first is that if the appropriation is a promise to the reporting entity, then the
reporting entity has control of an asset that can be drawn on, but if the reporting entity
has permission, that does not amount to control of an asset as that permission is
controlled by other parties. This conclusion may be dependent on jurisdictional
practice, and the role and authority of the President or Cabinet Ministers, for example
to halt or defer expenditure, or to reallocate resources.
The second is that appropriations for expenditure specify the purpose of the
expenditure in sufficient detail that the goods or services (or the bundle or series of
goods or services) promised are sufficiently “distinct” that it can be determined when
control of the goods or services are transferred to the customer. It may be that this test
is not met, and the appropriation promise merely creates a “present obligation” to incur
costs.
The above discussion has been provided to demonstrate the practical issues that
would be encountered if ED 71 is issued in its current form, and the inadequacy of the
current guidance to ensure that a consistent approach is taken and that financial
statement prepared under IPSAS will be comparable.
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ED 72 Transfer Expenses
Specific Matter for Comment 1.
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to
the scope or definition of transfer expense would you make?
The boundaries between the scope of ED 72 and related IPSAS standards, such as
IPSAS 42 Social Benefits, and IPSAS 19 Provisions, Contingent Liabilities and
Contingent Assets is not clear. Guidance or illustrative examples on this issue may be
helpful. The Treasury also notes that the definition of transfer expenses in ED 72 does
not address the extent to which the transfer provider’s overhead expenses should be
attributed.
Specific Matter for Comment 2.
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70
Revenue with Performance Obligations and ED 71 Revenue without Performance
Obligations?
If not, what distinction, if any, would you make?
Agree, but Treasury views the distinction between transfer expenses with and without
performance obligations as sometimes being difficult to apply in practice. Further
guidance or illustrative examples on this issue would be helpful.
Specific Matter for Comment 3.
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout
the duration of the binding arrangement, the transaction should be accounted for as a
transfer expense without performance obligations?
Disagree. The transfer provider may apply a number of monitoring regimes, not all of
which will necessarily directly provide evidence of satisfaction of the transfer recipient’s
performance obligations. Such monitoring arrangements may focus on outcomes
rather than the outputs delivered by the transferee, may focus on governance and
capability arrangements, or may rely on other assurance or reporting-by-exception
arrangements. Such monitoring regimes should not prevent the transfer provider
reporting a transfer expense with performance obligations.
Specific Matter for Comment 4.
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
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A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
A transfer provider should subsequently recognize and measure the expense as
the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.

The rationale for this decision is set out in paragraphs BC16–BC34. Do you agree with
the recognition and measurement requirements for transfer expenses with performance
obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
The NZ Treasury broadly agrees with the proposed measurement requirements for
transfer expenses with performance obligations. However we do not think the
interaction with IPSAS 19 is clear and may lead to inconsistent reporting.
Specific Matter for Comment 5.
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for
addressing these difficulties.
In light of our response to SMC 3, we have not answered this question.
Specific Matter for Comment 6.
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
(b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations? If not, how would you recognize and
measure transfer expenses without performance obligations?
The NZ Treasury agrees.
Specific Matter for Comment 7.
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point
at which the transfer provider has a present obligation to provide resources, or has lost
control of those resources. ED 71 Revenue without Performance Obligations proposes
that where a transfer recipient has present obligations that are not performance

11608

IPSASB Meeting (December 2020)
Agenda Item 8.3.7

Respondent 60

obligations, it should recognize revenue as it satisfies those present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer
recipient recognizes revenue. Do you agree that this lack of symmetry is appropriate? If
not, why not?
The NZ Treasury notes that under the proposals, symmetry may not occur in practice
for a number of reasons, such as different judgements by transferor and transferee
about the existence and satisfaction of performance obligations or different financial
reporting dates.
The NZ Treasury notes that non-symmetrical arrangements do mean that additional
costs are incurred, and therefore, other things being equal, should be an objective of
the standard. Where this is not achieved, the onus is on the standard setter to show
that there are benefits that exceed the costs.
Specific Matter for Comment 8.
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to the
appropriation being authorized. Do you agree with this proposal? If not, why not? What
alternative treatment would you propose?
The NZ Treasury agrees that transfer provider needs to consider the impact of
appropriations as to whether it has a present obligation to transfer resources, and
should therefore recognize a liability. However, the discussion and guidance on this
issue is inadequate. The necessary guidance could drive off the discussion on Other
Matters for Comment on ED 71 included in this submission.

Specific Matter for Comment 9.
This [draft] Standard proposes disclosure requirements that mirror the requirements in
ED 70 Revenue with Performance Obligations, and ED 71 Revenue without
Performance Obligations, to the extent that these are appropriate. Do you agree the
disclosure requirements in this [draft] Standard are appropriate to provide users with
sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
As per our response to SMC 6 on ED 71, the Treasury notes that the proposed the
disclosure requirements may be detailed and onerous, particularly at the level of
individual agencies.
Treasury regrets that the disclosure requirements have been adapted from the
requirements in ED 70, rather than specifically considering what information and why,
users would value regarding the entities use (and non-use) of funding provided to it.
We recommend that IPSASB revisits these requirements on a first principles basis,
applying the principles in Chapter 7 of the Conceptual Framework.
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13 November 2020
Mr John Stanford
Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street West
Toronto, Ontario M5V 3H2
CANADA
Dear John,
EXPOSURE DRAFT 72 TRANSFER EXPENSES
The Malaysian Institute of Accountants (“MIA”) is pleased to provide comments on the
International Public Sector Accounting Standards Board (“IPSASB”) Exposure Draft (ED) 72
Transfer Expenses as attached in Appendix 1 to this letter.
We hope our comments would contribute to the IPSASB’s deliberation in finalising the matter.
If you have any queries or require clarification of this submission, please contact Rasmimi
Ramli, Deputy Executive Director of Digital Economy, Reporting and Risk at +603 2722 9277
or by email at rasmimi@mia.org.my.

Yours sincerely,
MALAYSIAN INSTITUTE OF ACCOUNTANTS

DR NURMAZILAH DATO’ MAHZAN
Chief Executive Officer

Dewan Akauntan, Unit 33-01, Level 33, Tower A, The Vertical, Avenue 3
Bangsar South City, No.8, Jalan Kerinchi, 59200 Kuala Lumpur, Malaysia
Website: www.mia.org.my | Tel: + 603 2722 9000 | Fax: + 603 2722612
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Appendix 1
Specific Matter for Comments

Specific Matter for Comment 1
The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to
the scope or definition of transfer expense would you make?

We agree that the scope of this [draft] Standard is limited to transfer expenses as defined in
paragraph 8.
However, we believe that the scope of this [draft] Standard could be further improved. We
noted that the scope of the ED covers a subset of both ED 70, Revenue with Performance
Obligations, and ED 71, Revenue without Performance Obligations. The scope of the ED
should draw a clear line especially when it mirrors transaction from revenue with
performance obligation. From our understanding, transfer expense only exists when the
transaction from revenue with performance obligation involves third-party beneficiary.
Accordingly, we propose that the Application Guide 6 be amended as follows:
“This [draft] Standard defines a transfer expense as an expense arising from a transaction,
other than taxes, in which an entity (the including a transfer provider) provides a good or
service to another entity (the transfer recipient, which may be a public sector entity, a notfor-profit organization, an individual or another entity) without directly receiving any good or
service in return...”
We also wish to highlight that the term “transfer provider” only appears in ED 71 but not ED
70. Thus, this may lead to confusion that ED 72 only deals with ED 71 and not ED 70 (thirdparty beneficiary).

Specific Matter for Comment 2
Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions proposed
in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations?
If not, what distinction, if any, would you make?

We agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinctions for revenue transactions proposed in ED 70 and ED
71.

Dewan Akauntan, Unit 33-01, Level 33, Tower A, The Vertical, Avenue 3
Bangsar South City, No.8, Jalan Kerinchi, 59200 Kuala Lumpur, Malaysia
Website: www.mia.org.my | Tel: + 603 2722 9000 | Fax: + 603 2722 9100
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Specific Matter for Comment 3
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations
throughout the duration of the binding arrangement, the transaction should be
accounted for as a transfer expense without performance obligations?

We agree with the above proposal.
We also wish that IPSASB to further explain the term “monitors” (i.e. whether the transfer
provider should establish a monitoring mechanism on its own or is it sufficient for the transfer
recipient to provide progress/achievement report regularly to the transfer provider).

Specific Matter for Comment 4
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
a)

A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
b) A transfer provider should subsequently recognize and measure the expense as
the transfer recipient transfers goods and services to third-party beneficiaries,
using the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?

We generally agree with the recognition and measurement requirements for transfer
expenses with performance obligations. However, we foresee that there will be challenges
and limitations in implementing the requirements which will be further explained in Specific
Matter for Comment 5.

Specific Matter for Comment 5
If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance obligations,
please provide details of any anticipated difficulties, and any suggestions you have
for addressing these difficulties.

We foresee that for the implementation, a proper monitoring mechanism should be in place
for the transfer expenses with performance obligations to be recognised. This would require
resources in the form of system and/or human capital to cater for this.
In addition, the financial position may be distorted as the accounting treatment proposed
would require transfer provider to recognise asset and liability first. This will then result in a
Dewan Akauntan, Unit 33-01, Level 33, Tower A, The Vertical, Avenue 3
Bangsar South City, No.8, Jalan Kerinchi, 59200 Kuala Lumpur, Malaysia
Website: www.mia.org.my | Tel: + 603 2722 9000 | Fax: + 603 2722 9100
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Appendix 1
delay in recognition of expenses as the transfer provider needs to wait for the performance
obligations to be satisfied.

Specific Matter for Comment 6
This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
a)

A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this
proposal is based on the IPSASB’s view that any future benefits expected by the
transfer provider as a result of the transaction do not meet the definition of an
asset); and
b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?

We agree with the recognition requirement for transfer expenses without performance
obligations.

Specific Matter for Comment 7
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the
point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources. ED 71, Revenue without Performance
Obligations, proposes that where a transfer recipient has present obligations that are
not performance obligations, it should recognize as revenue as it satisfies those
present obligations. Consequently, a transfer provider may recognize an expense
earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?

We believe that this lack of symmetry is only appropriate if it relates to different economic
entities. Paragraph 7 of IPSAS 1, Presentation of Financial Statements defines that an
economic entity is controlling entity and its controlled entities.
In the Malaysian context, both transfer provider and transfer recipient are from within the
same economic entity. Thus, this lack of symmetry may not be appropriate because it will
lead to mismatch of timing which may cause confusion and complexity for consolidation
purpose.

Dewan Akauntan, Unit 33-01, Level 33, Tower A, The Vertical, Avenue 3
Bangsar South City, No.8, Jalan Kerinchi, 59200 Kuala Lumpur, Malaysia
Website: www.mia.org.my | Tel: + 603 2722 9000 | Fax: + 603 2722 9100
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Specific Matter for Comment 8
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to
the appropriation being authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?

We do not agree with the proposal that the transfer provider needs to consider whether it
has a present obligation to transfer resources, and should recognise a liability, prior to the
appropriation being authorised.
Paragraph 7 of ED 70 states that “A binding arrangement is an arrangement that confers
both enforceable rights and obligations on both parties to the arrangement. A contract is a
type of binding arrangement”. In our jurisdiction, arrangement prior to appropriations being
approved does not mean that both parties have enforceable rights and obligations to the
arrangement which does not fulfill the definition of a binding arrangement as specified above.

Specific Matter for Comment 9
This [draft] Standard proposes disclosure requirements that mirror the requirements
in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?

We agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses. The IPSASB
should consider the benefits of the disclosures to users and the costs of compiling and
reporting such information.

Dewan Akauntan, Unit 33-01, Level 33, Tower A, The Vertical, Avenue 3
Bangsar South City, No.8, Jalan Kerinchi, 59200 Kuala Lumpur, Malaysia
Website: www.mia.org.my | Tel: + 603 2722 9000 | Fax: + 603 2722 9100
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NOVEMBER 9, 2020

EXPOSURE DRAFT 70, 71 & 72:
REVENUE & TRANSFER EXPENSE SUITE
OF STANDARDS
CONSULTATION RESPONSE

MANJ KALAR
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Manj has over 25 years’
experience working in public
sector, focusing on
implementation of accrual
accounting across UK central
Govt departments and the
Whole of Government Accounts
consolidation. She has advised
several jurisdictions on
implementing accrual
accounting.
Manj has particular interest in
supporting governments to
address the practicalities of
implementing IPSASs.
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International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street, 4th Floor
Toronto
Ontario M5V 3H2
CANADA
Submitted electronically
9 November 2020
Dear IPSASB secretariat
Exposure draft 70, 71 & 72: Revenue & Transfer Expense suite of standards
I am delighted to share my comments on the proposed Exposure Drafts on the
revenue and transfer expense suite consultations:


ED 70: Revenue with performance obligations,



ED 71: Revenue without performance obligations and



ED 72: Transfer expenses

In general, there are three specific comments in respect of these EDs:
Alignment with IFRS
The proposed standards help meet IPSASB’s aims per the IPSASB strategy and
workplan 2019-2023 to maintain alignment with new IFRS 15 and other
pronouncements. This is extremely helpful especially where the wider public sector
may include state owned enterprises or public interest entities that are required to
follow IFRS. Greater alignment helps reduce reconciliation issues between IFRS and
IPSAS on consolidation at a whole of government level.
Definitions
The EDs are so intertwined that it may be helpful to the reader to include all the
definitions in all the proposed standards. This approach would negate the need to refer
between the proposed standards.
The concept of performance obligation provides more clarity than IPSAS 23 in respect
of transfers, stipulations, conditions, and restrictions which proved to be quite a
challenge to interpret and implement. However, I note that the ED does not provide
a definition of a present obligation which I think is an omission. In part I have
sympathy as drafting a standard that will cater for every type of scenario is extremely
difficult if not impossible to develop a universally applicable definition. In this case
2
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detailed implementation guidance will be helpful to try and provide clarity to the
preparer of the financial statements.
Webinars and consultation materials
The suite of exposure drafts are accompanied with comprehensive engaging material
in particular the webinars are a great way to make the material more accessible to a
wider audience. The IPSASB staff are to be commended for this.
Detailed responses to the specific matters for comment are provided in the Annexes
(separated for each ED).
Finally, thank you for the opportunity to comment. If there are any questions, please
do not hesitate to contact me.

Yours sincerely,

Manj Kalar
Principal consultant
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Annex 1: Detailed response to the Consultation: ED 70 Revenue with
Performance Obligations
In general, I agree with the proposals but make the following observations:


SMC 2: The IPSASB’s conclusion that the scopes of ED 70, ED 71, and ED 72
are sufficiently clear, and that the inclusion of the definitions of “Transfer
Revenue with Performance Obligations” or “Transfer Revenue” was not
necessary to clarify the relationship between the three EDs.
The EDs are so interlinked that it would enhance each of the EDs to include all
the definitions in each. This will ensure these are stand-alone documents
without the need to keep referring back and forth between the EDs to aid full
understanding of what is included and that which is covered in a different ED.
Also this will ensure greater consistency with proposal in SMC 3 (when referring
to application guidance that refers to revenue with performance obligations and
revenue without performance obligations.



SMC 4 & 5: Although there may be concern that the additional public sector
specific disclosure requirements could be onerous, these are designed to be
helpful to the user of the financial statements. As it is the citizens’/ (taxpayers’)
funds, greater transparency of and accountability for these should be the
overarching requirement.
Also, in some instances there may be sensitive information that a jurisdiction
may not want to disclose in a note. As a compromise, a similar approach to
contingent liabilities may be worth considering.
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Annex 2: Detailed response to the Consultation: ED 71 Revenue without
performance obligations
In general, I agree with the proposals but make the following observations:


There is no definition of present obligation which I think is an omission.



The EDs are so interlinked that it would enhance each of the EDs to include all
the definitions in each. This will ensure these are stand-alone documents
without the need to keep referring back and forth between the EDs to aid full
understanding of what is included and that which is covered in a different ED.
Also this will ensure greater consistency with proposal in SMC 3 (when referring
to application guidance that refers to revenue with performance obligations and
revenue without performance obligations.



Although the ED aims to simplify issues around transfers: stipulations,
conditions, and restrictions I am not certain that the current proposals do so.
More detailed implementation guidance will be required to provide clarity on
the correct accounting required for each scenario.



On a personal note I am pleased to see the accounting for taxes remains the
same as per IPSAS 23.
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Annex 3: Detailed response to the Consultation: ED 72 Transfer expenses
In general, I agree with the proposals but make the following observations:


The EDs are so interlinked that it would enhance each of the EDs to include all
the definitions in each. This will ensure these are stand-alone documents
without the need to keep referring back and forth between the EDs to aid full
understanding of what is included and that which is covered in a different ED.
Also this will ensure greater consistency with proposal in SMC 3 (when referring
to application guidance that refers to revenue with performance obligations and
revenue without performance obligations.



SMC 1: due to the nature of the ED and desire to mirror the approach in ED 70
and ED 71 (i.e. to remain in alignment with IFRS 15) the scope is wide. As a
result, it is complex.



SMC 3: The requirement that a transfer provider monitor the satisfaction of
performance obligations to apply the PSPOA may not be possible/become too
onerous. In theory this is a good proposal but the practical implementation of
such a requirement may not be possible.



SMC 4: Where the transfer provider can get an asset back where a performance
obligation is not met this should be recognised as an asset.



SMC 5: Linked to SMC 3, it may not be possible or is too onerous to implement
a public sector performance obligation approach. It may be worth commencing
with material transfer expenses as processes are developed to gather such
information.



SMC 8: The proposal to ensure there is a link with the transfer expense and
budget appropriations is a very welcome.



SMC 9: The disclosure requirements although aid the overarching requirement
to provide greater accountability and transparency may seem onerous to the
preparers of financial statements. Therefore, it may be worth making this a
best practice recommendation and not a requirement in the first instance.
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23 September 2020
Ian Carruthers, Chair
International Public Sector Accounting Standards Board
www.ifac.org

Dear Ian
Auckland Council Submission to IPSASB Exposure Drafts and Consultation Papers
Thank you for the opportunity to comment on the IPSASB Exposure Drafts and
consultation papers relating to revenue and transfer expenses.
Auckland Council is Australasia’s largest local government entity and is made up of the
council and six substantive council-controlled organisations. We invest heavily in
infrastructure and many of our decisions will have a fiscal impact on Auckland’s future
generations.
We have given our responses to the specific questions for the respondents as in
appendices to this letter along with our additional comments for the IPSASB’s
consideration.
We hope our responses and comments are helpful in aiding your decision-making
process. Should you have any queries relating to the responses, please do not hesitate to
contact Alvin Ang at the details provided below.

Yours sincerely

John Bishop

Tsu Chun Ang (Alvin)

Group Treasurer

Senior Group Reporting Technical Accountant

AUCKLAND COUNCIL

AUCKLAND COUNCIL

+64 9 977 6598

+64 21 196 2639

john.bishop@aucklandcouncil.govt.nz

alvin.ang@aucklandcouncil.govt.nz

135 Albert Street | Private Bag 92300, Auckland 1142 | aucklandcouncil.govt.nz | Ph 09 301 0101
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Appendix 1 – Response to ED70 Revenue with Performance Obligations
Specific Matter for Comment 1:
This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers. Because in some
jurisdictions public sector entities may not have the power to enter into legal contracts, the IPSASB
decided that the scope of this Exposure Draft would be based around binding arrangements. Binding
arrangements have been defined as conferring both enforceable rights and obligations on both parties
to the arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to the scope of the
Exposure Draft or the definition of binding arrangements would you make?
We agree that the scope is clear. However, we believe more consideration should be given to the
relevance of IFRS 15 wordings in PBE context. The ED is heavily based on IFRS 15 and therefore the
recognition criteria have a focus on revenue from contracts. For example, paragraph 8 requires all the
criteria from (a) to (e) to be met in the identification of a binding arrangement.
Paragraph 8(a) states:
The parties to the binding arrangement have approved the binding arrangement (in writing, orally or in
accordance with other customary practices) and are committed to perform their respective obligations.

While AG11. States:
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. The
binding arrangement may arise from legal contracts or through other equivalent means such as
statutory mechanisms (for example, through legislative or executive authority and/or cabinet or
ministerial directives).
It could be possible for a situation to arise where not all parties approve the binding arrangement that
arises from a statutory mechanism. The examples mentioned in AG11 are likely to require approval
only from the party issuing legislative or executive authority and/or cabinet or ministerial directives.
Therefore, this could contradict the requirement set out in paragraph 8(a). We recommend IPSASB to
consider the relevance of wordings from IFRS 15 to PBEs.
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Appendix 1 – Response to ED70 Revenue with Performance Obligations (Continued)
Specific Matter for Comment 2:
This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer Expenses, because there is an
interaction between them. Although there is an interaction between the three Exposure Drafts, the
IPSASB decided that even though ED 72 defines transfer expense, ED 70 did not need to define
“transfer revenue” or “transfer revenue with performance obligations” to clarify the mirroring
relationship between the exposure drafts. The rationale for this decision is set out in paragraphs
BC20–BC22.
Do you agree with the IPSASB’s decision not to define “transfer revenue” or “transfer revenue with
performance obligations”? If not, why not?
We agree with IPSASB’s decision. The reasons are well explained in BC20 – BC22.
Specific Matter for Comment 3:
Because the IPSASB decided to develop two revenue standards—this Exposure Draft on revenue
with performance obligations and ED 71 on revenue without performance obligations—the IPSASB
decided to provide guidance about accounting for transactions with components relating to both
exposure drafts. The application guidance is set out in paragraphs AG69 and AG70.
Do you agree with the application guidance? If not, why not?
Yes. We agree with the application guidance. The suggested price allocation method is reasonable by
first allocating the price to the component that is related to the transfer of the promised goods or
services with the remainder being accounted for as revenue without performance obligations.
However, very often in the public sector, there could be instances where an arrangement contains
both components (i.e. a service and achieving certain objectives) and there is no reference in the
market to determine the transaction price of that specific service. We suggest that further guidance is
included on how preparers can determine the transaction price of the service component.

Specific Matter for Comment 4:
The IPSASB decided that this Exposure Draft should include the disclosure requirements that were in
IFRS 15. However, the IPSASB acknowledged that those requirements are greater than existing
revenue standards.
Do you agree that the disclosure requirements should be aligned with those in IFRS 15, and that no
disclosure requirements should be removed? If not, why not?
We agree. From Auckland Council’s perspective, we believe the disclosure requirements should be
aligned with those in IFRS 15. This is because Auckland Council is a mixed group entity and a debt
issuer in three different markets. The alignment with IFRS 15 would ensure better consistency of
information disclosed in the financial statements, which would be useful for investors to make
investment decisions when comparing our financials with other potential investees.
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Appendix 1 – Response to ED70 Revenue with Performance Obligations (Continued)
Specific Matter for Comment 5:
In developing this Exposure Draft, the IPSASB noted that some public sector entities may be
compelled to enter into binding arrangements to provide goods or services to parties who do not have
the ability or intention to pay. As a result, the IPSASB decided to add a disclosure requirement about
such transactions in paragraph 120. The rationale for this decision is set out in paragraphs BC38–
BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120 for disclosure of
information on transactions which an entity is compelled to enter into by legislation or other
governmental policy decisions? If not, why not?
We agree with the decision. We believe this situation is also likely to happen among the public sector
entities and we consider the requirements set out in paragraph 120 to be adequate.
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Appendix 2 – Response to ED71 Revenue without Performance Obligations
Specific Matter for Comment 1: (Paragraphs 14-21)
The ED proposes that a present obligation is a binding obligation (legally or by equivalent means),
which an entity has little or no realistic alternative to avoid and which results in an outflow of
resources. The IPSASB decided that to help ascertain whether a transfer recipient has a present
obligation, consideration is given to whether the transfer recipient has an obligation to perform a
specified activity or incur eligible expenditure.
Do you agree with the IPSASB’s proposals that for the purposes of this [draft] Standard, Revenue
without Performance Obligations, a specified activity and eligible expenditure give rise to present
obligations? Are there other examples of present obligations that would be useful to include in the
[draft] Standard?

We do not agree with the proposal outline in SMC1. We find it difficult to distinguish between specified
activities and eligible expenditure. We are also unsure of the purpose of distinguishing a specified
activity and eligible expenditure.
Paragraph 18 of the ED gives examples of constructing a hospital and conducting research as types
of specified activities. Paragraph 19 mentions that the transfer recipient is unable to avoid outflow of
resources as it is required to use the transfer in the delivery of the specified activity or return the
resources the to transfer provider, or incur another form of redress. We cannot clearly tell the
difference between “outflow of resources” relating to a specified activity mentioned in paragraph 19
and “eligible expenditure” defined in paragraph 20 and 21.
This reason for the confusion is because the outflow of resources relating to a specified activity would
also fit into the definition of an eligible expenditure.
A practical example that we can give in Auckland Council’s context is a receipt of funding to hold art
exhibitions for local artists. Assume that we received a grant funding of $2 million from a local trust to
hold art exhibitions at Auckland Art Gallery to display artworks created by local artists. In order to hold
the exhibitions, we would incur expenses such as venue hires, artwork leasing and event promotion.
The exhibitions held would qualify as specified activities and the relating expenses incurred would
also qualify as eligible expenditure.
We believe a present obligation arises ONLY when the transfer recipient is obligated to return the
resources to the transfer provider if the conditions attached to the binding arrangements are not met.
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Appendix 2 – Response to ED71 Revenue without Performance Obligations
(Continued)
Specific Matter for Comment 2: (Paragraph 31)
The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process a transfer
recipient undertakes to determine whether revenue arises and, if so, the relevant paragraphs to apply
for such revenue recognition. Do you agree that the flowchart clearly illustrates the process? If not,
what clarification is necessary?
We agree that the flowchart clearly illustrates the process, however, we think the box that includes
“Use [draft] IPSAS [X] (ED 71) Revenue without Performance Obligations Are there other present
obligations related to the inflow? (Paragraph 47-50)” could be split into two boxes i.e. Are there other
present obligations related to the inflow? (Paragraph 47-50)- Yes/No, then Yes = “Use [draft] IPSAS
[X] (ED 71) Revenue without Performance Obligations”.

Specific Matter for Comment 3: (Paragraph 57-58)
The IPSASB decided that a transfer recipient recognizes revenue without performance obligations but
with present obligations when (or as) the transfer recipient satisfies the present obligation.
Do you agree that sufficient guidance exists in this [draft] Standard to determine when a present
obligation is satisfied and when revenue should be recognized? For example, point in time or over
time. If not, what further guidance is necessary to enhance clarity of the principle?
We agree that “point in time” and “over time” basically covers most scenarios. However, we believe it
would be beneficial to include guidance on how these should be applied. Paragraph 58 of ED70
states that a transfer recipient shall determine at inception whether it satisfies the present obligation
over time or at a point in time. If the transfer recipient does not satisfy a present obligation over time,
the present obligation is satisfied at a point in time. There is no guidance on how the determination
should be made.
We believe the inclusion of the following suggested guidance could enhance the clarity of the
principles.
Over time
Revenue without performance obligations is recognised over time when present obligations from a
binding arrangement are satisfied over an agreed period.
At a point in time
Revenue without performance obligations is recognised at a point in time when present obligations
from a binding arrangement are satisfied based on occurrence of an incident/s or a condition/s which
were mutually agreed.
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Appendix 2 – Response to ED71 Revenue without Performance Obligations
(Continued)
Specific Matter for Comment 4: (Paragraphs 80-81)
The IPSASB decided that the objective when allocating the transaction price is for a transfer recipient
to allocate the transaction price to each present obligation in the arrangement so that it depicts the
amount to which the transfer recipient expects to be entitled in satisfying the present obligation. The
amount of revenue recognized is a proportionate amount of the resource inflow recognized as an
asset, based on the estimated percentage of the total enforceable obligations satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and determine how to
allocate the transaction price between different present obligations? If not, what further guidance is
necessary to enhance clarity of the principle?
We do not agree that the guidance is sufficient. We agree with the ED’s concept of allocating the
transaction price to each present obligation. However, it is not clear how this should be done. In the
public sector, it is common that an arrangement may have multiple present obligations and it could
therefore be challenging to assign a price to each of them. This may result in preparers using
substantially different methods to allocate transaction prices and could create inconsistencies in
accounting treatment and mat diminish comparability of financial statements between similar entities.

Specific Matter for Comment 5: (Paragraphs 84-85)
Do you agree with the IPSASB’s proposals that receivables within the scope of this [draft] Standard
should be subsequently measured in accordance with the requirements of IPSAS 41, Financial
Instruments? If not, how do you propose receivables be accounted for?
We agree that receivables within the scope of this ED should be subsequently measured in
accordance with IPSAS 41.
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Appendix 2 – Response to ED71 Revenue without Performance Obligations
(Continued)
Specific Matter for Comment 6: (Paragraphs 126-154)
The disclosure requirements proposed by the IPSASB for revenue transactions without performance
obligations are intended to provide users with information useful for decision making, and to
demonstrate the accountability of the transfer recipient for the resources entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with sufficient, reliable
and relevant information about revenue transactions without performance obligations? In particular, (i)
what disclosures are relevant; (ii) what disclosures are not relevant; and (iii) what other disclosures, if
any, should be required?

We are of the view that there are too many disclosures required by the standard and in our view,
these should be reduced. We believe there is l room for improvement in the disclosure requirements
of this ED.
Disclosures that are relevant
We believe paragraph 128, 129 and 130 are relevant. The following requirements should only be
required if material to the specific entity’s financial statements - paragraph 131 to 154.
Disclosures that can be improved
Paragraph 127(b)
This paragraph requires transfer recipient to disclose significant judgements and its changes in
applying this standard. As mentioned in our response to SMC 3 and 4, the level of guidance in this ED
is insufficient and allows the preparers a high level of discretion in choosing the methods to be used in
recognising and measuring revenue without performance obligation.
We believe exercising judgement should be kept to the minimum in revenue recognition and
measurement as this would create inconsistencies in accounting treatment and is expected to
diminish comparability of financial statements among similar entities. Further, when judgements are
changed, this may result in fluctuations to the statement of financial performance between different
years, which decreases the reliability and comparability of information disclosed in the financial
statements.
Paragraph 134
This paragraph requires the preparer to disclose the impact of present obligations that impose limits
on the use of assets. These are impacts which affect the operations of the transfer recipient to assist
users in making judgements about the ability of the transfer recipient to use its assets at its own
discretion. This appears to contradict with the definition of an asset. Paragraph 7 of PBE IPSAS 1
states that assets are resources controlled by an entity as a result of past events and from which
future economic benefits or service potential are expected to flow to the entity. If the limits on the use
of assets are so significant that it impacts an entity’s operation, then it may be possible that the entity
does not control the asset.
Paragraph 140(b), 143
It seems like the requirements in these paragraphs are taken directly from IFRS 15.
140(b) - It requires the preparer to separately disclose impairment losses from revenue of other
arrangements on receivables arising from transfers with present obligation. From a user’s
perspective, we are unsure of how the inclusion of this requirement will help them in making
judgements. The recoverability of receivables is subject to the same impairment requirement in
IPSAS 41 regardless of whether the receivables are from revenue with or without performance
obligations.
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143 – Similar to our points above, we are unsure of how the inclusion of opening and closing
balances of receivables, the disclosure of different revenue types in (b) and (c) will help the users in
making judgements. We can understand the inclusion of these requirement for the for-profit entities as
their common objective is to increase revenue and ultimately create value for their shareholders. As
such, disclosure of this information at the revenue stream level would allow users to evaluate the
performance and the future value of the entity. However, entities in the public sector are not revenue
focussed and therefore we do not see the relevance of this requirement.
Paragraph 132(a), 144 & 146 – Duplication of similar requirement
Paragraph 132(a) requires the preparer to disclose the accounting policies adopted for the recognition
of revenue from transactions without performance. Paragraph 144 and 146 contain the same
requirement to explain timing of satisfaction of its present obligation. We are of the view that the
accounting policy should include an explanation of the revenue recognition method.
Paragraph 147
This paragraph relates to revenue from taxes and fines and the counterparty may not have the ability
or intention to pay.
We believe it would be extremely challenging to determine whether all our counterparties have the
ability or intention to pay their rates or fines. We are also unsure of how the inclusion of this disclosure
will be useful to the users. For taxation revenue, the counterparty should have the ability to pay if they
can earn an amount to be taxed. For fines, the purpose of having fines is to curb the incidence of
offences.
If we factor an implicit price concession into the consideration of revenue, this could send the wrong
message to tax debtors and offenders that the authority allows leniency in receiving payments.
From a practical point of view, the situation for taxes and fines are dissimilar to transactions where
discounts or credits are given. There is insufficient guidance in the standard on how the transfer
recipient reliably estimates the expected value or the most likely amount that they will receive.
Further, the application of paragraph 66 and 67 seems to duplicate the requirement of IPSAS 41 in
estimating the expected credit loss. Paragraph 67 requires a transfer recipient to estimate an amount
of variable inflows. This would create another area subject to judgement, which contributes to a lower
degree of reliability of financial statements produced.
Paragraph 152 and 153 – Determining the timing of Satisfaction of Present Obligations
Similar to paragraph 144 & 146 above, the requirement to disclose methods used to recognise
revenue is a duplicate of the requirement to disclose accounting policy. We suggest that paragraph
132(a) is expanded to include the methods.
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Appendix 2 – Response to ED71 Revenue without Performance Obligations
(Continued)
Specific Matter for Comment 7: (Paragraphs N/A)
Although much of the material in this [draft] Standard has been taken from IPSAS 23, Revenue from
Non-Exchange Transactions (Taxes and Transfers), the IPSASB decided that the ED should establish
broad principles for the recognition of revenue from transactions without performance obligations, and
provide guidance on the application of those principles to the major sources of revenue for
governments and other public sector entities. The way in which these broad principles and guidance
have been set out in the ED are consistent with that of [draft] IPSAS [X] (ED 72), Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad principles and
guidance are logically set out? If not, what improvements can be made?
We are of the opinion that the ED still requires further development. It appears that the recognition
and measurement requirements were taken from IPSAS 23 and disclosure and presentation from
IFRS 15. We have summarised our findings as below.
Lack of guidance and increased use of judgements in making estimation
We agree broadly on the structure and principles. However, we find that there is very little guidance
on how the principles should be executed in practice, which could be the reason for the large number
of areas that requires preparers to exercise judgements in making estimations. In our view, we
believe a good accounting standard should provide clear direction and sufficient guidance on how
transactions should be accounted for with an aim to reduce the subjectivity from exercising
judgements.
Duplication of requirements
We also identified a couple of areas that are potentially duplicating each other. We suggest the Board
review the ED for succinctness of the text in order to keep messaging consistent and enhance the
understandability of the document.
Overlapping with other standards
We also noticed that a couple of overlaps in the requirements with other accounting standards,
especially with the impairment requirements in IPSAS 41 Financial Instruments. We suggest the
Board makes reference where possible to other accounting standards to avoid possible duplication.
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Appendix 3 – Response to ED72 Transfer Expenses
Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8. The
rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the scope or
definition of transfer expense would you make?
We agree that the scope of this draft is clear.

Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer expenses with
performance obligations and transfer expenses without performance obligations, mirroring the
distinction for revenue transactions proposed in ED 70, Revenue with Performance Obligations, and
ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
We agree. This would ensure consistency in accounting treatment for both parties recording revenue
and expense.

Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider monitors the
satisfaction of the transfer recipient’s performance obligations throughout the duration of the binding
arrangement, the transaction should be accounted for as a transfer expense without performance
obligations?
We are of the view that monitoring alone is not sufficient. Our suggestion is unless a transfer recipient
is obligated to confirm the satisfaction of performance obligations to the transfer provider throughout
the duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations.
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Appendix 3 – Response to ED72 Transfer Expenses (Continued)
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer recipient
transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the transfer
recipient transfers goods and services to third-party beneficiaries, using the public sector performance
obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses with
performance obligations? If not, how would you recognize and measure transfer expenses with
performance obligations?
We agree with the recognition and measure requirements for transfer expenses with performance
obligations.
Comments on Basis for Conclusions
BC23. The IPSASB noted that the asset could not be the resources transferred, or the right to have
those resources returned, as at the point the liability is recognised, the resources have been
transferred.
We find BC23 difficult to understand and the statement is in conflict with BC21. It was explained that a
liability is recognised if the transfer provider had not transferred the resources.

Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations, please provide details of any
anticipated difficulties, and any suggestions you have for addressing these difficulties.
We believe it would be difficult for the transfer provider to monitor the satisfaction of performance
obligations. This can only be done when the transfer recipient also commits to a process for both
parties agree when a performance obligation is satisfactorily met.
If the transfer provider cannot reliably ascertain the satisfaction of performance obligations of a
binding arrangement, then it would make the application Public Sector Performance Obligation
Approach (PSPOA) difficult.
As mentioned in our response to SMC 3, we are of the view that monitoring alone is not sufficient.
The transfer recipient should be contractually obligated to confirm the satisfactory performance of the
obligations to the transfer provider throughout the duration of the binding arrangement.
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Appendix 3 – Response to ED72 Transfer Expenses (Continued)
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for transfer
expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations at the
earlier of the point at which the transfer provider has a present obligation to provide resources, or has
lost control of those resources (this proposal is based on the IPSASB’s view that any future benefits
expected by the transfer provider as a result of the transaction do not meet the definition of an asset);
and
(b) A transfer provider should measure transfer expenses without performance obligations at the
carrying amount of the resources given up
Do you agree with the recognition and measurement requirements for transfer expenses without
performance obligations?
If not, how would you recognize and measure transfer expenses without performance obligations?
We agree with the recognition and measurement requirements for transfer expenses without
performance obligations.

Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should recognize
transfer expenses without performance obligations at the earlier of the point at which the transfer
provider has a present obligation to provide resources, or has lost control of those resources. ED 71,
Revenue without Performance Obligations, proposes that where a transfer recipient has present
obligations that are not performance obligations, it should recognize revenue as it satisfies those
present obligations.
Consequently, a transfer provider may recognize an expense earlier than a transfer recipient
recognises revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
We agree that the lack of symmetry is appropriate. ED 71 requires a transfer recipient to recognise
revenue as it satisfies the related present obligations. However, it is impractical from the transfer
provider’s perspective to do the same unless the transfer recipient confirms the satisfaction present
obligations to the transfer provider.
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Appendix 3 – Response to ED72 Transfer Expenses (Continued)
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to appropriations, the
transfer provider needs to consider whether it has a present obligation to transfer resources, and
should therefore recognize a liability, prior to the appropriation being authorized. Do you agree with
this proposal?
If not, why not? What alternative treatment would you propose?
We do not have any objection against this proposal, however we note that it is not applicable to
Auckland Council Group.

Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED 70,
Revenue with Performance Obligations, and ED 71, Revenue without Performance Obligations, to the
extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide users
with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
We do not agree that the disclosure requirements in this ED are appropriate and we are unsure if it is
a good decision to mirror the requirements in ED70 and ED71 as the disclosure are heavily based on
IFRS 15 Revenue from Contracts with Customers. These requirements contain excessive amounts of
detail that are useful for for-profit sector entities, but may not be relevant to public sector entities.
Paragraph 132 requires the transfer provider to disclose any impairment losses recognised in
accordance with IPSAS 21 on any transfer provider’s binding arrangement assets (i.e., rights to have
goods or services transferred to a third-party beneficiary), which the transfer provider shall disclose
separately from other impairment losses from other binding arrangements. We do not believe this
requirement is necessary because these assets are different from a normal receivable where we
expect to recover the amount owing.
We noticed that majority of the issues identified in our response to ED71’s disclosure requirements
are applicable to this ED as well. We suggest the Board to refer to our response to SMC 6 and SMC 7
of ED71 for the unnecessary requirements.
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441 G St. N.W.
Washington, DC 20548

November 16, 2020
Mr. Edwin Ng
Principal
International Public Sector Accounting Standards Board
277 Wellington Street West
Toronto, ON M5V 3H2
Canada
GAO’s Response to the International Public Sector Accounting Standards Board’s
Exposure Drafts 70, Revenue with Performance Obligations; 71, Revenue without
Performance Obligations; and 72, Transfer Expenses
Dear Mr. Ng,
This letter provides GAO’s comments on the International Public Sector Accounting Standards
Board’s (IPSASB) exposure drafts (ED) 70, Revenue with Performance Obligations; 71,
Revenue without Performance Obligations; and 72, Transfer Expenses. GAO promulgates
generally accepted government auditing standards, which provide professional standards for
auditors of government entities in the United States.
We support the IPSASB’s efforts to improve its standards and to develop requirements and
guidance on topics not currently addressed by existing International Public Sector Accounting
Standards. We believe that the proposed standards will generally help public sector entities
account for resources they receive and spend through transfers and taxes.
The IPSASB seeks comment on 21 specific matters. Our responses to the matters follow in the
enclosures to this letter.
Thank you for the opportunity to comment. If you have questions about this letter or wish to
discuss any of our responses, please feel free to contact me at (202) 512-3133 or
dalkinj@gao.gov.

James R. Dalkin
Director
Financial Management and Assurance
Enclosures – 3
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Enclosure I
Responses to Specific Matters for Comment on the International Public Sector
Accounting Standards Board’s Exposure Draft 70, Revenue with Performance
Obligations
1. This Exposure Draft is based on IFRS 15, Revenue from Contracts with Customers.
Because in some jurisdictions public sector entities may not have the power to enter
into legal contracts, the IPSASB decided that the scope of this Exposure Draft would
be based around binding arrangements. Binding arrangements have been defined as
conferring both enforceable rights and obligations on both parties to the
arrangement.
Do you agree that the scope of this Exposure Draft is clear? If not, what changes to
the scope of the Exposure Draft or the definition of binding arrangements would you
make?
We believe that the scope of the exposure draft and the definition of binding arrangements are
clear for the purposes of applying the proposed standard.
2. This Exposure Draft has been developed along with [draft] IPSAS [X] (ED 71),
Revenue without Performance Obligations, and [draft] IPSAS [X] (ED 72), Transfer
Expenses, because there is an interaction between them. Although there is an
interaction between the three Exposure Drafts, the IPSASB decided that even though
ED 72 defines transfer expense, ED 70 did not need to define "transfer revenue" or
"transfer revenue with performance obligations" to clarify the mirroring relationship
between the exposure drafts. The rationale for this decision is set out in paragraphs
BC20-BC22.
Do you agree with the IPSASB's decision not to define "transfer revenue" or "transfer
revenue with performance obligations"? If not, why not?
As the draft Exposure Draft (ED) 71, Revenue with Performance Obligations, does not contain
the term transfer revenue with performance obligations, we do not believe that it is necessary to
define that term. While the term transfer revenue is used in draft ED 72, Revenue without
Performance Obligations, we do not believe that its usage requires the term to be defined.
3. Because the IPSASB decided to develop two revenue standards- this Exposure Draft
on revenue with performance obligations and ED 71 on revenue without performance
obligations- the IPSASB decided to provide guidance about accounting for
transactions with components relating to both exposure drafts. The application
guidance is set out in paragraphs AG69 and AG70.
Do you agree with the application guidance? If not, why not?
We believe that the application guidance is useful and appropriate.
4. The IPSASB decided that this Exposure Draft should include the disclosure
requirements that were in IFRS 15. However, the IPSASB acknowledged that those
requirements are greater than existing revenue standards.
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Do you agree that the disclosure requirements should be aligned with those in IFRS
15, and that no disclosure requirements should be removed? If not, why not?
We do not offer a comment on this matter.
5. In developing this Exposure Draft, the IPSASB noted that some public sector entities
may be compelled to enter into binding arrangements to provide goods or services to
parties who do not have the ability or intention to pay. As a result, the IPSASB
decided to add a disclosure requirement about such transactions in paragraph 120.
The rationale for this decision is set out in paragraphs BC38-BC47.
Do you agree with the decision to add the disclosure requirement in paragraph 120
for disclosure of information on transactions which an entity is compelled to enter
into by legislation or other governmental policy decisions? If not, why not?
We believe that providing disclosure concerning requirements to satisfy a performance
obligation regardless of a purchaser’s ability or intention to pay is appropriate.
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Enclosure II
Responses to Specific Matters for Comment onto the International Public Sector
Accounting Standards Board’s Exposure Draft 71, Revenue without Performance
Obligations
1. The ED proposes that a present obligation is a binding obligation (legally or by
equivalent means), which an entity has little or no realistic alternative to avoid and
which results in an outflow of resources. The IPSASB decided that to help ascertain
whether a transfer recipient has a present obligation, consideration is given to
whether the transfer recipient has an obligation to perform a specified activity or
incur eligible expenditure.
Do you agree with the IPSASB's proposals that for the purposes of this [draft]
Standard, Revenue without Performance Obligations, a specified activity and eligible
expenditure give rise to present obligations? Are there other examples of present
obligations that would be useful to include in the [draft] Standard?
We believe that the definitions and descriptions of “specified activity” and “eligible expenditure”
capture a significant majority of present obligations.
2. The flowchart that follows paragraph 31 of this [draft] Standard illustrates the process
a transfer recipient undertakes to determine whether revenue arises and, if so, the
relevant paragraphs to apply for such revenue recognition. Do you agree that the
flowchart clearly illustrates the process? If not, what clarification is necessary?
We do not offer a response to this matter.
3. The IPSASB decided that a transfer recipient recognizes revenue without
performance obligations but with present obligations when (or as) the transfer
recipient satisfies the present obligation.
Do you agree that sufficient guidance exists in this [draft] Standard to determine
when a present obligation is satisfied and when revenue should be recognized? For
example, point in time or over time. If not, what further guidance is necessary to
enhance clarity of the principle?
We agree with the IPSASB that transfer recipients should recognize revenue without
performance obligations but with present obligations when or as the transfer recipient satisfies
the present obligation. However, we believe that additional guidance, such as brief examples or
references to other applicable IPSASB statements, could be provided to illustrate when the
present obligation is satisfied.
4. The IPSASB decided that the objective when allocating the transaction price is for a
transfer recipient to allocate the transaction price to each present obligation in the
arrangement so that it depicts the amount to which the transfer recipient expects to
be entitled in satisfying the present obligation. The amount of revenue recognized is a
proportionate amount of the resource inflow recognized as an asset, based on the
estimated percentage of the total enforceable obligations satisfied.
Do you agree sufficient guidance exists in this [draft] Standard to identify and
determine how to allocate the transaction price between different present
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obligations? If not, what further guidance is necessary to enhance clarity of the
principle?
We do not offer a comment on this matter.
5. Do you agree with the IPSASB's proposals that receivables within the scope of this
[draft] Standard should be subsequently measured in accordance with the
requirements of International Public Sector Accounting Standard 41, Financial
Instruments? If not, how do you propose receivables be accounted for?
We believe it is appropriate to treat receivables within the scope of this standard in accordance
with the requirements of IPSAS 41, Financial Instruments.
6. The disclosure requirements proposed by the IPSASB for revenue transactions
without performance obligations are intended to provide users with information
useful for decision making, and to demonstrate the accountability of the transfer
recipient for the resources entrusted to it.
Do you agree the disclosure requirements in this [draft] Standard provide users with
sufficient, reliable and relevant information about revenue transactions without
performance obligations? In particular, (i) what disclosures are relevant; (ii) what
disclosures are not relevant; and (iii) what other disclosures, if any, should be
required?
We believe that the disclosures made in accordance with the proposed requirements will
provide useful information to users of the financial statements.
7. Although much of the material in this [draft] Standard has been taken from IPSAS 23,
Revenue from Non-Exchange Transactions (Taxes and Transfers), the IPSASB
decided that the ED should establish broad principles for the recognition of revenue
from transactions without performance obligations, and provide guidance on the
application of those principles to the major sources of revenue for governments and
other public sector entities. The way in which these broad principles and guidance
have been set out in the ED are consistent with that of [draft] IPSAS [X] (ED 72),
Transfer Expenses.
Do you agree with the approach taken in the ED and that the structure and broad
principles and guidance are logically set out? If not, what improvements can be
made?
We do not offer a comment on this matter.
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Enclosure III
Responses to Specific Matters for Comment on the International Public Sector
Accounting Standards Board’s Exposure Draft 72, Transfer Expenses
1. The scope of this [draft] Standard is limited to transfer expenses, as defined in
paragraph 8. The rationale for this decision is set out in paragraphs BC4-BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to
the scope or definition of transfer expense would you make?
We believe that the scope of the standard and the definition of “transfer expense” are clear.
2. Do you agree with the proposals in this [draft] Standard to distinguish between
transfer expenses with performance obligations and transfer expenses without
performance obligations, mirroring the distinction for revenue transactions proposed
in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations?
If not, what distinction, if any, would you make?
We believe that distinguishing between transfer expenses with performance obligations and
transfer expenses without performance obligations will aid implementation of the final standards
covered in Exposure Drafts (ED) 70 and 71.
3. Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient's performance obligations
throughout the duration of the binding arrangement, the transaction should be
accounted for as a transfer expense without performance obligations?
We believe that additional guidance should be provided that clarifies “monitoring the satisfaction
of the transfer recipient’s performance obligations throughout the duration of the binding
arrangements.” As written, the standard provides financial reporting entities great latitude in
determining what it means to monitor transfer recipient performance obligations, and thus
whether to treat the transaction as a transfer expense without performance obligations or a
transfer expense with performance obligations.
4. This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a
transfer recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as
the transfer recipient transfers goods and services to third-party beneficiaries, using
the public sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC 16-BC34.
Do you agree with the recognition and measurement requirements for transfer
expenses with performance obligations? If not, how would you recognize and
measure transfer expenses with performance obligations?
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We do not offer a comment on this matter.
5. If you consider that there will be practical difficulties with applying the recognition
and measurement requirements for transfer expenses with performance obligations,
please provide details of any anticipated difficulties, and any suggestions you have
for addressing these difficulties.
We do not offer a comment on this matter.
6. This [draft] Standard proposes the following recognition and measurement
requirements for transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance
obligations at the earlier of the point at which the transfer provider has a present
obligation to provide resources, or has lost control of those resources (this proposal
is based on the IPSASB's view that any future benefits expected by the transfer
provider as a result of the transaction do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance
obligations at the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer
expenses without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
We agree with the recognition and measurement requirements for transfer expenses without
performance obligations.
7. As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the
point at which the transfer provider has a present obligation to provide resources, or
has lost control of those resources. ED 71, Revenue without Performance
Obligations, proposes that where a transfer recipient has present obligations that are
not performance obligations, it should recognize revenue as it satisfies those present
obligations. Consequently, a transfer provider may recognize an expense earlier than
a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
We do not offer a comment on this matter.
8. This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present
obligation to transfer resources, and should therefore recognize a liability, prior to the
appropriation being authorized. Do you agree with this proposal?
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If not, why not? What alternative treatment would you propose?
We believe that the proposal is acceptable. However, for binding arrangements that may last for
multiple years, additional guidance may be helpful to identify the current portion of long-term
liabilities. We suggest this mirror the treatment of current portions of long-term liabilities.
9. This [draft] Standard proposes disclosure requirements that mirror the requirements
in ED 70, Revenue with Performance Obligations, and ED 71, Revenue without
Performance Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to
provide users with sufficient, reliable and relevant information about transfer
expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be
included?
(b) Are any of the proposed disclosure requirements unnecessary?
We believe that the disclosures made in accordance with the proposed requirements will
provide useful information to users of the financial statements.
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PO Box 1411
Beenleigh QLD 4207
Australia
13 November 2020
Ian Carruthers
Chair
International Public Sector Accounting Standards Board
277 Wellington Street West
Toronto, ON M5V 3H2
Canada
Dear Mr. Carruthers
Exposure Draft 72 Transfer Expenses
I am pleased to make this submission on Exposure Draft 72 Transfer Expenses.
I have over 30 years of experience in accounting advisory functions of large accounting and
auditing firms across a wide range of clients, industries and issues in the for-profit, not-forprofit, private, and public sectors. My clients across the business and government
environments have included listed companies, unlisted and private companies, charitable
and not-for-profit organisations, commonwealth, state and local government departments
and agencies in the public sector, and government owned corporations (government
business enterprises).
My current position is at the Queensland Audit Office where we audit Queensland state
government entities, universities and local governments.
I have followed the IASB’s project on IFRS 15 for over 10 years, and have been involved in
the implementation of Australia’s equivalent to IFRS 15 (AASB 15) in the public sector.
I include my detailed responses below.
Yours sincerely,
David Hardidge
https://www.linkedin.com/in/davidhardidge/
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Specific Matter for Comment 1:
The scope of this [draft] Standard is limited to transfer expenses, as defined in paragraph 8.
The rationale for this decision is set out in paragraphs BC4–BC15.
Do you agree that the scope of this [draft] Standard is clear? If not, what changes to the
scope or definition of transfer expense would you make?
I broadly agree with the scope. However, as noted below, I do not agree with the
accounting.
Under the definition of transfer expense, procurement transactions (where the value
of what one entity receives from another entity must be of approximately equal value,
in the form of cash, goods, non-monetary assets and/or services – i.e. exchange
transactions) would be scoped out. Procurement payments involving prepayments
for goods and services would not have a specific accounting standard.
I note that some transactions, or parts of transactions, may not be scoped in
correctly. That is because the definition of transfer expenses refers to the entity not
receiving directly any good, service, or other asset in return. Consequently, the nonexchange component of some transactions may not be included in the scope, as the
recipient may receive some value, but not full exchange value.
g) Services in-kind
In my response to ED71, I included in Other Comments, a reference to how
Queensland accounts for below market payments. I.e. if government
departments would otherwise have purchased the good or service, the
amount is recognised at fair value (if fair vale can be measured reliably). So,
income is “grossed-up” to recognise the below-market value component, and
the expense is “grossed-up” to fair value. We do not “gross-up” the expense
side, i.e. in the transfer provider’s financials.
Specific Matter for Comment 2:
Do you agree with the proposals in this [draft] Standard to distinguish between transfer
expenses with performance obligations and transfer expenses without performance
obligations, mirroring the distinction for revenue transactions proposed in ED 70, Revenue
with Performance Obligations, and ED 71, Revenue without Performance Obligations?
If not, what distinction, if any, would you make?
As I note in Specific Matter for Comment 4, I do not agree with the accounting for
transfer expenses with performance obligations.
I believe that transfer expenses with performance obligations and transfer expenses
without performance obligations should be accounted for consistently (i.e. expense
as incurred). As I note in Specific Matter for Comment 1, the definition of transfer
expenses should distinguish between procurement (exchange) transactions and
other transactions.
Specific Matter for Comment 3:
Do you agree with the proposal in this [draft] Standard that, unless a transfer provider
monitors the satisfaction of the transfer recipient’s performance obligations throughout the
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duration of the binding arrangement, the transaction should be accounted for as a transfer
expense without performance obligations?
As I note in Specific Matter for Comment 4, I do not agree with the accounting for
transfer expenses with performance obligations.
What does “monitoring” mean? Almost all grants are “monitored” to some extent,
including those under the scope of ED71.
It seems to me that to make the proposals workable, you need to receive information
from the recipient in accordance with ED70. I have concerns in relation to monitoring
/ acquittals and the complexity of “mirror” accounting of ED70.
Acquittals / Monitoring
A significant issue is receiving the information in a sufficiently timely manner. In
Queensland, state government departments and agencies generally have a 2 month
deadline for signed financial statements – shorter than listed companies. Acquittal
deadlines, even if aligned to the financial year end, are usually after the deadline for
the preparation of transfer providers’ financials.
Also, acquittals are not always provided at financial year end – they can be
throughout the financial year – so the financial year end position is not available at
financial year end. Acquittals may be, for example, 6 months after project starts, or
as a particular milestone is achieved (30% complete, 50% complete etc).
Different balance dates between the transfer provider and the transfer recipient are
likely to exacerbate the problem.
Complexity of “mirror” accounting of ED70
Acquittals / monitoring is unlikely to match IFRS 15 / ED70 performance obligations
categorisation / assessment. Significant issues include:
 assessing whether there are any performance obligations vs present obligations
or no obligations. For example - research grants (some think that research grants
is providing a service with performance obligations).
 assessing whether performance obligations are satisfied at a point in time or over
time (mirror of ED70 paragraph 34(a), 34(b), 34(c)).
 splitting the arrangement into performance obligations. Many arrangements with
reimbursement of set-up costs would appear to have to combine set-up activities
with another promise(s) to be a performance obligation – complicating
calculations.
 the classification of performance obligations (ED70 / ED72) may be different to
the key performance indicators or outputs identified in the arrangement
(acknowledged by paragraph AG35).
 whether the criteria for recognition as an expense (satisfaction of performance
obligations being transfer of control by transfer provider) match the terms of the
agreement vs accounting standard satisfaction of control. Transfer of goods
under accounting standard can be any of the following, right to payment, legal
title, physical possession, third party has accepted significant risks and rewards,
third party has accepted the asset – satisfaction under agreement may be one of
those, or something else.
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how to assess whether “transfer recipient’s performance does not create an asset
with an alternate use” – this information would be difficult to assess by the
transfer provider
whether the criteria for assessing right of return has been met. The transfer
recipient has the relationship with the third-party beneficiaries and it is the
transfer recipient who would have the information to assess the amount of
variable returns – i.e. goods have been transferred to the third-party beneficiary
(using whatever criteria) but with a right of return that may not meet the ED72
criteria for recognition as a sale.
whether variable consideration assessment would mirror the transfer recipient.
Applying the revenue constraint to the transfer recipient is likely to understate the
revenue (understate the receivable if in arrears / overstate the payable if in
advance) compared to fair value / expected value. It is not clear how ED72
operates for the expense constraint, but on a conservative basis (similar to that
used for revenue recognition) it would be the reverse of ED70 accounting for the
revenue constraint – i.e. wanting to understate the asset (recipient liability if in
advance) and overstate the liability (recipient receivable if in arrears).

I also expect significant calculation complexities and difficulties with modifications
(paragraph 23) and the variety of possible treatments depending on the
circumstances of the modification.
I noted above that set-up activities would likely have to be combined as one
performance obligation (using mirror accounting). This would represent part of the
transfer provider’s binding arrangement asset – yet the set-up activities have already
been performed.
Specific Matter for Comment 4:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses with performance obligations:
(a) A transfer provider should initially recognize an asset for the right to have a transfer
recipient transfer goods and services to third-party beneficiaries; and
(b) A transfer provider should subsequently recognize and measure the expense as the
transfer recipient transfers goods and services to third-party beneficiaries, using the public
sector performance obligation approach.
The rationale for this decision is set out in paragraphs BC16–BC34.
Do you agree with the recognition and measurement requirements for transfer expenses
with performance obligations? If not, how would you recognize and measure transfer
expenses with performance obligations?
I do not agree that the transfer provider’s binding arrangement asset representing a
prepayment of resources to third-party beneficiaries represents an asset under the
conceptual framework. The resources (usually cash) are no longer under the control
of the transfer provider.
As I noted above under Specific Matter for Comment 1, the definition of transfer
expenses appears to distinguish between procurement transactions (exchange
transactions and benefits back to funding provider) from grants / transfers. I think
this distinction is important. - under ED72 the transfer provider is not getting any
direct benefits. I do not think that having already transferred the resources to the
transfer recipient to transfer to third parties represents an asset to the transfer
provider. The money (resources) has gone.
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Given the distinction, it appears that procurement transactions do not have the
complexity of this standard – something that I think is a good thing, and worth raising
as an issue as to whether we need the complexity for transfer expenses.
Specific Matter for Comment 5:
If you consider that there will be practical difficulties with applying the recognition and
measurement requirements for transfer expenses with performance obligations, please
provide details of any anticipated difficulties, and any suggestions you have for addressing
these difficulties.
Under Specific Matter for Comment 3, I identified the following complexity issues:
 Assessing whether there are any performance obligations vs present obligations
or no obligations
 Determining performance obligations, particularly dealing with set-up activities
 Dealing with performance obligations that are different to the key performance
indicators under the arrangement
 Modifications and the variety of possible treatments
 Acquittal reporting not aligned with performance obligations
 Timeliness of acquittal reporting not soon enough after year end
 Assessment of whether the performance obligation has been satisfied (e.g.
transfer of control) may not be the same as the agreement.
 Assessment of alternate use (Transfer recipient’s performance does not create
an asset with an alternate use – criteria for recognition over time)
 Assessment of rights of return
 Assessment of variable consideration
My solution is as I have suggested in Specific Matter for Comment 1 and 4 – do not
use mirror accounting of ED70.
I expand on the following complexity issues below:
 Transfer recipient’s performance does not create an asset with an alternate
use (paragraph 36(c), 37)
 Revenue recognition not matching provider and recipient
 Right of return (paragraph 52)
 Non-refundable Upfront Fees (and some Related Costs) Paragraphs AG67
and AG68
 Bill and Hold arrangements (from paragraph AG85)
Transfer recipient’s performance does not create an asset with an alternate use
(paragraph 36(c), 37)
Paragraphs AG43 – AG45 provide some guidance, which seems to mirror
that in ED70. However, on a practical basis, it would be very difficult for a
transfer provider to have this information.
Revenue recognition not matching provider and recipient
How will the transfer provider know when the goods are transferred? Will the
transfer of goods under the terms of the agreement on satisfaction of
obligations be different to the accounting standard satisfaction of control?
Transferring control can involve significant judgement – under the accounting
standard can be any of the following, right to payment, legal title, physical
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possession, third party has accepted significant risks and rewards, third party
has accepted the asset. Also see my comments on right of return below.
There are other practical issues. For example, for research activities (see my
response for ED70), the Australian Accounting Standards Board (AASB)
views research activities as the transfer of goods, and having access to the
research information, and not as a service.
Right of return (paragraph 52)
How will the transfer provider know whether the criteria for assessing right of
return by the transfer recipient has been met? The transfer recipient has the
relationship with the third-party beneficiaries and it is the transfer recipient
who will have the information to assess the amount of variable returns – i.e.
goods have been transferred to the third-party beneficiary (using whatever
criteria) but with a right of return that may not meet the ED72 criteria for
recognition as a sale.
Non-refundable Upfront Fees (and some Related Costs) Paragraphs AG67 and
AG68
These requirements will essentially require a mismatch of funding acquittals
and accounting. Requiring this treatment (expensing over the life of the
arrangement / performance obligations) essentially will require that the
transfer recipient to be following ED70. Set-up activities are usually funding
through upfront funding.
Bill and Hold arrangements (from paragraph AG85)
How would a transfer provider know if the transfer recipient is entering into a
bill-and-hold arrangement?
Specific Matter for Comment 6:
This [draft] Standard proposes the following recognition and measurement requirements for
transfer expenses without performance obligations:
(a) A transfer provider should recognize transfer expenses without performance obligations
at the earlier of the point at which the transfer provider has a present obligation to provide
resources, or has lost control of those resources (this proposal is based on the IPSASB’s
view that any future benefits expected by the transfer provider as a result of the transaction
do not meet the definition of an asset); and
(b) A transfer provider should measure transfer expenses without performance obligations at
the carrying amount of the resources given up?
Do you agree with the recognition and measurement requirements for transfer expenses
without performance obligations?
If not, how would you recognize and measure transfer expenses without performance
obligations?
For (a), as I understand the proposals, it is basically to follow existing requirements,
which I agree with.
For (b) I believe that if the asset given up has been disposed of (control lost), then
the disposal should be recognised as a disposal – i.e. at fair value, and then that fair
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value used as the consideration for the transfer. I do not believe that the historical
cost of PPE given up is an appropriate measure of consideration fo those assets
given up.
Social benefit bonds
In practice, I have come across issues with social benefit bonds. These are also
referred to as “pay for success”. Government pays on successful outcomes, based
on defined criteria. The aim is to reduce long-term government spending, e.g. on
homelessness, youth criminal reoffending. The measurement period will usually
include periods after the end of the minimum payment period, due to the time lag in
the private sector organisation’s actions and outcomes.
The government may pay a minimum amount (e.g. a standing charge). The private
sector providers will provide their own money (raised through the social benefit
bonds) to fund the activities. The private sector providers then get paid based on
success. Those success payments are used to offset costs, and the remainder is
then repaid to the social benefit bond holders.
Issues include:
 Are these performance obligations? Recipients get paid for performance, but
there may not be any minimum performance – though they get paid for
success – e.g. above a benchmark. So, are the targets “sufficiently specific”
to meet requirement for a performance obligation under ED70? I believe that
these are performance obligations and that ED70 accounting is appropriate,
rather than ED71 accounting.
 Should the minimum amount payable (i.e. the standing charge) for the entire
agreement period be recognised as a liability (and expense) upfront?
 How do these arrangements differ to multi-year grants? In practice, there was
a requirement for the recipient to do a good job, act in good faith etc., so the
amount payable was not a financial liability – i.e. obligation to pay cash that is
just dependent on the passage of time.
 The ability for the grantor to direct how the proceeds are applied on a day-today basis may be less than traditional grants – what are the implications?
 When should the success payments (dependent on outcomes) be
recognised? Some sort of accrual over time, or wait until outcomes are
actually measured? There are often time lags. One time lag is the collection
of data and statistics to measure performance. Another lag is that “success”
may be measured after a certain period – e.g. success for youth criminal
reoffending may be that the youth has not reoffended for 18 months after the
support period. As these are for purchased services, I believe they should be
accounted for under ED70 as the performance is satisfied.
 How should “reliable” measurement be assessed?
 How should budget estimates and forecasts be used?

Specific Matter for Comment 7:
As explained in SMC 6, this [draft] Standard proposes that a transfer provider should
recognize transfer expenses without performance obligations at the earlier of the point at
which the transfer provider has a present obligation to provide resources, or has lost control
of those resources. ED 71, Revenue without Performance Obligations, proposes that where
a transfer recipient has present obligations that are not performance obligations, it should
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recognize revenue as it satisfies those present obligations. Consequently, a transfer provider
may recognize an expense earlier than a transfer recipient recognizes revenue.
Do you agree that this lack of symmetry is appropriate? If not, why not?
Paragraph 91 should make a specific reference to the application guidance in AG91
– AG102.
It is not clear what accounting paragraphs 90 and 91 are intended to result in. In
particular, for:
 Payments for binding arrangements without performance obligations that meet
the criteria for present obligations for ED71 (specific activities and eligible
expenditure). Is it intended that transfer providers use mirror accounting for
funding in arrears, as under ED71 transfer recipients can recognise amounts
owing under such arrangements between payment milestone or due dates?
 Multi-year grants – do these have to be recognised for the entire grant upfront?
I believe that transfer providers should not recognise a transfer provider’s binding
arrangement asset representing a prepayment of resources to third-party
beneficiaries when the transfer arrangement has present obligations and not
performance obligations – and the funding is paid in advance. ED72 should be
clarified that it does not require such mirror accounting.
It is common for current practice that transfer providers only recognise a present
obligation when a payment obligation arises, e.g. those identified in AG92:
(a)
At the commencement of the research project;
(b)
Periodically (i.e., at set dates) throughout the research project;
(c)
As key project milestones are achieved; or
(d)
At the completion of the research project.
The consequence is that transfer providers do not:
 Recognise an expense for unbilled activities (e.g. specified activities and eligible
expenditure spent that is reimbursable) that would mirror the transfer recipient
recognising a receivable for payments in arrears for performing such activities.
 Recognise an expense for future payments in a multi-year grant
Examples of payment arrangements in arrears include:
 50% upfront, and the remaining 50% when 50% complete (while technically in
advance of spending, it is in arrears in the sense that the funding is not all in
advance, and that there is a further payment milestone)
 30% upfront, and 60% during construction, and 10% when final completion signoff is achieved. The 60% may be paid as and when the transfer recipient spends
the construction (or other) costs, or may be due at the end of completion.
ED72 should be clarified for common situations of payments in arrears as to when
there is a present obligation. I believe that a present obligation exists when a
payment milestone is reached. Because sometimes that milestone is dependent on
the actions of the transfer recipient, rather than the passage of time, that milestone
payment may require the transfer recipient to notify the transfer provider for the
transfer provider to know that there is a present obligation.
For similar reasons to the “monitoring” issue and timing of acquittals issues I have
raised on the mirror accounting for ED70, transfer providers may not have up-to-date
/ real-time information of the actions of transfer recipients. Current practice appears
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to be waiting until the claim is made before a liability is recognised (or time if it is for
example a payment after a certain period of time).
For a multi-year grant, the future payments are often linked to acting in good faith –
i.e. even if the future payments are not linked to ED70 performance obligations, there
is a requirement that the transfer recipient complies with the grant agreement. I.e.
there is no conditional obligation to pay cash (i.e. not a financial liability). I believe
that at the commencement of the agreement, there is no present obligation to make
all future payments, as future payments are dependent on acting in good faith etc.
I discussed above under Specific Matter for Comment 6 the issue of social benefit
bonds and the delays between performance, measurement and payment. While I
believe the social benefit bonds (at least those I have been involved with) are
performance obligations, if they are not under ED70, then that issue should be
covered under transfers with present obligations
Specific Matter for Comment 8:
This [draft] Standard proposes that, when a binding arrangement is subject to
appropriations, the transfer provider needs to consider whether it has a present obligation to
transfer resources, and should therefore recognize a liability, prior to the appropriation being
authorized. Do you agree with this proposal?
If not, why not? What alternative treatment would you propose?
I include my views on appropriations, and more specifically “exit” or “termination for
convenience” clauses in my response to ED71, with come of those copied into ED70.
I believe that a present obligation is not dependent on appropriations beng approved.
I have expressed my views on the timing of present obligations earlier.
Specific Matter for Comment 9:
This [draft] Standard proposes disclosure requirements that mirror the requirements in ED
70, Revenue with Performance Obligations, and ED 71, Revenue without Performance
Obligations, to the extent that these are appropriate.
Do you agree the disclosure requirements in this [draft] Standard are appropriate to provide
users with sufficient, reliable and relevant information about transfer expenses? In particular,
(a) Do you think there are any additional disclosure requirements that should be included?
(b) Are any of the proposed disclosure requirements unnecessary?
I make few comments as I have not spent time on this topic.
As I note in Specific Matter for Comment 4, I do not agree with the accounting for
transfer expenses with performance obligations. If all transfer expenses were
recognised when there is an present obligation to make the payment, I believe the
disclosures would be a lot simpler.
Other comments
As I note in Specific Matter for Comment 4, I do not agree with the accounting for
transfer expenses with performance obligations.
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I include comments below on the following issues, based on my experience with
implementing the Australian equivalent of IFRS 15:
a) Contributions from owners (paragraph 6)
b) Transfer expenses with performance obligations
i) Right to payment for performance completed to date para 36(c), 38
ii) Methods for Measuring Progress (paragraph 42) (input method)
iii) Methods for Measuring Progress (paragraph 42) (exclusion of some costs)
iv) Variable consideration (paragraph 54)
v) Variable consideration constraint (paragraph 56 and 57)
vi) Consideration receivable by transfer provider (paragraph 70)
c) Transfer expenses without performance obligations
i) Variable consideration constraint (paragraph 108)
ii) Subsequent measurement – Paragraphs 117 and 120
d) Research
a) Contributions from owners (paragraph 6)
Para 6(a). The reference to contributions by owners implies control via share
ownership. In many public sector arrangements, control can be through
means other than shares, such as non-share membership of a constituting
document, or from control provisions through ministerial directives.
Para 6(b) reinforces the focus on share ownership, by referring to “earlier
investments”.
b) Transfer expenses with performance obligations
i) Right to payment for performance completed to date para 36(c), 38
Paragraphs AG46 onwards provide some guidance. This guidance is
written on the assumption of payments in arrears. Further guidance or
examples should be given for payments in advance, and where the
recipient is entitled to keep funds (i.e. not repay funds) that have been
spent satisfying the performance obligation.
ii) Methods for Measuring Progress (paragraph 42) (input method)
Paragraph 42 references paragraphs AG50 – AG52 for guidance for
using outputs and input methods. However, those paragraphs only
include guidance for output methods. Guidance for input methods is
not provided. ED72 is missing the mirror paragraphs of ED70
paragraphs AG59 and AG60 (IFRS 15 paragraphs B18 and B19).
Input methods is important as it is the most common way to measure
performance – i.e. tracking the cash spent.
Paragraph AG25 appears to explain the missing reference to input
method (transfer provider not having access to the transfer recipient’s
inputs). Paragraph AG25 appears to allow use of the input method if
the information is available – though the application is confusing and it
is not clear what is required:
However, where a transfer provider has access to such
additional information, it may apply the guidance in [draft]
IPSAS X (ED 70) for which there is no equivalent guidance in
this [draft] Standard in accounting for transfer expenses with
performance obligations, provided such guidance does not
conflict with the requirements of this [draft] Standard and that
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the transfer provider makes any related disclosure required by
[draft] IPSAS [X] (ED 70).
iii) Methods for Measuring Progress (paragraph 42) (exclusion of some
costs)
Paragraph 43 is not consistent with what would be the mirror of
paragraphs AG59 and AG60. Under paragraph 43 the measure of
progress includes all goods or services transferred to the third-party
that the transfer recipient acts as principal. ED70 paragraph AG60
excludes costs of some “pass-through” goods and services – i.e. costs
that do not represent performance undertaken.
iv) Variable consideration (paragraph 54)
The requirements of paragraph 54 are drafted on the assumption of
the transfer provider being required to pay consideration to the
transfer recipient. Many public sector arrangements are paid in
advance, so the assessment relates to the measurement of the
consideration already paid (transfer provider’s binding arrangement
asset).
v) Variable consideration constraint (paragraph 56 and 57)
The constraint for binding arrangements with performance obligations
is drafted as probable, not the highly probable of ED70 paragraphs 55
and 56. Was this intended? The distinction is not identified in the
Basis for Conclusions.
The constraint for transfer expenses without performance obligations
does have the highly probably constraint (paragraph 108).
What is the intention of how the constraint will operate in an expense
environment? I use below as an example, where it is probable, but
not highly probable, of the additional consideration being made.
For the revenue constraint the transfer recipient is likely to understate
the revenue (understate the receivable if in arrears / overstate the
payable if in advance) compared to fair value / expected value. That
is, if the consideration is probable, but not highly probable, it is not
recognised. How is ED72 intended to operate? Should the
consideration that is probable, but not highly probable, be recognised
as an expense? It is not clear how ED72 operates for the expense
constraint, but on a conservative basis (similar to that used for
revenue recognition) it would be the reverse of ED70 accounting for
the revenue constraint – i.e. wanting to understate the asset (recipient
liability if in advance) and overstate the liability (recipient receivable if
in arrears).
vi) Consideration receivable by transfer provider (paragraph 70)
I had trouble working through this without an example
c) Transfer expenses without performance obligations
i) Variable consideration constraint (paragraph 108)
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N.B. Constraint for performance obligations is probable (paragraphs
56 and 57) – refer my comments earlier.
What is the intention of how the constraint will operate in an expense
environment? I used above )transfer expenses with performance
obligations) as an example, where it is probable, but not highly
probable, of the additional consideration being made.
Would an amount that is probable of payment, but not highly probable,
be accrued?
ii) Subsequent measurement – Paragraphs 117 and 120
I found the provisions confusing. I do not understand the type of
liability that paragraph 120 is trying to address.
Does paragraph 117 (settlement of a non-financial liability for a
transfer expense without performance obligation) require the
difference between the amount accrued and amount paid to be
recognised as a gain / loss in operating surplus, or an adjustment
against the expense originally recognised?
I am also confused about including (non-contractual) liabilities that are
not transfer expenses in the standard on transfer expenses.
d) Research
Paragraphs AG92 and Illustrative Example 2 (paragraph IE8 onwards) are drafted on
the basis that research grants (that do not involve the transfer of the IP) are not
performance obligations. As I noted in my response to ED70, I believe that many
research “grants” are funding arrangements for purchased services (i.e. with
performance obligations) and should be accounted for under ED70.

Page 12
657

