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Agenda ltem 3.1

Memorandum

Date: 13 March 2020
To: NZASB Members
From: Joanne Scott and Vanessa Sealy-Fisher
Subject: Cover memo: IPSASB Revenue and Expenses
Purpose!
1. The purpose of this item is to:

(a)  begin seeking feedback on the proposals in the three IPSASB exposure drafts (see
agenda items 3.2 and 3.3); and

(b)  present a revised plan for Board meetings and decide whether the additional half day
meeting in April is still required.

Background

2.

The IPSASB issued the following EDs on 21 February 2020:
(a) ED 70 Revenue with Performance Obligations;
(b)  ED 71 Revenue without Performance Obligations; and

(c)  ED 72 Transfer Expenses.

We distributed a combined file containing the three EDs and the At a Glance documents to
Board members on 26 February. That combined file has also been made available to Board
members alongside these agenda papers.

The Board has previously agreed to comment on these EDs. The closing date for comments to
the NZASB is 14 August 2019 and to the IPSASB is 15 September 2020. The IPSASB’s comment
period is slightly longer than we expected. This means we can finalise the comment letter at
the Board’s meeting in September, rather than in August as originally planned.

The Board has already had some discussions about the IPSASB’s proposals.

(a)  October 2019: The Board received an education session on the IPSASB’s tentative
decisions on revenue with performance obligations (which are dealt with in ED 70).

(b)  December 2019: The Board discussed the IPSASB’s tentative decisions on revenue
without performance obligations (which are dealt with in ED 71).

1 This memo refers to the work of the International Accounting Standards Board (IASB) and uses registered trademarks
of the IFRS Foundation (for example, IFRS® Standards, IFRIC® Interpretations and IASB® papers).
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(c)  February 2020: The Board received a presentation outlining the proposals in all three
EDs.

6. Although we had previously indicated that this meeting would focus on ED 70, we are seeking
the Board’s feedback on both ED 70 and ED 71.

(a) Agendaitem 3.2 covers most of the proposals in ED 70 apart from disclosures. At this
meeting we are seeking the Board’s views on SMCs 1 to 3. We will also seek feedback
on whether the Board wants to comment on SMCs 4 and 5.

(b)  Agenda item 3.3 focuses on SMC 1 in ED 71. This SMC seeks views on when a transfer
recipient has a present obligation that meets the definition of a liability (despite there
being no performance obligation associated with the transaction). We are also seeking
feedback on which other ED 71 SMCs the Board wants to comment on.

Plan for Board meetings

7. Table 1 sets out the revised plan for Board meetings between now and September. It does not
include the half day meeting scheduled for 15 April. However, this is dependent on how much
progress we make on the topics discussed at this meeting and whether the Board agrees that
the plan is reasonable. We would like to discuss the plan at the end of this item.

Table 1
25 Mar ED 70 SMCs 1 to 3 and selected issue
ED 71 SMC 1 Present obligation
ED 70 and ED 71 decide which SMCs to comment on
15 Apr (half day)
7 May ED 71 other issues (apart from disclosure)
ED 72 issues
ED 72 decide which SMCs to comment on
17 Jun Any remaining issues (apart from disclosure)
Feedback received to date
Draft comment letter (apart from disclosure)
13 Aug Disclosure — all three EDs
Draft comment letter
10 Sept Analysis of submissions and outreach
Approve comment letter

Questions for the Board
Ql. Does the Board agree with the plan for Board meetings?

Q2. Does the Board agree that the half day meeting on 15 April is NOT required?
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Outreach

8.

10.

11.

12.

13.

We have already notified constituents about the EDs via an NZASB Update. The EDs,
At a Glance documents and links to the IPSASB’s webinars are available on the XRB website.

We will promote awareness of, and seek feedback on, the proposals at the following
meetings:

(a)  External Reporting Advisory Panel (XRAP) on 21 May in Wellington; and

(b)  Technical Reference Group (TRG) on 26 May in Auckland (and via teleconference).

We have yet to organise the roundtable with representatives from the public sector and not-
for-profit (NFP) sector. Given our understanding of workflows in the public sector, we will try
to arrange this for late May.

We are liaising with Charities Services staff about promoting awareness via the Charities
Services’ newsletter and website.

We will promote awareness of the proposals at various conferences and events.
(a)  Conferenz NFP and public sector conferences; and

(b)  New Zealand Society of Local Government Managers’ Civic Financial Services Strategic
Finance Forum.

In addition, we will contact New Zealand respondents who commented on the CP.

Attachments

Agendaitem 3.2: Memo: ED 70

Agendaitem 3.3: Memo:ED 71

IPSASB EDs See separate file
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Memorandum
Date: 13 March 2020
To: NZASB Members
From: Vanessa Sealy-Fisher
Subject: IPSASB ED 70
Purpose and introduction
1. ED 70 Revenue with Performance Obligations (ED 70) contains five specific matters for

comment (SMCs). They cover the following topics.

(a)  SMC 1: Whether the scope of ED 70, which is based around binding arrangements as
defined in the ED, is clear.

(b)  SMC 2: The IPSASB’s decision not to define ‘transfer revenue’ or ‘transfer revenue with
performance obligations’.

(c)  SMC 3: Whether constituents agree with paragraphs AG69 and AG70, which provide
guidance about accounting for transactions with components relating to both ED 70 and
ED71 Revenue without Performance Obligations.

(d)  SMC 4: Whether the disclosure requirements should be aligned with those in IFRS 15
(because ED 70 is based on, and substantially aligned with, IFRS 15). Disclosures will be
discussed at a future Board meeting.

(e)  SMC 5: An additional disclosure requirement for information on transactions which an
entity is compelled to enter into by legislation or other governmental policy decisions
(for example, where a public sector entity 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). This disclosure will also be discussed at a future Board meeting.

2. The purpose of this agenda item is to seek feedback on most of the proposals in ED 70, with
the aim of identifying the key points for the Board’s comment letter on ED 70. The memo
includes a summary of the NZASB’s comments on the IPSASB’s 2017 Consultation Paper
(2017 CP),? including how they have been addressed in ED 70.

3. Feedback on the disclosure requirements will be sought at a future Board meeting.

1 This memo refers to the work of the International Accounting Standards Board (IASB) and uses registered trademarks
of the IFRS Foundation (for example, IFRS® Standards, IFRIC® Interpretations and IASB® papers).

2 Consultation Paper Accounting for Revenue and Non-Exchange Expenses
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Recommendations

4, We recommend that the Board:

(a)
(b)

Background

PROVIDES FEEDBACK on the matters discussed in this memo; and

DECIDES whether to respond to SMCs 4 and 5 in ED 70.

5. ED 70 is based on IFRS 15 Revenue from Contracts with Customers. Appendix A to this memo
summarises the differences between ED 70 and IFRS 15. The IPSASB has made the following
modifications to IFRS 15.

(a)

(b)

(c)

(d)

Changes to the definitions and terminology in IFRS 15 to ensure consistency with The
Conceptual Framework for General Purpose Financial Reporting by Public Sector Entities,
consistency with definitions and terminology in International Public Sector Accounting
Standards (IPSAS), and to reflect the public sector context.

Additional application guidance on public sector-specific issues or issues which may be
more prevalent in the public sector.

Deletion of illustrative examples which have limited or no applicability to the public
sector.

Modification of the IFRS 15 illustrative examples to reflect the public sector context and
the addition of public sector-specific examples.

6. In addition to the modifications outlined above, the IPSASB has extended the scope of revenue

transactions with performance obligations to specifically include transactions that involve the

transfer of goods or services to third-party beneficiaries.

7. When finalised, the new International Public Sector Accounting Standard (IPSAS) would

supersede IPSAS 9 Revenue from Exchange Transactions and IPSAS 11 Construction Contracts.

Structure of this memo

8. The remaining sections in this memo are:

(a)
(b)
(c)
(d)
(e)
(f)
()
(h)

NZASB views on IPSASB 2017 CP;

Scope of ED 70;

Terminology not defined;

Revenue transactions with two components;
Control of an asset;

Performance obligations;

Principal versus agent considerations; and

Next steps.
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NZASB views on IPSASB 2017 CP

9.

10.

11.

12.

13.

Agenda ltem 3.2

In August 2017 the IPSASB issued Consultation Paper Accounting for Revenue and Non-
Exchange Expenses (the2017 CP). One of the proposals in the 2017 CP was the development of

a revenue standard based on IFRS 15.

The IPSASB sought feedback on the following preliminary view.

Preliminary View 1

performance obligations.

The IPSASB considers that it is appropriate to replace IPSAS 9 Revenue from Exchange Transactions, and
IPSAS 11 Construction Contracts with an IPSAS primarily based on IFRS 15 Revenue from Contracts with
Customers. Such an IPSAS will address Category C transactions that:

(a) Involve the delivery of promised goods or services to customers as defined in IFRS 15; and

(b) Arise from a contract (or equivalent binding arrangement) with a customer which establishes

Do you agree with the IPSASB’s Preliminary View 1? If not, please give your reason.

The Board agreed that the existence or absence of performance obligations in revenue

transactions should be the key determinant for revenue recognition in the public sector.

However, the Board noted that the scope of the Public Sector Performance Obligation

Approach (PSPOA) would depend on how the IPSASB defined key factor such as enforceability

and performance obligations.

The Board noted that in developing an IPSASB based on IFRS 15, the IPSASB would likely face a
number of challenges similar to those experienced by the Australian Accounting Standards
Board (AASB), which completed a similar project at the end of 2016.

Table 1 outlines the challenges that the Board envisaged the IPSASB would face in developing
an IPSAS based on IFRS 15 and how they have been addressed in ED 70.

Table 1: NZASB views on 2017 CP

Challenge identified

How addressed in ED 70

What is enforceability in the public sector?
IFRS 15 has no guidance regarding enforceability.

The AASB noted that a return obligation is an
indicator of enforceability, but not the only
indicator. The AASB expanded the enforceability
guidance to include a range of factors that could
potentially result in an enforceable arrangement.
For example, paragraph F12 of AASB 15 Revenue
from Contracts with Customers (AASB 15) lists
the following examples of terms that could result
in enforceable agreements:

(a) arefundin cash or kind is required when
the agreed specific performance has not
occurred;

ED 70 contains application guidance on
enforceability (paragraphs AG13—-AG24).

Instead of a focus on revenue transactions
arising from contracts with customers (as in

IFRS 15), ED 70 focuses on whether the revenue
transaction arises from a binding arrangement as
a key determinant for identifying revenue
transaction that give rise to enforceable
performance obligations.

The concept of enforceability proposed in ED 70
is underpinned by the definition of a binding
arrangement, being an arrangement that confers
both enforceable rights and obligations on both
parties to the arrangement. The IPSASB proposes
that an arrangement is enforceable when the
entity and the purchaser are both able to enforce
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Challenge identified

How addressed in ED 70

(b) the customer, or another party acting on its
behalf, has a right to enforce specific
performance or claim damages;

(c) the customer has the right to take a
financial interest in assets purchased of
constructed by the entity with resources
provided under the agreement;

(d) the parties to the agreement are required
to agree on alternative uses for the
resources provided under the agreement;
and

(e) an administrative process exists to enforce
agreements between sovereign States or
between a State and another party.

their respective rights and obligations through
legal or equivalent means.

The guidance in ED 70 is substantively consistent
with the guidance in Appendix F of AASB 15.
However, ED 70 does not include examples of
the terms that result in enforceable agreements
as outlined in paragraph F12 of AASB 15.

What is a performance obligation in the public
sector?

IFRS 15 defines the term performance
obligations but does not have any additional
guidance on identifying performance obligations.

Sometimes resources are provided with no, or
minimal, terms and conditions on how the
resources must be used. Other resources may
have stipulations only in the form of time
requirements. For these reasons, it can be
difficult to distinguish goods or services provided
to meet a general requirement from any of the
not-for-profit’s (NFP) other goods or services
provided.

Paragraph F20 of AASB 15 lists the factors to be
considered in identifying whether performance
obligations are sufficiently specific.

The definition of a performance obligation in

ED 70 is identical to the definition in IFRS 15
except for the public sector modification to
include the transfer goods or services to the
purchaser or a third-party beneficiary. The
definition requires the entity to transfer (a) a
good or service (or a bundle of goods and
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.

ED 70 contains application guidance on
identifying performance obligations

(paragraph AG32—-AG42). The factors in
paragraph AG35 to be considered in identifying
whether performance obligations are sufficiently
specific are identical to the factors listed in
paragraph F20 of AASB 15.

The guidance in ED 70 and AASB 15 is broadly
consistent.

Transactions with two components — how and
when to account for transactions where there is
a performance obligation and another
component without a performance obligation.
For example, a fundraising dinner where the
ticket price could exceed the usual market rate
for the dinner, indicating that there are two
components: the dinner (for which there is a
performance obligation) and a donation.

The AASB added guidance in Appendix F of
AASB 15 to help NFPs to allocate the transaction
price when a customer enters into a contract
with an NFP with the dual purpose of obtaining

ED 71 (paragraph 9) deals with transactions with
components with performance obligations and
components without performance obligations
(hybrid transactions) and includes a cross-
reference to paragraphs AG69—AG70 of ED 70.
ED 71, illustrative example 28, deals with a
fundraising dinner.

ED 70 contains application guidance for
transactions with components within the scope
of ED 70 and ED 71 Revenue without
Performance Obligations (paragraphs AG69—
AG70) and some illustrative examples.?

Specific Matter for Comment 3 seeks feedback on whether constituents agree with this guidance.
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Challenge identified

How addressed in ED 70

goods or services and to help the NFP achieve its
objectives.

The guidance and illustrative examples are
consistent with the guidance in Appendix F of
AASB 5 (paragraphs F28-F32).

There is also some guidance in ED 72 Transfers
Expenses (paragraphs 14 and AG53-AG54) about
accounting for components of transactions.

Licences

In its comment letter on the 2017 CP, the Board
noted that the AASB was considering issues for
public sector entity licensors, including the
circumstances in which the revenue from
granting a licence is, in substance, a tax (and
should be accounted for under ED 71) or involves
the delivery of goods or services (and should be
accounted for under ED 70).

Appendix G of AASB 15 contains guidance
specifically for not-for-profit public sector
licensors.

The requirements and guidance in ED 70 on
licencing are identical to the requirements and
guidance in IFRS 15. ED 70 does not have any
public sector-specific guidance on determining
whether the licence revenue is, in substance, a
tax or a revenue transaction involving the
transfer of services.

ED 70 does not contain any of the guidance in
Appendix G of AASB 15.

Transactions where the arrangement does not
explicitly require the transfer of a good or service
but may do so implicitly where there is a direct
relationship between the funding and the outputs
delivered.

Such arrangements have all the criteria to fall
within the scope of IFRS 15, except for the lack of
an explicit requirement to transfer goods or
services. The Board’s view was that, in
substance, these transactions are substantially
similar to an IFRS 15 transaction — the resource
provider is effectively funding the delivery of the
outputs (goods or services) to other parties. For
example, funding for the salary of an employee
who is engaged in providing services to
beneficiaries (e.g. a doctor providing health
services).

ED 70 applies to revenue arising from binding
arrangements with a purchaser that include
performance obligations to transfer promised
goods or services to the purchaser or a third-
party beneficiary.

In ED 70, illustrative example 38, a health clinic
receives funding from the government to provide
free vaccinations. In Case B (paragraphs IE 213
and IE 214), the terms of the binding
arrangement specify that the clinic has discretion
to spend the funds on expenditures that are
directly related to the vaccination program and
may include an allocation of salaries of staff who
work on vaccination-related activities. The
conclusion to this example is that the
arrangement is within the scope of ED 71 (rather
than ED 70) because the arrangement does not
specify that the funding is restricted to fund the
provision of vaccines.

In addition, page 4 of the ED 71 At a Glance
includes an example of the salary for a particular
person as an example of eligible expenditure as
defined in ED 71.

Scope of ED 70

14.

An entity applies ED 70 to revenue arising from binding arrangements with a purchaser that

include performance obligations to transfer promised goods or services to the purchaser or to

a third-party beneficiary.
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16.

17.

Agenda ltem 3.2

The modifications made to IFRS 15 for public sector entities are explained in more detail in the
IPSASB's Basis for Conclusions on ED 70 (paragraphs BC16—-BC18). In summary, those
modifications are as follows.

(a) ED 70includes the concept of a binding arrangement (which is broader than a contract)
to allow for jurisdictions where government and public sector entities cannot enter into
legal contracts but do enter into binding arrangements (which are in substance the
same as contracts).

(b)  ED 70 explains that enforceability of a binding arrangement includes mechanisms that
are outside the legal system, such as statutory mechanisms (for example, through
legislative or executive authority and/or cabinet or ministerial directives).

(c)  ED 70 explains that public sector transactions often involve three parties:
° the purchaser — provides the consideration;

° the entity — receives the consideration and is responsible for the delivery of the
goods or services; and

° the third-party beneficiary — the individuals or households receiving those goods
or services.

ED 70 also includes application guidance relating to the definition of a binding arrangement

(paragraphs AG7-AG12), the enforceability of a binding arrangement (paragraphs AG13-AG24)

and identifying the binding arrangement (paragraphs AG26—AG31). None of this guidance is
found in IFRS 15.

SMC 1 seeks feedback on whether the scope of ED 70 is clear and, if the scope is not clear,
what changes to the scope or the definition of binding arrangements should be made. In order
to assist the Board in forming a view on this SMC, the modifications outlined in paragraph 15
above are discussed in more detail below.

Binding arrangements

18.

All references to ‘contracts’ in IFRS 15 were replaced with ‘binding arrangements. This
replacement acknowledges that entities in some jurisdictions may not have the power to enter
into legal contracts but nevertheless may have the authority to enter into binding
arrangements. The IPSASB often makes this type of change to cater for public-specific
circumstances. As the concept of a contract may still be applicable in the public sector, the
IPSASB retained the definition of contract but specified that a contract is a type of binding
arrangement.
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19.

20.

21.

22.

23.

24.

25.

Agenda ltem 3.2

ED 70 defines a binding arrangement as follows:*

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).’

In developing ED 70, the IPSASB decided to explicitly specify in the definition that a binding
arrangement confers both enforceable rights and obligations on both parties to the
arrangement. An arrangement is enforceable when the entity and the purchaser are both able
to enforce their respective rights and obligations through legal or equivalent means.

The IPSASB agreed that, for the purposes of ED 70, binding arrangements should encompass
rights that arise from legislative or executive authority, cabinet or ministerial directives.

In determining whether an arrangement is an enforceable binding arrangement, an entity
considers the substance rather than the legal form of an arrangement. An arrangement is
enforceable by another party through legal or equivalent means if the agreement includes:

(a) distinct rights and obligations for both purchaser and entity (resource recipient); and

(b)  remedies for non-performance by the entity which can be enforced by the purchaser
through legal or equivalent means.

ED 70 contains public sector-specific application guidance relating to the definition of a
binding arrangement (paragraphs AG7-AG12) and identifying the binding arrangement
(paragraphs AG26—AG31). ED 71 and ED 72 also contain application guidance relating to the
definition of a binding arrangement (paragraphs AG10-AG15 and paragraphs AG9-AG14
respectively). The application guidance is consistent across all three EDs.

In addition, there are public sector-specific illustrative examples dealing with transactions that
arise from an arrangement that is not binding and transactions that arise from a binding
arrangement without performance obligations) (Illustrative Examples 1 and 2,

paragraphs IE2-IE9).

Although the illustrative examples in IFRS 15 that deal with identifying a contract have been
modified for the public sector in ED 70, the examples in ED 70 (lllustrative Examples 5-8,
paragraphs IE16—IE31) on identifying a binding arrangement deal with the same aspects of
identifying a contract as in IFRS 15 (for example, collectability of the consideration and
reassessing the criteria for identifying a contract).

This definition is consistent with the definition of binding arrangement for:

interests in other entities (an arrangement that confers enforceable rights and obligations on the parties to it as if
it were in the form of a contract. It includes rights from contracts or other legal rights) (IPSAS 35, Consolidated
Financial Statements, IPSAS 36, Investments in Associates and Joint Ventures, IPSAS 37, Joint Arrangements, and
IPSAS 38, Disclosure of Interests in Other Entities); and

service concessions arrangements (describes contracts and other arrangements that confer similar rights and
obligations on the parties to it as if they were in the form of a contract) (IPSAS 32, Service Concession
Arrangements: Grantor).

ED 70 and IFRS 15 both define a contract as “an agreement between two or more parties that creates enforceable
rights and obligations”.
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The definition of a binding arrangement has the same meaning for the purpose of applying
ED 71 and ED 72.

Staff view

27.

28.

29.

We agree with the definition of, and application guidance on, binding arrangements in ED 70
(and ED 71 and ED 72).

Although there is more application guidance on the definition of a binding arrangement in

ED 70 than there is in IPSAS 23 and IPSASs 35—-38 dealing with interests in other entities, all the
pronouncements include a statement to the effect that binding arrangements can be
evidenced in several ways and that they may arise from legal contracts or through equivalent
means such as statutory mechanisms.® We also note that the definitions have been tailored to
suit the relevant standards: we agree with the variations to the wording.

We agree that the inclusion of application guidance for identifying the binding arrangement in
ED 70 is important because the existence of a binding arrangement is a necessary element for
a transaction to be within the scope of the draft standard. We also agree that the additional
guidance is appropriate in an integral appendix to ED 70.

Enforceability

30.

31

32.

A key characteristic of a binding arrangement is the ability of both parties to have and be able
to enforce both the rights and obligations conferred on them in the arrangement. That is, the
entity receiving the consideration must be able to enforce the promise to receive the funding.
Similarly, the entity providing the funding (the purchaser) must be able to enforce the promise
to transfer specific goods and services by the entity receiving the consideration. It is the
purchaser’s ability to compel the delivery of goods and services that creates the basis for the
five-step revenue recognition model in ED 70.

A binding arrangement is enforceable through legal or equivalent means. Legal enforceability
is determined based on the principles set out in the laws of a jurisdiction, which includes
legislation, executive authority, cabinet or ministerial directives, as well as judicial rulings and
case law precedence. For an arrangement to be enforceable through ‘equivalent means’, the
presence of an enforcement mechanism outside the legal system is required.

The IPSASB considered and discussed the following as possible enforcement mechanisms by
equivalent means.

(a)  Cabinet and ministerial decision, including executive authority. The IPSASB agreed that
these are subsets of legislation and may in some circumstances be valid enforcement
mechanisms.

(b)  Reduction of future funding. The IPSASB decided that this could only be used to enforce
a binding arrangement if the purchaser had a present obligation to provide future
funding under another binding arrangement.

6

See footnote 4

Page 8 of 19



33.

34,
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(c)  Sovereign rights. The IPSASB agreed that by themselves, sovereign rights do not
establish a valid enforcement mechanism. However, if details on how sovereign rights
would be used to enforce an agreement were included in the binding arrangement,
then this could create a valid enforcement mechanism.

(d) A statement made by government. The IPSASB decided that a statement made by
government to spend money or use assets in a particular way (for example, a general
policy statement or announcement following a natural disaster) does not create
enforceable rights and obligations on parties as there is no agreement with other
parties, and therefore there is no binding arrangement.

ED 70 contains application guidance on enforceability (paragraphs AG13—AG24). This guidance
includes a discussion of the mechanisms identified in paragraph 29 above. In addition,
Illustrative Example 4 (paragraphs IE13—IE15) illustrates enforceability by a mechanism other
than legal means.

ED 71 and ED 72 also contain application guidance relating to enforceability
(paragraphs AG16—AG21 and paragraphs AG15-AG23 respectively). The application guidance
is consistent across all three EDs.

Staff view

35.

36.

37.

We agree with the additional application guidance and illustrative example regarding the
enforceability of a binding arrangement. This guidance is important because the definition of a
binding arrangement refers to ‘enforceable rights and obligations’ of both parties to the
arrangement.

Appendix F of AASB 15 contains Australian implementation guidance for not-for-profit entities,
including guidance on enforceable agreements (paragraphs F10-F19). We note that the
guidance in ED 70 and Appendix F is consistent but not identical. For example, paragraph F12
includes the following examples of terms in agreements that result in the agreement being
enforceable:

(a) arefundin cash or kind is required when the agreed specific performance has not
occurred;

(b)  the customer, or another party acting on its behalf, has a right to enforce specific
performance or claim damages;

(c)  the customer has the right to take a financial interest in assets purchased or constructed
by the entity with resources provided under the agreement;

(d)  the parties to the agreement are required to agree on alternative uses of the resources
provided under the agreement; and

(e) anadministrative process exists to enforce agreements between sovereign States or
between a State and another party.

If the Board is of the view that the examples in paragraph F12 are helpful, we can suggest to
the IPSASB that they be included in the application guidance in ED 70.
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Three-party arrangements

38.

39.

40.

41.

Although the IASB’s educational materials for IFRS 15 refer to three-party arrangements, they
were not explicitly highlighted in IFRS 15. The IPSASB has explicitly referred to three-party
arrangements in ED 70 because they are more prevalent in the public sector.

The IPSASB replaced the term ‘customer’ in IFRS 15 with the term ‘purchaser’ in ED 70 because
the use of the term ‘purchaser’ is widespread in IPSAS and is a broader term more suited to
transactions involving the transfer of goods or services to either the purchaser or agreed third-
party beneficiary. However, the term ‘customer’ may still be applicable in some circumstances
so the IPSASB retained the definition of a customer but clarified that a customer is a type of
purchaser.

ED 70 defines a third-party beneficiary as follows:

A third-party beneficiary is an entity, household or individual who will benefit from a
transaction made between two other parties by receiving goods, services or other assets
(paragraph AG22 provides additional guidance).

Third-party beneficiary has been defined so that its meaning can be consistently applied to
ED 70 as well as ED 71 and ED 72.

Staff view

42.

We agree with the inclusion of three-party arrangements within the scope of ED 70 because of
the prevalence of these types of arrangements in the public (and not-for-profit) sectors. These
transactions give rise to performance obligations when the resource provider can enforce the
resource recipient’s obligation to transfer distinct goods or services to the third-party
beneficiaries.

Questions for the Board

1.

Do you agree with the staff views above on identifying revenue transactions within the scope of
ED 70, that is, revenue transactions arising from binding arrangements with performance
obligations?

Do you agree that the examples of terms in agreements that result in the agreements being
enforceable (paragraph F12 of AASB 15) are helpful and should be included in ED 70?

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?

SMC1

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 have any other comments in response to SMC 1?
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Terminology not defined

43. SMC2 seeks feedback on the IPSASB’s decision not to define the terms ‘transfer revenue’ or
‘transfer revenue with performance obligations’ in ED 70.

44. Even though there is an interaction between ED 70, ED 71 and ED 72, and ED 72 defines
transfer expense, the IPSASB decided not to clarify the mirroring relationship between the EDs
in this respect.

45.  Paragraphs BC21 explains that the IPSASB decided that ED 70 should not include the terms
‘transfer revenue’ or ‘transfer revenue with performance obligations’ for the following
reasons.

(a)  The key distinguishing feature for revenue to be within the scope of ED 70 is whether
the transaction arises from a transaction with or without performance obligations. A
number of IPSASB members were concerned that introducing new definitions relating to
revenue may confuse constituents.

(b)  Transfer revenue with performance obligations would have been a subset of revenue
within the scope of ED 70, while transfer revenue would have been a subset of revenue
within the scope of ED 71.7 Separately defining these terms when their recognition and
measurement would have been the same as other types of revenue within their
respective standards seems to be adding an unneeded level of complexity.

46. The IPSASB noted that some constituents who provide goods, services and other assets to
third-party beneficiaries would like to disclose information in their financial statements
regarding their programmes. As a result, the IPSASB decided to include in ED 70 a category for
revenue earned from the provision of goods or services to third-party beneficiaries (see ED 70
paragraph AG139).

Staff view

47. Staff agrees with the IPSASB decision not to define the terms ‘transfer revenue’ and ‘transfer
revenue with performance obligations’ for the reasons explained in the Basis for Conclusions
on ED 70.

Questions for the Board

5. Do you agree with the staff views above on not defining the terms ‘transfer revenue’ and ‘transfer
revenue with performance obligations’? (SMC 2)

6. Do you have any other comments in response to SMC 2?

7 Revenue is defined in ED 70 and IPSAS 1 Presentation of Financial Statements as “the gross inflow of economic benefits

or service potential during the reporting period when those inflows result in an increase in net assets/equity, other
than increased relating to contributions from owners.
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Revenue transactions with two components

48.

49,

50.

51.

52.

As noted above, the Board identified transactions with two components as a challenge that
the IPSASB should consider when developing ED 70.

The IPSASB’s deliberations on transactions with multiple components are set out in the Basis
for Conclusions on ED 70 (paragraphs BC59 and BC60). The IPSASB discussed situations where
a purchaser may enter a binding arrangement with an entity with a dual purpose of obtaining
goods or services and to help the entity achieve its objectives, for example, providing a
donation in addition to obtaining goods or services. The IPSASB noted that there is a
rebuttable presumption in ED 70 that all consideration received in a revenue binding
arrangement relates entirely to the performance obligations within that arrangement.
Because of this underlying presumption, in order to separate a portion of the consideration
and account for it outside the scope of ED 70, there must be clear and objective evidence that
a portion of the consideration received truly represents amounts that do not relate to
performance obligations, which is the case when amounts are provided by a purchaser to help
the entity achieve its objectives.

The IPSASB decided that to clearly demonstrate that a portion of the consideration is not
related to performance obligations, the binding arrangement must state that if the entity does
not satisfy its performance obligations to deliver goods or services, it is required to return only
a specified portion of the consideration received. The remaining portion which the entity is
not required to return would represent consideration received to help the entity achieve its
objectives and would fall within the scope of ED 71.

Based on the above discussions, the IPSASB decided to provide additional guidance on when
and how an entity should separate the consideration from such transactions into a transaction
price for goods or services accounted for under ED 70 and amounts to be accounted for under
ED 71.

Paragraph 9 of ED 71 also deals with transactions with components with performance
obligations and components without performance obligations (hybrid transactions) as follows.

Transactions with Components with Performance Obligations and Components without
Performance Obligations (Hybrid Transactions)

9. Where revenue transactions include components with performance obligations and components
without performance obligations, professional judgment is required to determine whether the
different components are identifiable. Where the components are identifiable, the transfer
recipient recognizes the revenue from the component with performance obligations according to
the principles and requirements of [draft] IPSAS [X] (ED 70). The revenue component without
performance obligations is recognized according to the principles and requirements of this
[draft] Standard. Where it is not possible to distinguish between the components with
performance obligations and the components without performance obligations, the transaction
is accounted for in accordance with [draft] IPSAS [X] (ED 70). [Draft] IPSAS [X] (ED 70)
paragraphs AG69—AG70 provide additional guidance.
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ED 70 contains the following two paragraphs to address this matter.

Transactions with Components within the Scope of [draft] IPSAS [X] (ED 71), Revenue without
Performance Obligations

AG69.

AGT70.

This [draft] Standard typically requires an entity to allocate the transaction price to each
performance obligation in the binding arrangement so that the allocation depicts the amount
of consideration to which the entity expects to be entitled in exchange for transferring the
promised goods or services to a purchaser or third-party beneficiary. This is based on the
rebuttable presumption that the transaction price is wholly related to the transfer of goods or
services.

In the public sector, a purchaser may enter into a binding arrangement with an entity with a
dual purpose of obtaining goods or services and to help the entity achieve its objectives. Such
transactions may rebut the presumption that the transaction price is wholly related to the
transfer of goods or services, as a portion of the consideration relates to helping the entity
achieve its objectives. To demonstrate that this presumption is rebutted, the terms of the
binding arrangement must clearly specify that only a portion of the consideration is to be
returned to the purchaser in the event the entity does not deliver the promised goods or services,
as this indicates that the remaining consideration is intended to help the entity achieve its
objectives. When 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 [draft] Standard. The remainder of the transaction price shall be
accounted for in accordance with [draft] IPSAS [X] (ED 71), Revenue without Performance
Obligations.

ED 70 also includes an illustrative example of a transaction with one component that is within

the scope of ED 70 and one component that is within the scope of ED 71 (lllustrative

Example 3, paragraphs IE10-IE12). ED 71 also includes an illustrative example of arrangements

that are within the scope of either ED 71 or ED 70 (lllustrative Example 1, paragraphs IE1-IE7).

The guidance in ED 70 is consistent with the guidance in Appendix F of AASB 15.

Questions for the Board
7.

Do you agree with the staff views above on the proposed accounting for revenue transactions with
components relating to both ED 70 and ED 717

Do you agree with the application guidance? If not, why not?
SMC3

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 have any other comments in response to SMC 3?

Control of an asset

56.

57.

In comparing ED 70 with IFRS 15 and with ED 72, we noticed a difference between a paragraph

that is common to all three pronouncements.

Table 2 includes an extract from ED 70, IFRS 15 and ED 72. The highlighted text in IFRS 15 and

ED 72 is not in ED 70. The paragraphs relate to the sections of the standards dealing with the

satisfaction of performance obligations.
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ED 70

IFRS 15

ED 72

30.

An entity shall recognize
revenue when (or as) the
entity satisfies a
performance obligation by
transferring a promised
good or service (i.e., an
asset) to a purchaser or
third-party beneficiary.
An asset is transferred
when (or as) the purchaser
or third-party beneficiary
obtains control of that
asset.

31

An entity shall recognise
revenue when (or as) the
entity satisfies a
performance obligation by
transferring a promised
good or service (ie an
asset) to a customer. An
asset is transferred when
(or as) the customer
obtains control of that
asset.

33.

A transfer provider shall
recognize an expense when
(or as) the transfer
recipient satisfies a
performance obligation by
transferring a promised
good or service (i.e., an
asset) to a third-party
beneficiary. An asset is
transferred when (or as)
the third-party beneficiary
obtains control of that
asset. A 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.

31

32

34.

32.

Goods and services are
assets, even if only
momentarily, when they are
received and used (as in the
case of many services). The
economic benefits or
service potential embodied
in an asset are the potential
cash flows (inflows or
savings in outflows), or the
capacity to provide services
that contribute to achieving
the entity’s objectives, that
can be obtained directly or
indirectly in many ways,
such as by:

33

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:

35.

Goods and services are
assets, even if only
momentarily, when they are
received and used by the
third-party beneficiary (as in
the case of many services).
Control of an asset, which is
defined in [draft] [IPSAS [X]
(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
economic benefits or service
potential embodied in the
asset are the potential cash
flows (inflows or savings in
outflows), or the capacity to
provide services that
contribute to achieving the
third-party beneficiary’s
objectives, that can be
obtained directly or
indirectly in many ways,
such as by:
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We note that ED 70 defines the term ‘control of an asset’ as follows:

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.

We think the highlighted text in paragraph 33 of IFRS 15 should be included in paragraph 32 of
ED 70 as ED 70 is supposed to be aligned with IFRS 15 as closely as possible.

We propose to recommend this to the IPSASB in our comment letter.

Question for the Board

10.

Do you agree with our proposal to recommend that the sentences about control of an asset in
paragraph 33 of IFRS 15 be included in paragraph 32 of ED 70?

Performance Obligations

61.

62.

63.

64.

65.

An entity applies ED 70 in accounting for revenue from binding arrangements that include
performance obligations as defined. ED 70 defines a performance obligation as follows:

A performance obligation is 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)  Aseries 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.

This definition in ED 70 is the same as the definition in IFRS 15 except for the public sector
terminology (performance obligation, purchaser and third-party beneficiary). The definition
also applies to ED 71 and ED 72.

For a revenue transaction to be within the scope of ED 70, an entity must be able to identify
and measure the satisfaction of the performance obligation in the binding arrangement. If a
performance obligation is not satisfied over time, the performance obligation is satisfied at a
point in time (paragraph 37), and revenue is recognised accordingly.

For transfer expenses with performance obligations, ED 72 proposes that the transfer provider
would recognise an asset for the right to have goods or services provided to third-party
beneficiaries. The transfer provider would control this asset until the transfer recipient met its
performance obligations. At this point, the asset would be derecognised, and an expense
recognised, as the transfer recipient provided the goods and services to the third-party
beneficiaries.

ED 70 does not include an SMC dealing with performance obligations. However, as part of our
outreach activities, we plan to seek feedback on the following two matters from the
perspective of the entity recognising revenue (ED 70) and the transfer provider (ED 72):

(a)  whether an entity is able to identify in a binding arrangement a performance obligation
to transfer distinct goods or services to third-party beneficiaries; and
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(b)  whether an entity is able to measure the satisfaction of a performance obligation to
transfer distinct goods or services to third-party beneficiaries.

66. ED 72 does include SMCs about monitoring the satisfaction of the transfer recipient’s
performance obligations throughout the duration of the binding arrangement, the recognition
and measurement requirements for transfer expenses with performance obligations, and
whether there are any practical difficulties with applying the recognition and measurement
requirements for transfer expenses with performance obligations.

Question for the Board
11. Do you agree with our proposals to seek feedback on:
(a) the ability of an entity to identify a performance obligation in a binding arrangement; and

(b) the ability of an entity to measure the satisfaction of a performance obligation identified in a
binding arrangement?

Principal versus agent considerations

67. Paragraphs AG77—-AG85 of ED 70 contain application guidance for an entity to determine
whether the nature of its promise is a performance obligation to provide the specified goods
or services itself (i.e. the entity is a principal) or to arrange for those goods or services to be
provided by the other party (i.e. the entity is an agent). This guidance is equivalent to the
guidance in Appendix B of IFRS 15.

68. Principal versus agent considerations are not new in IPSAS literature. IPSAS 35 Consolidated
Financial Statements defines a decision-maker as “an entity with decision-making rights that is
either a principal or an agent for other parties” and includes guidance for an entity to
determine whether it is acting as a principal or an agent (paragraphs AG60-AG74).2

69. We are of the view that the guidance in paragraphs AG77-AG85 of ED 70 is appropriate and
adequate.

70. We do not propose to seek feedback on this guidance.

Question for the Board

12. Do you agree with our proposal not to seek feedback on the appropriateness and adequacy of the
guidance regarding principal versus agent considerations?

Next steps

71. A comparison of the disclosure requirements in all three EDs will be brought to a future
meeting for the Board’s consideration.

72. The Board’s feedback will be incorporated into the draft comment letter to the IPSASB.
Approval of the comment letter to the IPSASB will be sought at the September Board meeting.

8  The discussion is found under the heading of Delegated Power, as part of the Link Between Power and Benefits section

of the application guidance.
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Differences between ED 70 and IFRS 15

1.
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ED 70 contains additional application guidance regarding:

(a)  Objective of the ED (paragraphs AG2—-AG4);

(b)  Scope (paragraphs AG5—-AG6b);

(c)  Definition of binding arrangement (paragraphs AG7-AG25);

(d) Identifying the binding arrangement (paragraphs AG26—-AG31);

(e) Identifying performance obligations (paragraphs AG32-AG42);

(f)  Transactions with components within the scope of ED 71 (paragraphs AG69—AG70);

(g) Determination of stand-alone price (paragraph AG91); and

(h)  Subsequent measurement of non-contractual receivables (paragraphs AG140-AG141).

ED 70 includes most of the illustrative examples in IFRS 15, amended as necessary to reflect

public sector circumstances. The following table lists:

(a)  theillustrative examples in IFRS 15 not used in ED 70; and

(b)  additional illustrative examples in ED 70 for the public sector.

lllustrative examples in IFRS 15 not used in
ED 70

Additional illustrative examples in ED 70 for the
public sector

Example 23—Price concessions

Example 1—Transaction Arose from an
Arrangement that is Not Binding

Example 32—Consideration payable to a
customer

Example 2—Transactions Arose from a Binding
Arrangement without Performance Obligations

Example 36—Incremental costs of obtaining a
contract

Example 3—Transactions with One Component
which is Within the Scope of ED 70 Revenue with
Performance Obligations and Another Component
is Within the Scope of ED 71 Revenue without
Performance Obligations

Example 44—Warranties

Example 4—Enforceability by Mechanism other
than Legal Means

Example 50—Option that provides the customer
with a material right (discount voucher)

Example 38—Provision of Vaccines to Third-Party
Beneficiaries

Example 57—Franchise rights

Example 46—Disclosures of Transactions that an
Entity was Compelled to Enter by Legislation or
Other Governmental Policy Decisions
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Comparison of requirements and guidance in IPSASB EDs 70-72
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The following table identifies requirements and application guidance (other than disclosures) that

are relevant to at least two of the three EDs. The content has been checked for consistency of

wording and for equivalency where appropriate (for example, between ED 70 and ED 72 for

references to assets/liabilities and the respective treatment of those items).

= Variable consideration

= (Constraining estimates of variable consideration

= Reassessment of variable consideration

= The existence of a significant financing
component in the binding arrangement

= Non-cash consideration

= Consideration payable to a purchaser

Page 18 of 19

Topic ED 70 paras ED 71 paras ED 72 para
Identifying the binding arrangement 8-20 13-23
= Combination of binding arrangements
= Modifications to a binding arrangement
Application quidance
= Definition of binding arrangement AG7-AG24 AG10-AG23 AG9-22
= Enforceability
Identifying the performance obligations 21-29 24-32
= Distinct goods or services AG32-AG42 AG28-AG38
= Transfer of goods and services
Satisfaction of performance obligations 30-44 33-44
= Performance obligations satisfied over time AG43-AG60 AG39-AG52
= Performance obligations satisfied at a point in

time
= Measuring progress towards complete

satisfaction of a performance obligation
= Methods for measuring progress
= Reasonable measure of progress
Application guidance also includes
= Simultaneous receipt and consumption of the

economic benefits or service potential of the

entity performance
= Purchaser controls the asset as it is created or

enhanced
= Entity’s performance does not create an asset

with an alternative use
= Right to payment for performance completed to

date
=  Qutput methods
= |nput methods (only ED 70)
Measurement 45-89 62-78 47-89
Determining the transaction price 46-71 48-71
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Topic

ED 70 paras

ED 71 paras

ED 72 para

Application guidance comprises

= Sale with a right of return (not ED 72)
= Transactions with components within the scope
of ED 71

AG61-AG70

AG33

AG53-AG54

Allocating the transaction price to performance
obligations

= Allocation based on stand-alone prices
= Allocation of a discount
= Allocation of variable consideration

Application guidance comprises

=  Warranties

= Principal versus agent considerations (only ED 70)
= Purchaser options for additional goods or services
= Purchasers’ unexercised rights

= Non-refundable upfront fees

72-85

AG71-AG99

80-81

72-85

AG55-AG69

Changes in the transaction price

86-89

86—89

Presentation

104-108

121-125

121-125

Application guidance: other specific application
issues

= Licensing

= Bill-and-hold arrangements

AG100-AG113
AG129-AG132

AG70-AGS83
AG84—-AG87
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Memorandum
Date: 13 March 2020
To: NZASB Members
From: Joanne Scott
Subject: IPSASB ED 71
Purpose and introduction’
1. ED 71 Revenue without Performance Obligations (ED 71) contains seven specific matters for

comment (SMCs). They cover the following topics.

(a)
(b)
(c)
(d)
(e)
(f)
(8)

SMC 1 When a transfer recipient has a present obligation

SMC 2 Flowchart in ED 71

SMC 3 Guidance on satisfaction of a present obligation

SMC 4 Guidance on the allocation of the transaction price to present obligations
SMC 5 Subsequent measurement of receivables

SMC 6 Disclosure requirements

SMC 7 General —approach and principles in ED

2. The purpose of this agenda item is to seek feedback on SMC 1, with the aim of identifying the

key points for the NZASB’s comment letter on ED 71. The memo includes a summary of the
NZASB’s comments on the IPSASB’s 2017 Consultation Paper,? including why the NZASB did
not think that consumption-based and time-based restrictions gave rise to liabilities, and the

other options that the NZASB put forward for dealing with such transactions.

3. At the end of the session we will look at the project plan and confirm which of the remaining
SMCs in ED 71 the Board wishes to comment on. Because SMCs 3 and 4 flow on from SMC 1
we anticipate also responding to those SMCs.

Recommendations

4, We recommend that the Board:

(a)
(b)

PROVIDES FEEDBACK on the proposals in ED 71 SMC 1; and

AGREES to comment on all the SMCs in ED 71.

1 This memo refers to the work of the International Accounting Standards Board (IASB) and uses registered trademarks
of the IFRS Foundation (for example, IFRS® Standards, IFRIC® Interpretations and IASB® papers).

2

Consultation Paper Accounting for Revenue and Non-Exchange Expenses
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Background

5.

The proposals in ED 71 aim to address some of the issues encountered in applying IPSAS 23
Revenue from Non-Exchange Transactions (Taxes and Transfers), including the difficulty of
making the distinctions between exchange and non-exchange transactions, and between
conditions and restrictions (with this distinction dependent on whether there is a return
obligation), and the lack of guidance on multi-year funding arrangements. When ED 71 is
finalised, the new IPSAS will supersede IPSAS 23.

Currently IPSASB’s revenue standards are based on an exchange/non-exchange distinction. In
contrast, ED 70 Revenue with Performance Obligations and ED 71 are based on a performance
obligation/no performance obligation distinction.

The Board has already received presentations and had some preliminary discussions about the
proposals in the ED (as noted in agenda item 3.1).

Structure of this memo

8.

The remaining sections in this memo are as follows.

(a)  IPSAS 23 requirements

(b)  ED 71 proposals

(c)  IPSASB’s rationale for revenue deferral

(d)  NZASB views on IPSASB 2017 CP

(e)  MNlustrative examples

(f)  Australian Accounting Standards

(8) GASB project

(h)  Seeking views on SMC 1

(i) Next steps

(i) Appendix A: Extracts from AASB 1058 Basis for Conclusions
(k)  Appendix B: Extracts from GASB project page: Revenue and Expense Recognition

)] Appendix C: Extracts from IPSASB Conceptual Framework Basis for Conclusions

IPSAS 23 requirements

9.

IPSAS 23 makes a distinction between two types of stipulations: restrictions and conditions.
Restrictions limit or direct the purpose for which a transferred asset may be used. Conditions
specify how the resources are to be used by the recipient and they require that if the
resources are not used in that way then they must be returned to the transferor. Conditions
are commonly referred to as use or return requirements. IPSAS 23 states that conditions can
give rise to a liability in relation to resources received in a revenue transaction, but restrictions
cannot (see Table 1 below for extracts from the Basis for Conclusions on IPSAS 23). IPSAS 23
was issued a number of years before the IPSASB issued its Conceptual Framework and relied
on the definition of a liability in IPSAS 1. IPSAS 23 was not amended as a result of the
Conceptual Framework.
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11.

12.
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In the case of transactions without use or return conditions, the requirements in IPSAS 23 can
lead to large amounts of revenue being recognised at the beginning of a transaction, at the
point that the recipient obtains control of the resources. Some feel that the requirements in
IPSAS 23 are too restrictive and think that deferral of revenue should be permitted for a wider
range of transactions with enforceable obligations.

The proposals in ED 70 and ED 71 would address some of the concerns about IPSAS 23.

(a) Some transactions (those with performance obligations to provide goods or services to
third-party beneficiaries) that currently fall within the scope of IPSAS 23 would fall
within the scope of ED 70 (which is based on IFRS 15 Revenue from Contracts with
Customers) rather than ED 71.

(b)  ED 71 would require the recognition of liabilities for some transactions with
consumption-based stipulations. ED 71 does not actually use the term consumption-
based stipulations. It refers to obligations to perform specified activities and obligations
to incur eligible expenditure.

Table 1 summarises the requirements in IPSAS 23.

Table 1 IPSAS 23

Does transaction fall within the scope of IPSAS 23?

The scope of IPSAS 23 is revenue from non-exchange transactions.

IPSAS 23 contains requirements for accounting for taxes and transfers. It distinguishes between transfers
with conditions and transfers with restrictions. Both conditions and restrictions are referred to as
stipulations.

Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange
transaction an entity either receives value from another entity without directly giving approximately equal
value in exchange, or gives value to another entity without directly receiving approximately equal value in
exchange. (Defined term, IPSAS 9)

Is there an asset?

Similar to ED 71.

An entity recognises an asset in respect of transfers when the transferred resources meet the definition of
an asset and satisfy the criteria for recognition. (IPSAS 23 para 76)

An entity may, but is not required to, recognise services in-kind. (IPSAS 23 para 98)

If there is an asset, what then?

IPSAS 23’s requirements for revenue recognition can be grouped as follows:

e conditions on transferred assets (commonly referred to as ‘use or return’ requirements).
o restrictions on transferred assets

e  taxes.

Conditions require that the entity either consume the resources received as specified or, in the event that
the conditions are breached, return the resources to the resource provider.

Is there a present obligation?

In order for there to be a present obligation associated with the revenue inflow (and for an entity to defer
revenue) there must be:

e  Apresent obligation that meets the definition of a liability
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Liabilities are present obligations of the entity arising from past events, the settlement of which is
expected to result in an outflow from the entity of resources embodying economic benefits or service
potential. (Defined term, IPSAS 1)

A liability is a present obligation of the entity for an outflow of resources that results from a past
event. (CF)

e Apresent obligation that meets the liability recognition criteria
0 probable; and
0 can be reliably estimated. (IPSAS 23 para 50)

Conditions give rise to present obligations and the deferral of revenue. Restrictions do not.

Revenue recognition in IPSAS 23

Conditions (use or return) Restrictions Taxes

Recognise revenue except to the Recognise revenue immediately. Recognise an asset (and revenue)
extent that a liability is also Only conditions can give rise to when the taxable event occurs
recognised (IPSAS 23 para 44). present obligations. and the asset recognition criteria
Recognise revenue as the entity are met. (IPSAS 23 para 59)
satisfies the present obligation(s). This memo does not address
(IPSAS 23 para 45) advance taxes.

Conditions on a transferred asset

give rise to present obligations

(IPSAS 23 para 55)

IPSAS 23 and capital grants

IPSAS 23 does not specifically discuss capital grants. The treatment of capital grants depends on whether
the grant has conditions or restrictions. The same goes for transactions with other consumption-based or
time-based stipulations. One of the illustrative examples in IPSAS 23 relates to capital grants

(paragraphs 1G24-1G25).

IPSAS 23 BC extracts

Stipulations—Conditions

BC11. This Standard requires that where the transfer of an asset imposes a condition on the recipient, the
recipient should recognize a liability in respect of the transfer on initial recognition of the asset. This
is because the recipient is unable to avoid an outflow of resources, as it is required to consume the
future economic benefits or service potential embodied in the transferred asset in the delivery of
particular goods or services to third parties as specified, or else to return to the transferor future
economic benefits or service potential. Depending on the nature of the condition, it may be fulfilled
progressively, permitting the entity to reduce the amount of the liability and recognize revenue
progressively, or it may only be fulfilled on the occurrence of a particular future event, in which case
the entity eliminates the liability and recognizes revenue when that event occurs.

BC12. Some are of the view that a liability should be recognized only when it is probable that conditions
attaching to the inflow of resources will not be satisfied, and that future economic benefits or service
potential will be required to be returned to the transferor. The IPSASB rejected this proposal, because
it could result in entities recognizing revenue prematurely, because the entity would recognize the
full fair value of the asset as revenue when it initially gains control of the asset, notwithstanding the
outflow of resources necessary to satisfy the condition. The financial statements would not,
therefore, recognize the present obligation to fulfill the condition imposed by the transfer or return
future economic benefits or service potential to the transferor.

Stipulations—Restrictions

BC13. This Standard does not permit entities to recognize a liability in respect of a restriction when the
transferred asset is initially recognized. This is because, as defined in this Standard, restrictions do
not of themselves impose a present obligation upon the recipient entity to sacrifice future economic
benefits or service potential to satisfy the restriction. A breach of a restriction may ultimately lead to
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a penalty, such as a fine, being imposed upon the recipient entity; however, such a penalty is the
result of enforcement procedures resulting from the breach, not from the initial recognition of the

asset.
ED 71 proposals
13. This section summarises the proposed requirements in ED 71, including the circumstances in
which ED 71 proposes the deferral of revenue (see Table 2). The blue shading in Table 2
indicates the focus of this memo.
14. ED 71 contains proposals for accounting for revenue from:

(a)  transfers with present obligations. Even if a transaction does not give rise to
performance obligations (as defined in ED 70), ED 71 allows for the possibility that
obligations to perform a specified activity or spend money in a certain way could give
rise to present obligations. An entity would recognise revenue as it satisfies the present
obligations in the binding arrangement;

(b)  transfers without present obligations. An entity would recognise revenue when it
obtains control of the resources; and

(c)  taxes. The proposals carry forward many of the current requirements in IPSAS 23.

Table 2 ED 71 proposals

Does transaction fall within the scope of ED 71?

Scope requirements
e Inflow arises from a revenue transaction without performance obligations
e Not within scope of another standard

Examples of transactions that fall within scope:

e Transfers (whether cash or non-cash), including debt forgiveness, fines, bequests, gifts, donations,
goods or services in-kind, and the off-market portion of concessionary loans received. Capital
transfers are one form of transfer.

e Taxes.
Scope

e Narrower than the scope of IPSAS 23. Some transactions that were previously classified as non-
exchange will now be classified as having performance obligations.

Is there an asset? (see paras 32 to 34)

In order for there to be an asset there must be a revenue inflow that:
e  meets the definition of an asset, including being controlled by the transfer recipient; and
o meets the asset recognition criteria:

0 probable; and

0 can be reliably estimated.

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. (Defined term, CF and IPSAS 1)

Paragraphs 32—-44 of ED 71 are mostly about recognition of the asset. However, these paragraphs also
cover the possibility that an entity might recognise a liability if it receives an inflow of resources associated

with an uncertain arrangement that does not meet the asset recognition criteria.
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If there is an asset, what then?

The ED’s requirements for revenue recognition are set out in three sections:
e transfers with present obligations;
e transfers without present obligations; and
e  taxes.
The ED also discusses specific types of transfers, being:
e capital transfers;
e services in-kind;
e pledges; and

e advance receipts of transfers; and concessionary loans.

Is there a present obligation? (see paras 45 to 52)

In order for there to be a present obligation associated with the revenue inflow (and for an entity to defer
revenue) there must be:

e Abinding arrangement.

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). (Defined term, ED 70)

e Apresent obligation that meets the definition of a liability. The transfer recipient considers whether
an obligation to perform a specified activity or incur an eligible expenditure is a present obligation.

O Liabilities are present obligations of the entity arising from past events, the settlement of which is
expected to result in an outflow from the entity of resources embodying economic benefits or
service potential. (Defined term, IPSAS 1)

0 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
(ED 71, para 14)

0 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. Present obligations may be
imposed by requirements in binding arrangements establishing the basis of transfers. They may
also arise from the normal operating environment, such as the recognition of advance receipts.
(ED 71, para 47)

0 A specified activity is an action in a binding arrangement that must be completed by a transfer
recipient. (Defined term, ED 71, discussed paras 18 and 19)

The ED gives examples of constructing an asset or conducting research.

0 Eligible expenditure is an outflow of resources incurred in accordance with the requirements set
out in a binding arrangement. (Defined term ED 71, discussed paras 20 and 21)

e  There is a past event:

0 [in the context of transfers giving rise to present obligations] the past event that gives rise to an
unavoidable obligation is the agreement to the terms of the binding arrangement by both parties.
(ED 71, para 51)

e  There is an outflow of resources:

0 [in the context of specified activities ED 71 says] The transfer recipient is unable to avoid the
outflow of resources as it is required to use the transfer in the delivery of the specified activity or
return resources to the transfer provider or incur another form of redress. (ED 71, para 19)

0 [in the context of eligible expenditure ED 71 says] The transfer recipient is unable to avoid the
outflow of resources as it is required to use the transfer on eligible expenditure or return
resources to the transfer provider or incur another form of penalty. (ED 71, para 21)

0 [more generally in discussing present obligations ED 71, paraphrased, says ] This obligation [to
use transfers in a particular way or to act or perform in a certain way] results in an outflow of
resources because the transfer recipient cannot avoid using those resources either to fulfil the
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0 probable; and

0 can be reliably estimated. (ED 71, para 46)

requirements in the binding arrangement or in the event of a breach of a binding arrangement,
by incurring some other form of redress to the transfer provider. (ED 71, para 52)

e  Apresent obligation that meets the liability recognition criteria. That is:

Revenue recognition

Transfers with present
obligations

Transfers without present
obligations

Taxes

There must be a binding
arrangement

Recognise revenue except to the
extent that a liability is also
recognised (para 53).

Recognise revenue when (or as)
the transfer recipient satisfies the
present obligation (para 54).

Recognise revenue when (or as)
the transfer recipient undertakes
the specified activities and has no
further enforceable duties or acts
to perform. Revenue recognition
may be at a point in time or over
time (ED 71 paras 57 and 58)

There may or may not be a
binding arrangement

Recognise revenue immediately
(para 86).

No binding arrangement

Recognise revenue when the
taxable event or other event
occurs, and the asset recognition
criteria are met (para 89).

This paper does not address
advance taxes.

ED 71 and capital grants

The treatment of capital transfers (also referred to as capital grants) depends on whether or not the
transaction creates present obligations. Capital transfers are treated the same way as other transfers. If
there are present obligations the entity recognises revenue as it satisfies the obligations (e.g. over the
period of construction). A transaction might have more than one present obligation, such as an obligation
to construct an asset and an obligation to use it in a certain way for a period of time. In that case the entity
would need to allocate the consideration to the obligations and account for each obligation as appropriate.

See ED 71 paragraphs BC19 and BC23.

The IPSASB’s rationale for the revenue deferral requirements in ED 71 is partially explained in
Table 2 above. ED 71 outlines what an entity must consider in deciding if it has a present
obligation that meets the definition of a liability. ED 71 states that transactions with
requirements to carry out specified activities or requirements to spend resources on eligible
expenditure may give rise to present obligations that meet the definition of a liability.

In this section we outline the IPSASB’s deliberations on ED 71, which culminated in the
publication of ED 71 and the Basis for Conclusions on ED 71. We also consider whether the
IPSASB thought about using the concept of other obligations to deal with certain revenue

transactions.®> We have focused on the arguments about there being an outflow of resources
as this may be an aspect where the NZASB disagrees with the IPSASB’s conclusions.

3 The short answer to this question is that because the IPSASB came to the conclusion that some transactions in ED 71

give rise to a liability, there was no need to consider using the concept of other obligations.
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17. Extracts from the Basis for Conclusion on ED 71 follow (emphasis added).

Extracts from ED 71 Basis for Conclusions
Enforceable transactions

BC12. The IPSASB considered whether it is possible to have an enforceable transaction with
a present obligation that was not a performance obligation, as defined in [draft]
IPSAS [X] (ED 70). The IPSASB concluded that a present obligation that is not a
performance obligation can exist. The present obligation gives rise to a liability
because the past event occurs when the transfer provider and transfer recipient
enter into a binding arrangement creating enforceable rights and obligations.
Further such an arrangement leads to an outflow of resources because the transfer
recipient cannot avoid using those resources either to fulfill the requirements in the
binding arrangement or in the event of a breach of a binding arrangement, repaying
the resources to the transfer provider or incurring some other form of penalty.

BC13. The IPSASB decided that the present obligations in enforceable transactions would
either be a:

(a) Specified activity; or

(b) Requirement to incur eligible expenditure. The transfer recipient would
recognize an asset and a liability when it had control of or right to the transfer
and the revenue would be recognized (and the liability decreased) when (or
as) the present obligation was satisfied.

BC14. The IPSASB noted that a specified activity or the requirement to incur eligible
expenditure differs from a performance obligation in [draft] IPSAS [X] (ED 70)
because there is no requirement for the transfer recipient to transfer a good or
service to either the transfer provider or a third-party beneficiary.

18.  Table 3 summarises IPSASB meetings over the period December 2018—December 2019. The
comments in Table 3 are drawn from the IPSASB’s minutes and reports by the NZ IPSASB
member, but they focus on the aspects of most relevance to this memo. The table is a few
pages long but we think it is useful to outline how the IPSASB’s thinking developed.

Table 3: IPSASB’s deliberations leading up to ED 71

Dec 2018 Agenda item 11 Grants and Transfers

The IPSASB considered constituents’ comments on the 2017 CP in relation to
accounting for transactions with time-based restrictions. The 2017 CP set out three
options:

e  Enhanced display/disclosure;

e  Classifying such transfers as an ‘other obligation’® of the recipient; and

e  Recognising these transfers in net assets/equity and recycling through
the statement of financial performance.

The IPSASB decided that enforceability was the key factor in determining the
accounting treatment and therefore which standard would be applicable,
such that:

° Enforceable transactions would be accounted for under an IFRS 15-
based standard;

e Non-enforceable transactions would be accounted for under an updated
IPSAS 23:

4 See the end of this section for a discussion of other obligations.
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e Transactions that are not enforceable but which have
intentions/expectations are to be recognized when the revenue is
receivable, the intentions/expectations communicated via enhanced
display/disclosure; and

e Not to use the term “time requirements”.

March 2019 Agenda item 11 Revenue — IPSAS 23 Update

The IPSASB considered which aspects of IPSAS 23 should be retained, amended or

deleted. The IPSASB decided that the terms ‘exchange’ and ‘non-exchange’ do not

correspond to transactions with performance obligations/no performance
obligations. In developing the updated IPSAS 23, staff should consider the
appropriate approach/terminology to use in each particular case.

Amongst other matters the IPSASB directed staff to:

e Develop presentational options for transactions not meeting Steps 1
and/or 2 in Revenue from Performance Obligations

e  Provide examples of transactions that contain binding arrangements but
do not have performance obligations as per draft ED 70 and develop
possible accounting treatments for such transactions

e  Prepare a [draft] ED including requirements for
0 Capital and Research Grants
0 Enforceable transactions with obligations
O Taxes
O Appropriations

June 2019 Agenda item 11 Revenue without Performance Obligations

The IPSASB considered an issues paper on revenue recognition. The issues paper set

out two approaches for revenue recognition —immediate recognition and a deferral

approach. Within the deferral approach there were four options for the timing of
revenue recognition.

The IPSASB decided that transactions that are not enforceable because there is no

binding arrangement will result in revenue being recognized when receivable. This

confirmed the tentative decision made in December 2018.

The IPSASB instructed staff to:

e Develop a paper (i) examining the differences and interaction between a
present obligation and a performance obligation; (ii) considering the
accounting consequences of a breach of ‘terms’; and (iii) presenting
different presentation models;

e  Draft text for enforceable transactions with terms on the basis that
revenue is recognised when receivable unless there is a liability at the
inception of the arrangement. If a liability arises later, this is a separate
event; and

e Update an issues paper on capital grants to consider the implications of
the present obligation/performance obligation paper.

Sept 2019 Agenda item 8 Revenue without Performance Obligations

Staff presented issues papers on (i) the impact of past event on revenue
recognition; (ii) outflow of resources; (iii) grants subject to annual appropriations;
(iv) capital grants; and (v) initial and subsequent recognition of non-contractual
receivables. Staff also presented a draft ED based on IPSAS 23. We have
summarised the IPSASB’s overall decisions for agenda item 8, and then look at a
couple of the papers in more detail.

Overall, the IPSASB decided that:
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e  The past event for a revenue transaction that arises from a binding
arrangement is when the parties enter into that arrangement;

e  Using resources provided via a binding arrangement to complete
enforceable activities, incur eligible expenditure or make repayments in
the event of a breach of the arrangement are all considered to be
outflows of resources;

e  For binding arrangements, revenue is recognised as enforceable
obligations are satisfied (i.e. specified activities are completed or eligible
expenditure is incurred);

e  Appropriations are one possible indicator of control of an asset but the
assessment of control may be jurisdictionally specific; and

e  Capital transfers are to be accounted for in the same manner as other
transfers, and revenue recognition will be dependent on whether the
whether the transaction arises from a binding arrangement and the
nature of any enforceable obligations.

Agenda item 8.2.3 Outflow of resources

The IPSASB deliberated on what constitutes an outflow of resources. The IPSASB
was asked if it supported the staff view that using resources provided via a binding
arrangement to complete ‘enforceable activities’, incur ‘eligible expenditure’, or to
reimburse a transfer provider or pay a penalty as a result of a breach of the binding
arrangement constitutes an ‘outflow of resources’ in relation to a present
obligation.

The IPSASB noted what the Conceptual Framework says about outflow of resources
(see below), and the fact that there is no other guidance in the Conceptual
Framework on this matter.

IPSASB Conceptual Framework — Paragraphs 5.15 and 5.16

5.15 Public sector entities can have a number of obligations. 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.

5.16 A liability must involve an outflow of resources from the entity
for it to be settled. An obligation that can be settled without an
outflow of resources from the entity is not a liability.

Staff outlined a narrow approach to outflow of resources (recognise an outflow only
once the return of resources to the transferor becomes likely) and a broader
approach (as subsequently reflected in ED 71).

The Basis for Conclusions (paragraphs BC12 to BC14, shown earlier in this section)
sums up what the IPSASB decided.

Agenda Item 8.2.5 Capital Grants
The IPSASB noted the treatment of capital grants under various standards.

e |AS 20 Accounting for Government Grants and Disclosure of Government
Assistance — Paragraph 12 of IAS 20 requires government grants to be
recognised in profit or loss on a systematic basis over the period in
which the entity recognises as expenses the related costs for which the
grants are intended to compensate. The grant is recognised as the asset
is depreciated. Grants related to assets may be presented as deferred
income or deducted from the carrying amount of the asset.

e  FRS 102, The Financial Reporting Standard applicable in the UK and
Republic of Ireland — FRS 102 is based on IFRS for SMEs. It allows the use
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of a performance model or an accrual model. The performance model
requires the grant to be recognized as income as the performance-
related conditions are met. If there are no performance-related
conditions then the grant is recognised when the entity has control of
the resources. The accrual model requires income to be recognised on a
systematic basis over the expected life of the asset; and

e AASB 1058 Income of Not-for-Profit Entities® — AASB 1058 contains
requirements about the transfer of a financial asset to enable an entity
to acquire or construct a recognisable non-financial asset to be
controlled by the recipient entity. AASB 1058 requires an entity to
recognise an upfront liability (for the obligation to acquire or construct
the asset as well as any other performance obligations) and recognise
income in profit or loss when (or as) the entity satisfies the obligations
under the transfer. This approach is analogous to the AASB 15
performance obligation approach.

Staff expressed the view that the appropriate treatment of capital grants would
depend on whether the IPSASB decided that using funds to fulfil a present
obligation gives rise to an outflow of resources.

e Ifyes, then staff proposed recognising revenue as the recipient
completes enforceable activities or incurs eligible expenditure (e.g. over
the period of construction).

e If no, then staff proposed that transfer recipients should account for the
capital grant as if it were a performance obligation. Staff considered that
requiring revenue recognition at the point the entity controls the funds
would not present representationally faithful or relevant information.

The IPSASB agreed that capital grants should be treated the same way as
other revenue transactions with present obligations (i.e. revenue is initially
deferred and then recognised as enforceable activities are completed or
eligible expenditure is incurred).

Dec 2019

Agenda item 8 Revenue without Performance Obligations

This meeting involved looking at cross cutting issues such as disclosure
requirements and the consistency of requirements across the EDs. There were a
number of issues papers, including one on onerous arrangements.

8.2.7 Onerous binding arrangements

A Board member had queried whether ED 70 and ED 71 addressed onerous binding
arrangements. The staff paper noted that IFRS 15 does not include an onerous test;
entities apply the onerous contracts test in IAS 37 Provisions, Contingent Assets and
Contingent Liabilities. ED 70 and ED 72 scope out transactions within the scope of
IPSAS 19 Provisions, Contingent Assets and Contingent Liabilities. IPSASB staff
expressed the view that IPSAS 19, along with the scope exclusions in ED 70 and

ED 71, would lead to the application of IPSAS 19 to revenue binding arrangements
that become onerous.

> We discuss AASB 1058 in more detail later in this memo. Extracts from the AASB’s Basis for Conclusions on AASB 1058
are set out in Appendix A to this memo.
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Other obligations

19.

20.

21.

22.

23.

24.

25.

Table 3 above notes that the 2017 CP sought views on whether transactions with time-based
restrictions should be treated as ‘other obligations’. This section looks at what the IPSASB
Conceptual Framework says about other obligations and why it mentions them.

Although the IPSASB Conceptual Framework does not define ‘other resources’ or ‘other
obligations’ as elements, it states that in order to achieve the objectives of financial reporting,
the IPSASB may determine that a resource or obligation that does not satisfy the definition of
an element should be recognised in the financial statements. The IPSASB was concerned that
in some circumstances the defined elements (being assets, liabilities, revenue expense,
ownership contributions and ownership distributions) may not provide all the information
necessary to allow a meaningful assessment of the financial position and financial
performance of an entity.

In developing the Conceptual Framework the IPSASB’s discussions focused on deferred inflows
and deferred outflows, where the inflows/outflows relate to a specified future period. The
IPSASB said that any requirements to recognise other resources and other obligations would
be determined at standards level. The IPSASB’s Basis for Conclusions on Chapter 5 of its
Conceptual Framework outlines the IPSASB’s deliberations on other resources and other
obligations. See Appendix C to this memo for relevant extracts from the IPSASB’s Conceptual
Framework.

The discussion of other resources and other obligations is sometimes linked with the IASB’s
concept of other comprehensive income, as both concepts attempt to deal with the most
appropriate way of reporting transactions that span a number of reporting periods. However,
in developing the Conceptual Framework the IPSASB rejected the notion of OCI.

In developing the PBE Conceptual Framework (which is based on the IPSASB Conceptual
Framework) the NZASB kept the reference to other resources and other obligations, but
included a statement in the Basis for Conclusions that it would carefully consider any
standards-level requirements to recognise an item that did not meet the definition of an
element.®

Asa noted in Table 3 above, in December 2018 the IPSASB considered constituents’ comments
on the 2017 CP, including whether transactions with time-based restrictions should be treated
as an ‘other obligation’ of the recipient. The IPSASB decided that the accounting for such
transactions should hinge on whether the transaction was enforceable.

The Basis for Conclusions on ED 71 discusses why the IPSASB concluded certain revenue
transactions give rise to a liability. It does not discuss other resources and other obligations
because the IPSASB did not consider using these concepts.

6

PBE Conceptual Framework, paragraph BC16.
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NZASB views on the 2017 CP

26. The purpose of this memo is to seek the NZASB’s views on the deferred revenue proposals in
ED 71 and the key points that the NZASB wants to make in responding to SMC 1 in ED 71. The
NZASB’s comments on the IPSASB’s 2017 CP are a good starting point.

27. Although the IPSASB has since gone on to develop ED 71 and has firmed up its views in the
process, the NZASB’s views on the 2017 CP are still relevant. The 2017 CP sought constituents’
views about if and when revenue transactions could give rise to liabilities. An extract from the
NZASB'’s submission on the 2017 CP is set out below. We have highlighted the NZASB’s view
that unfulfilled obligations relating to time-based stipulations and consumption-based
stipulations do not give rise to liabilities as defined in the Conceptual Framework.

Extract from NZASB’s comment letter on the IPSASB’s 2017 CP

In order to develop our responses to the CP and provide our views on the treatment of various
types of revenue transactions, we have developed a proposed framework for the recognition of
revenue transactions in the public sector. This proposed framework distinguishes between
revenue transactions with and without performance obligations,? rather than using the exchange
or non-exchange distinction.

o We agree that revenue transactions with performance obligations should be accounted for
using the Public Sector Performance Obligation Approach (PSPOA) as proposed in the CP,
which is based on IFRS 15 Revenue from Contracts with Customers adapted for the public
sector.

o We agree that revenue transactions with no performance obligations or stipulations should
be accounted for under a residual revenue standard (or a residual section of the standard,
if there is only one revenue standard). This residual standard would be based on the
applicable parts of IPSAS 23 Revenue from Non-Exchange Transactions (Taxes and
Transfers), updated to address issues relating to these types of transactions.

. We do not agree with the CP’s proposal to apply the PSPOA to revenue transactions with
no performance obligations but with stipulations over use (including consumption based?
and time-based stipulations). In our view, such unfulfilled stipulations do not give rise to a
liability as defined in the Conceptual Framework (i.e. they do not require an outflow of
resources to an external party) — the only “obligation” is for the entity to use the funds to
acquire resources for itself, rather than to transfer goods or services to other parties. In
other words, although the stipulations might be regarded as “obligations” in a broader
sense, they are not the type of obligation referred to in the definition of a liability.3 Instead
the revenue from these transactions should be recognised when the resource recipient has
control of the resources transferred.

We have suggested two options for presenting information about revenue arising from
these transactions which could highlight the existence of stipulations over the use of
resources received and the timing of fulfilment of those stipulations. These options could
help to resolve the problem of explaining the resource recipient’s performance story, while
also faithfully representing the resource recipient’s financial position.

We consider that this approach is consistent with the definitions of elements in the
Conceptual Framework.

1 For the purpose of our proposed recognition framework, the NZASB considers that a revenue or
expense transaction with performance obligations is one that involves an enforceable
agreement between the resource provider and the resource recipient requiring the resource
recipient to deliver goods or services either to the resource provider or to beneficiaries.

2 Consumption-based stipulations arise when the resource provider agrees to transfer resources
to the resource recipient with the stipulation that the resource recipient must use the resources
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as specified for its own operations, without imposing on the resource recipient an obligation for
an outflow of resources to another party.

3 The Conceptual Framework for General Purpose Financial Reporting by Public Sector Entities
(Conceptual Framework), paragraph 5.14, defines a liability as “a present obligation of the entity
for an outflow of resources that results from a past event”.

28. Inrelation to the presentation options identified by the NZASB (enhanced disclosure and OCI)
the NZASB noted:

(a) the need for guidance on determining when stipulations had been satisfied. Stipulations
would need to be sufficiently clear to enable the resource recipient to determine when
the stipulation has been fulfilled or has lapsed.;

(b)  the OCl option would be appropriate only for transactions where there are resources
with clear stipulations imposed by the resource provider — it would not be appropriate
for self-imposed stipulations on the use of funds.

29. The NZASB'’s proposed framework in its January 2018 comment letter is shown below.

Diagram 1: NZASB’s proposed framework for revenue recognition

Spectrum of public sector revenue transactions

Revenue Revenue Revenue transactions
transactions transactions with
Revenue with with + transfer of goods or Revenue
Revenue transactions with transactions consumption consumption- services to transactions with
no performance obligations with time- based based beneficiaries including transfer of goods or
or stipulations over use based stipulations stipulations subsidised goods or services to resource
stipulations and no and services; and provider
enforcement enforcement enforcement
mechanisms* mechanisms

IPSAS based on IFRS 15 modified to capture
revenue transactions where there is transfer of
goods or services to beneficiaries including
Residual revenue standard or residual section of a revenue standard subsidised goods or services and enforcement

mechanisms

Approach applied when performance obligations are
specific and enforceable

1. Revenue is recognised when the resource

Revenue is recognised recipient controls the resource and

when the resource presentation is used to highlight the
recipient controls the stipulations; or Revenue is recognised when the resource recipient
resource because there . Revenue is recognised (when the resource transfers promised goods or services to the resource
are no performance recipient has control of the resource) in other provider or beneficiaries
obligations or stipulations comprehensive income and recycled to
over use statement of financial performance as the
stipulations are fulfilled or lapse

Transactions with no performance obligations (as defined by IFRS 15) Transactions with performance obligations
(based on IFRS 15) — Apply PSPOA

* These categories include capital grants

30. The main differences between the NZASB’s proposals in Diagram 1 and the IPSASB’s proposals
in ED 71 are in relation to the circled transactions. The next section of this memo looks at
some illustrative examples in ED 71 which deal with these types of transactions.
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Table 4 outlines illustrative examples in ED 71 where the IPSASB is proposing that there is a

present obligation and deferred revenue. The NZASB’s proposed revenue framework would

not have led to deferral of revenue in these examples.

Table 4 ED 71 illustrative examples leading to deferred revenue

Revenue transactions with consumption-based stipulations and enforcement mechanisms

Example 11

Consumption-
based stipulation
(capital grant)

Cash transfer to a government housing entity to increase housing stock.
The housing entity keeps the completed units.
Use or return unspent amount. 5-year period.

The example says the binding arrangement meets the requirements for a present
obligation (so it must be enforceable).

Binding arrangement - present obligation - liability for deferred revenue

Recognise revenue (and decrease the liability) as the housing entity satisfies the
present obligation (by increasing the housing stock).

Example 13

Consumption-
based stipulation
(partially capital
grant)

Transfer to a provincial government to improve and maintain mass transit systems.
There are three separate present obligations in the example.

e spend CU4 on modernizing the existing railroad and tramway system

e spend CU4 for new railroad or tramway systems.

e spend CU2 on new rolling stock.
Use or return (the example doesn’t say whether this applies to the unspent portion
or the whole amount). One-year period.
Binding arrangement - present obligation - liability for deferred revenue

Recognise revenue (and decrease the liability) as the entity satisfies the present
obligations.

Example 19

Consumption-
based stipulation

Development assistance (for specified items or expenses).

Binding arrangement.

Use or return unused portion. 2-year agreement.

Binding arrangement - present obligation - liability for deferred revenue

Recognise revenue (and decrease the liability) as the recipient government satisfies
the present obligation (by spending the money as specified).

Example 20

Consumption-
based stipulation

Operational funding (for specified expenses).

Binding arrangement.

Use or return unused portion for that budget year.

The example also illustrates advance receipts and overdue amounts.
Binding arrangement = present obligation - liability for deferred revenue
Recognise liabilities at various stages:

e advance receipts — liability on receipt
e receipts received on time — liability on receipt.

Recognise revenue (and decrease the liability) as the recipient government satisfies
the present obligation (by spending the money as specified).

Recognise doubtful debt for the amount unlikely to be received.

Example 29

Consumption-
based stipulation
(capital grant)

Transfer to build a community centre (for general community use). The recipient
gets to keep the asset.

Use or return unused portion. Regular reporting required.
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Revenue transactions with consumption-based stipulations and enforcement mechanisms

Binding arrangement - present obligation - liability for deferred revenue
The example also illustrates the allocation of an allowance for overheads.

Recognise revenue (and decrease the liability) as the recipient government satisfies
the present obligation (by spending the money as specified over the period of
construction).

Example 30

Consumption-
based stipulation
(capital grant)
PLUS

restrictions on use
(possible
performance
obligation?)

This is a variation of Example 29. It now has two components (i) construction of a
community centre and (ii) a requirement to use the building as a child-care centre
for first 10 years. The recipient keeps the asset.

Use or return unused portion. There is a penalty over the first ten years if the centre
is not used as a child-care centre. Regular reporting on construction and the use of
the centre is required.

The example illustrates the allocation of an allowance for overheads and splitting
the binding arrangement into components.

Construction of centre (as per Example 29)
CU22million.
Binding arrangement - present obligation - liability for deferred revenue

Recognise revenue (and decrease the liability) as the recipient government satisfies
the present obligation (by spending the money as specified).

Use as a child-care centre for 10 years
CU3million.

No performance obligation. (The binding arrangement specifies certain high level
criteria that must be met for the building to qualify as a child-care centre. However
it does not specifically require the provision of child-care services to the National
Government or third-party beneficiaries.).

Although there is an overall binding arrangement, have to assess whether the
restrictions over the first ten years’ use are enforceable.

e If enforceable - present obligation-> liability for deferred revenue
Recognise revenue over ten years.

e If not enforceable - NO present obligation
Recognise revenue on completion of the centre.

Revenue transactions

with time-based stipulations and enforcement mechanisms

We have not identified any ED 71 examples that are solely time based.

Table 5 identifies two examples with consumption-based stipulations where there would be

immediate revenue recognition. These examples are consistent with the NZASB’s proposed

revenue framework.

Table 5 ED 71 illustrative examples with immediate revenue recognition

Revenue transactions
(or not enforced)

with consumption-based stipulations and no enforcement mechanisms

Example 12

Donated asset with
consumption-based
stipulation

Transfer of land to a university for the establishment of a university campus.
No use or return requirement. No other enforcement mechanism.

The obligation to establish the university campus is not enforceable.

-> No liability

Recognise an asset and revenue when the university gains control of the land.
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Example 24 Cash transfer to rehabilitate deforested area.
Consumption- Binding arrangement.
based stipulation Use or return requirement, but past breaches have not been enforced.

Arrangement is enforceable but has not been enforced - No liability

Recognise an asset and revenue (assume it is when the National Park gains control
of the funds — the example doesn’t give any details about when funds are due,
versus received).

The NZASB has indicated that it would like some information about how other jurisdictions
deal with consumption-based and time-based stipulations. The next two sections look at
matters considered by the AASB and the GASB.

Australian Accounting Standards

34.

35.

36.

37.

This section gives an overview of Australian Accounting Standards dealing with revenue
recognition. It summarises the requirements in relation to capital grants and research grants
(with a focus on transactions within the scope of ED 71).

In December 2016 the AASB issued AASB 1058 Income of Not-for-Profit Entities. At the same
time, the AASB added application guidance and illustrative examples for not-for-profit entities
to AASB 15 Revenue from Contracts with Customers. AASB 1058 superseded the previous
income recognition requirements for private sector NFPs, and most of the requirements for
public sector NFPs in AASB 1004 Contributions.

AASB 1058 applies when an NFP entity receives volunteer services or enters into other
transactions where the consideration to acquire an asset is significantly less than the fair value
of the asset, principally to enable the entity to further its objectives. In the case of assets
acquired, the entity recognises and measures the asset at fair value in accordance with the
applicable standard. An entity also considers whether it needs to recognise any other ‘related
amounts’ in accordance with the applicable Australian Accounting Standard. Such ‘related
amounts’ include:

(a)  contributions by owners;

(b)  revenue, or a contract liability arising from a contract with a customer (in accordance
with AASB 15);

(c) alease liability;

(d)  afinancial instrument; or

(e)  aprovision.

In the same way that the IPSASB is proposing to have two revenue standards, one based on
IFRS 15, and the other being a residual revenue standard, the AASB has AASB 15 and

AASB 1058. The AASB also issued some Australian-specific application guidance and illustrative
examples in AASB 15.

(a)  Appendix F Australian implementation guidance for not-for-profit entities. This Appendix
explains and illustrates the principles in the Standard from the perspective of not-for-
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profit entities in the private and public sectors, particularly to address circumstances
where a for-profit perspective does not readily translate to a not-for-profit perspective.

(b)  Appendix G Australian implementation guidance for not-for-profit public sector licensors
contains explicit application guidance for intellectual property (IP) licences. It applies to
public sector NFPs only.

(c)  Australian illustrative examples for not-for-profit entities illustrate how a not-for-profit
entity might apply some of the requirements of AASB 15.

In order for AASB 15 to apply to an NFP transaction, there are two critical elements that need
to be satisfied: (i) the agreement between two or more parties must create ‘enforceable’
rights and obligations; and (ii) the NFP entity’s promise to transfer a good or service needs to
be ‘sufficiently specific’. The determination of whether the performance obligation is
‘enforceable’ and ‘sufficiently specific’ is a matter of judgement, having regard to the
particular facts and circumstances. AASB 15 Appendix F contains additional guidance to help
NFPs make assessments about whether a performance obligation is ‘enforceable’ and
‘sufficiently specific’.

AASB 1058 is set up so that an entity looks at the transaction, identifies any liabilities that
should be recognised in accordance with other standards (such as AASB 15), and then applies
the requirements in AASB 1058 to the remaining amount. Generally, that remaining amount is
recognised as income immediately in profit or loss.

The IPSASB also uses the concepts of enforceability and sufficiently specific to establish the
scope of ED 70 (and ED 71 by default).

Grants for construction or acquisition of non-financial assets

41.

42.

AASB 1058 includes specific requirements with respect to grants for construction or
acquisition of non-financial assets.

(a)  Ifthe NFP receives a grant to construct a building which it will control, it recognises the
cash and a liability (for the obligation to construct the building). The liability is
derecognised as it constructs the building.

(b)  Ifthe NFP receives a grant to acquire specific assets, it recognises income when it
acquires those assets.

(c) If the NFP receives a grant to develop an asset which does not satisfy the recognition
criteria in other accounting standards (e.g. a research grant to develop the NFP’s
intellectual property), income is recognised when it receives the grant.

The AASB’s Basis for Conclusions on such grants is set out in Appendix A of this memo.

Research grants

43.

The illustrative examples that accompany AASB 15 and AASB 1058 consider whether various
research transactions fall within the scope of these standards. Depending upon the
circumstances a research grant could fall under AASB 15 or AASB 1058.
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44. The AASB became aware of different interpretations of how AASB 15 paragraph 35(a) applies
in the case of research grants. Paragraph 35(a) addresses whether the customer
simultaneously receives and consumes the benefits provided by an entity’s performance as
the entity performs, as one basis for the entity transferring control of a good or service over
time, and therefore satisfying a performance obligation and recognising revenue over time.
The AASB recently amended a few of the examples in AASB 15 to clarify the application of
paragraph 35(a) and added an example to illustrate other key contract features.” The AASB did
not amend AASB 1058, apart from deferring the application of AASB 1058 to research grants
for a short period of time.

GASB project

45. The Governmental Accounting Standards Board (GASB) has an active project on Revenue and
Expense Recognition. It issued an Invitation to Comment in January 2018 and plans to issue a
Preliminary Views document later this year, with the aim of issuing a standard in 2023. The
GASB has made a number of tentative decisions but has not yet developed an ED.

46. The GASB project categorises revenue transactions as Category A or Category B. The proposals
for Category A transactions appear to be based on ASC Topic 606, Revenue from Contracts
with Customers, which is very similar to IFRS 15 Revenue from Contracts with Customers. We
have not attempted to summarise the proposals for Category B transactions. It is difficult to
assess what the tentative decisions mean for various transactions without having a good
understanding of the project as whole. We have found it difficult to assess what the GASB’s
tentative decisions mean for certain transactions (for example, both capital grants and in-kind
contributions and contributed services appear to be outside the scope of the project).
Appendix B of this memo lists the tentative decisions from the GASB project page.

Seeking views on ED 71 SMC 1

47. The key question for the NZASB is whether it agrees that transfer recipients can have present
obligations (that meet the definition of a liability) for obligations to perform specified activities
or incur eligible expenditure. This section brings together the key points in the memo and
contrasts aspects of the IPSASB’s Conceptual Framework with the IASB’s Conceptual
Framework.

48. Inits response to the IPSASB’s 2017 CP the NZASB said:

We do not agree with the CP’s proposal to apply the PSPOA to revenue transactions with no
performance obligations but with stipulations over use (including consumption based? and
time-based stipulations). In our view, such unfulfilled stipulations do not give rise to a liability
as defined in the Conceptual Framework (i.e. they do not require an outflow of resources to an
external party) — the only “obligation” is for the entity to use the funds to acquire resources for
itself, rather than to transfer goods or services to other parties. In other words, although the
stipulations might be regarded as “obligations” in a broader sense, they are not the type of
obligation referred to in the definition of a liability.3 Instead the revenue from these
transactions should be recognised when the resource recipient has control of the resources
transferred.

7 AASB 2019-6 Amendments to Australian Accounting Standards — Research Grants and Not-for-Profit Entities

(December 2019)

Page 19 of 36



49.

50.

51.

52.

Agenda Item 3.3

The IPSASB’s proposals about the recognition of liabilities for deferred revenue in ED 71 are
narrower than the proposals in the 2017 CP. The IPSASB is proposing to limit revenue deferral
to (i) binding arrangements (which are by definition enforceable) and (ii) to consumption-
based stipulations. ED 71 does NOT propose revenue deferral for time-based stipulations. This
narrows the areas of disagreement but does not resolve the disagreement.

We think that for the purposes of commenting on ED 71 the Board should first form a view on
the conceptual arguments. If the Board continues to disagree with the IPSASB’s proposals on
conceptual grounds it can consider how to present those arguments, whether it would
support the same proposals with a different rationale, or whether it would prefer the IPSASB
to address user needs via presentation options.

The IPSASB’s rationale for the proposals in ED 71 were set out in an earlier section of this
memo. The key argument is set out in paragraph BC12 from ED 71.

BC12. The IPSASB considered whether it is possible to have an enforceable transaction with
a present obligation that was not a performance obligation, as defined in [draft]
IPSAS [X] (ED 70). The IPSASB concluded that a present obligation that is not a
performance obligation can exist. The present obligation gives rise to a liability
because the past event occurs when the transfer provider and transfer recipient
enter into a binding arrangement creating enforceable rights and obligations.
Further such an arrangement leads to an outflow of resources because the transfer
recipient cannot avoid using those resources either to fulfill the requirements in the
binding arrangement or in the event of a breach of a binding arrangement, repaying
the resources to the transfer provider or incurring some other form of penalty.

Because the definition of a liability and views about whether there is a present obligation go to
the heart of this matter, in Table 6 we have contrasted the IPSASB’s and IASB’s definitions of a
liability and other comments about the nature of the obligations giving rise to liabilities. The
IPSASB completed its Conceptual Framework in 2014 2

Table 6 Liabilities and present obligations

IPSASB liabilities and present obligations

IPSAS 1 Presentation of Financial Statements

Liabilities are present obligations of the entity arising from past events, the settlement of which is
expected to result in an outflow from the entity of resources embodying economic benefits or service
potential.

IPSASB Conceptual Framework

Definition

5.14 Aliability is a present obligation of the entity for an outflow of resources that results from a
past event.

A Present Obligation

5.15 Public sector entities can have a number of obligations. 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.

8

The Table does not show complete extracts.
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An Outflow of Resources from the Entity

5.16 A liability must involve an outflow of resources from the entity for it to be settled. An
obligation that can be settled without an outflow of resources from the entity is not a liability.

ED 71

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. (ED 71, para 14)

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. (ED 71, para 47)

IASB liabilities and present obligations

IASB Conceptual Framework

A liability is a present obligation of the entity to transfer an economic resource as a result of past
events. (CF 4.26, emphasis added)

For a liability to exist, three criteria must all be satisfied:
(a) the entity has an obligation;
(b) the obligation is to transfer an economic resource; and

(c) the obligation is a present obligation that exists as a result of past events.
(CF 4.27)

An obligation is a duty or responsibility that an entity has no practical ability to avoid. An obligation is
always owed to another party (or parties). The other party (or parties) could be a person or another
entity, a group of people or other entities, or society at large. It is not necessary to know the identity
of the party (or parties) to whom the obligation is owed. (CF 4.29)

If one party has an obligation to transfer an economic resource, it follows that another party (or
parties) has a right to receive that economic resource. (CF 4.30)

The second criterion for a liability is that the obligation is to transfer an economic resource.

To satisfy this criterion, the obligation must have the potential to require the entity to transfer an
economic resource to another party (or parties). (CF 4.36 and 4.37)

A present obligation exists as a result of past events only if:
(a) the entity has already obtained economic benefits or taken an action; and

(b) as a consequence, the entity will or may have to transfer an economic resource that it would not
otherwise have had to transfer. (CF 4.33)

An entity does not yet have a present obligation to transfer an economic resource if it has not yet
satisfied the criteria in paragraph 4.43, that is, if it has not yet obtained economic benefits, or taken
an action, that would or could require the entity to transfer an economic resource that it would not
otherwise have had to transfer. For example, if an entity has entered into a contract to pay an
employee a salary in exchange for receiving the employee’s services, the entity does not have a
present obligation to pay the salary until it has received the employee’s services. Before then the
contract is executory—the entity has a combined right and obligation to exchange future salary for
future employee services. (CF 4.47)

53.  When the IASB was developing working on its most recent Conceptual Framework, it received
feedback from some Australian and New Zealand constituents about present claims.

.. some respondents from Australia and New Zealand (including two standard setters, a
preparer of financial statements and an accountancy body), observed that liabilities must be
present claims against the entity’s assets, ie that there must be another party or parties (which
could be the public at large) that is or are entitled to receive, or benefit from, the future transfer
of economic resources, and that would suffer harm if the entity failed to meet its obligations

IASB agenda paper 10F March 2016
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In considering these comments about present claims we find it hard to see how obligations to
perform specified activities or incur eligible expenditure could represent present claims
against an entity’s assets. We accept that it may not be appropriate to apply arguments made
in relation to one conceptual framework to another conceptual framework. The two
conceptual frameworks were developed at different points in time for different types of
entities. Due to the two international boards completing their projects four years apart the
IPSASB never had the opportunity to debate some of the issues raised with the IASB.°
Therefore we do not know the IPSASB’s views about these arguments. We have, however,
included this point in the memo, because the argument might resonate with some Board
members.

We note that the IPSASB’s definition of a liability refers to outflows of resources, rather than
transfers of economic resources but we are not aware whether this difference in wording was
intended to mean anything different from the IASB’s wording.

Questions for the Board

Q1.

Q2.

Do you agree with the IPSASB’s proposals that, for the purposes of ED 71 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 would like to work through:
(a)  whether the Board agrees or disagrees with ED 71 on conceptual grounds;

(b) if the Board disagrees with ED 71 on conceptual grounds, does it nevertheless support
the proposed accounting outcomes from a user information needs or decision-making
perspective; and

(c)  doesthe Board have a view on the possible use of ‘other obligations’ to bring about the
deferral of revenue?

Is there any other work the Board would like us to do to help it form a view on ED 71 SMC 1?

Next steps

56.

We will begin drafting the response to SMC 1. The plan for future Board meetings is set out in
agenda item 3.1. The topics for future meetings will be influenced by which SMCs the Board
wants to comment on. As a starting position we propose that the Board comment on all SMCs
in ED 71 (shown below), although we are not sure what SMC 7 is trying to elicit.

Question for the Board

Q3.

Does the Board agree to comment on all SMCs in ED 717
(All the SMCs are shown below).

9

The IASB completed its most recent Conceptual Framework in 2018 and reflects debates that took place or continued
after 2014.
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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?

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?

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?

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?

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?

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?

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?

Page 23 of 36




Agenda Iltem 3.3
Appendix A AASB 1058 extracts

Appendix A

Extracts from AASB 1058 Basis for Conclusions

Transfers for the purpose of enabling an entity to acquire or construct a recognisable non-financial asset to
be controlled by the entity

BC95

BC96

BC97

BC98

BC99

Some respondents to ED 260 sought clarification on whether a transfer made for the purposes of
enabling an BC95 entity to acquire or construct a recognisable non-financial asset for its own use
would be recognised as income immediately, or whether a contract liability determined in accordance
with AASB 15 arises. The Board noted that these concerns specifically related to whether a transfer
of financial assets to enable an entity to acquire or construct a non-financial asset would result in a
transfer of goods or services to the transferor or another party. If such a transfer does not result in
the transfer of goods or services to the transferor or another party it will be outside the scope of
AASB 15 and no contract liability is recognisable; and consequently, under the proposals, the transfer
recognised as income on receipt.

The Board heard feedback from constituents from the university sector that universities presently
recognise a cash grant received to build an educational facility at the time of receiving the grant (that
is, on gaining control). Some constituents hold the view that this accounting treatment does not
appropriately reflect the relationship of the grant and its related expenditure as the related
expenditure is recognised over a number of reporting periods as the educational facility is built.

The Board discussed whether such transfers were within the scope of AASB 15, as had been suggested
by ED 260. The Board considered that in the absence of guidance, diverse practice may arise in this
regard, for example, some may consider that:

(a) the construction or acquisition of a recognisable non-financial asset on behalf of the grantor is
an activity representing services being transferred to the grantor, similar to research activities
undertaken on behalf of the grantor but benefiting the community at large. Under this view,
an entity would conclude there had been a transfer of goods or services to the transferor or
another party;

(b) the construction or acquisition of the recognisable non-financial asset is not an activity
representing services being transferred to the grantor as the asset remains with the not-for-
profit entity. Under this view, an entity would conclude that the transfer is not a contract with
a customer within the scope of AASB 15; and

(c) AASB 15 applies, but does not require any originally transferred cash and an associated
contract liability to be recognised. Instead, the underlying recognisable non-financial asset and
income is recognised as the asset is constructed, akin to treating the transaction as an in-
substance transfer of the underlying asset as consideration for the construction or acquisition
service.

For avoidance of doubt, the Board decided to identify the accounting that applies to such transfers.
In its redeliberations, the Board observed that in such arrangements, in substance, the transferor had
intended to transfer a recognisable non-financial asset to the not-for-profit entity. The Board
considered that an in-substance transfer of a good for use by the entity itself should not result in
income until the recipient has satisfied its obligation to construct or acquire the asset. That is, the
timing of income recognition should reflect the entity receiving the asset directly, rather than the cash
to construct or acquire the asset. Accordingly, the Board decided that the accounting for such
transactions should reflect that of the approach in AASB 15. However, given the diverse views as to
whether AASB 15 applies, the Board decided to specify instead requirements in AASB 1058 to mirror,
to the extent appropriate, the accounting that would be achieved had the transaction been accounted
for had it been incontestably a contract with a customer within the scope of AASB 15.

The Board sought feedback on its proposals in this regard as part of the public ‘fatal flaw’ review of
the draft Standard. Respondents to the draft Standard were generally supportive of the proposal to
include specific requirements for such arrangements.
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The Board discussed the following concerns about the proposal:
(a) what is meant by ‘own use’;

(b) whether the specified accounting could apply also in instances where the non-financial asset
acquired is a resource controlled that meets the definition of an asset but that is not permitted
to be recognised by an Accounting Standard; and

(c) whether the specified accounting should be extended to apply also in instances where a non-
financial asset (for example, construction materials) are made available to the entity, instead
of cash or another financial asset.

The Board discussed feedback seeking clarification whether the specified accounting could apply to
instances where an asset is constructed as directed but used by others as part of furthering the not-
for-profit entity’s objectives. For example, a not-for-profit entity whose mission is to provide housing
services may receive a grant to construct public housing, however, the not-for-profit entity would not
itself occupy the building when constructed. The Board observed its intention was for the scope of
the accounting specified to include such transfers. In finalising AASB 1058, the Board decided to refer
instead to “a recognisable non-financial asset to be controlled by the entity” and to add guidance to
clarify the types of arrangements that could be within scope.

The Board also discussed whether the specified accounting could apply also in instances where the
non-financial asset acquired is a resource controlled that meets the definition of an asset but that is
not permitted to be recognised by an Accounting Standard. For example, a not-for-profit entity may
be provided a grant to conduct research services with any detailed research data collected and rights
to any commercial use of the data retained by the not-for-profit entity. AASB 138 Intangible Assets
does not permit research activity to be recognised as an asset.

The Board considered whether to:

(a) limit the application of paragraphs 15—17 of the Standard to only grants (and other transfers)
to develop a non-financial asset that qualifies for recognition under another Australian
Accounting Standard; or

(b) clearly articulate that the application of paragraphs 15-17 of the Standard includes grants (and
other transfers) to develop a non-financial asset for which recognition is prohibited by another
Australian Accounting Standard.

The Board discussed the scope of these paragraphs having regard to grants received to conduct
specified research activity; the related intellectual property of which may or may not be controlled by
the not-for-profit entity recipient. The Board observed that extending the application of paragraphs
15-17 of the Standard to include grants (and other transfers) to develop a non-financial asset for which
recognition is prohibited by another Australian Accounting Standard would be consistent with the
underlying principle being that the grantor intended to transfer a good (rather than a financial asset)
to the not-for-profit recipient. However, the Board was concerned that extending the paragraphs 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 Board 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 (i.e. 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 Board’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 Board could not see a clear distinction why the accounting should differ
between transactions that through the conduct of an activity result in incidentally gaining
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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 this Standard would allow certain intangible assets to be
recognised, where their recognition is otherwise prohibited.

Consequently, the Board decided that the accounting set out in paragraphs 15-17 of the Standard
should be limited to transactions that will result in a recognisable non-financial asset controlled by the
entity.

The Board observed that universities (and other not-for-profit recipients of grants to perform
research) would need to determine whether the accounting for a grant to perform research is
specified by AASB 15 or AASB 1058. The Board considered its decision to limit the scope of paragraphs
15-17 of the Standard will not result in significant additional costs to affected entities, as the entity
would already be required to assess a funding arrangement within the scope of AASB 15 for whether
revenue is recognised over time, or at a point in time.

However, given the significance of grants to conduct research to universities and other not-for-profit
recipients, the Board decided to develop several implementation examples to AASB 15 to set out the
accounting in this regard. The examples illustrate scenarios where income would be recognised
immediately on gaining control of the financial asset in accordance with this Standard, or recognised
over time, or at the end of the agreement, in accordance with AASB 15. The Board’s considerations
in this regard are set out in its Basis for Conclusions to AASB 2016-8.
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Appendix B

Extracts from GASB project page: Revenue and Expense Recognition®®
Background

This project was prompted by three factors (i) common exchange transactions that are not
specifically addressed in existing GASB literature; (ii) the results of the Financial Accounting
Foundation’s (FAF) Post-Implementation Review (PIR) of GASB Statements No. 33, Accounting and
Financial Reporting for Nonexchange Transactions and No. 36, Recipient Reporting for Certain Shared
Nonexchange Revenues; and (iii) the development of the GASB’s conceptual framework.

Exchange Transactions that are Not Specifically Addressed in Existing Literature

GASB standards provide guidance for revenue recognition for nonexchange transactions in
Statements 33 and 36. However, GASB standards provide limited guidance for exchange and
exchange-like transactions and that guidance is based on pre-November 30, 1989 Financial
Accounting Standard Board (FASB) and the American Institute of Certified Public Accountants
(AICPA) pronouncements incorporated through Statement 62. That guidance has not been
reexamined and generally has been applied through custom and practice.

Additionally, the FASB recently issued FASB Accounting Standards Codification® (ASC) Topic 606,
Revenue from Contracts with Customers. These major changes in the FASB standards offer an
opportunity to consider a performance obligation approach to the GASB'’s standards. Therefore, the
project is considering developing guidance or improving existing guidance on revenue recognition
related to:

. Exchange and exchange-like transactions having single elements
. Exchange and exchange-like transactions having multiple elements
o The differentiation between exchange-like and nonexchange transactions.

Post-Implementation Review of Statements 33 and 36

The FAF conducted a PIR of Statements 33 and 36 and published its findings in November 2015.
Among those findings, the PIR report showed that Statements 33 and 36: (1) resolved the issues
underlying their stated needs, (2) produced decision-useful information for users of financial
statements, and (3) could be applied as intended. However, there were areas that could be
considered in this project, including:

. Distinguishing between eligibility requirements and purpose restrictions

o Determining when a transaction is an exchange or nonexchange transaction
. Using the availability period concept consistently across governments

o Applying time and contingency requirements.

Conceptual Framework

Statements 33 and 36 were issued in the 1990s, prior to the completion of key parts of the
conceptual framework through the issuance of Concepts Statement No. 4, Elements of Financial
Statements, in 2007. Concepts Statement 4 includes the definition of two additional elements in
financial statements, deferred inflows and deferred outflows of resources. Therefore, an evaluation
of the recognition of nonexchange transactions against the conceptual framework would be
necessary.

10 GASB project page
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Current Developments

Since August 2019, the Board has deliberated categorization of various transactions in the scope of
this project. The Board also considered issues related to moral and constructive obligations, portfolio
considerations, and recognition unit of account.

Tentative GASB Decisions to Date

Model Assumptions

The Board tentatively decided to propose the following model assumptions:

1. Inflows and outflows are of equal importance in resource flows statements.

2. Inflows and outflows should be classified independently, and not in relationship to each other.

3. The government is an economic entity and not an agent of the citizenry.

4. Symmetrical considerations, to the extent possible, should be included in revenue and expense
recognition.

5. A consistent viewpoint, from the resource provider perspective, will be applied in the revenue
and expense analysis.

The AB Model

The Board tentatively agreed to the following model development proposals related to
categorization:

1.

To develop a model in which revenue and expense transactions would be organized into two
categories: Category A and Category B (the AB Model). While the concepts included in the
tentative descriptions of Category A and Category B are foundational to the model
development, the concepts require further refinement.

a. Category A transactions should be considered as comprised of two flows, an acquisition
coupled with a sacrifice (or a sacrifice coupled with an acquisition). The acquisition coupled
with the sacrifice can be identified as rights and obligations that articulate in equivalent
terms; that is, the rights and obligations are dependent on the existence of each other, such
that there is a remedy for failure of either party to meet the terms of the arrangement.
While the right represents the right to receive consideration in a transaction, the obligation
represents the requirement to perform via action or inaction. Category A transactions may
include reciprocal and nonreciprocal transactions. Binding arrangements in Category A
transactions include contracts, grant agreements, memorandums of understanding,
interlocal agreements, and legally enforceable purchase orders.

b. Category B transactions should be considered as comprised of a single flow, that is an
acquisition without a sacrifice or a sacrifice without an acquisition. The obligation would
represent the requirement to provide resources. The right would represent the ability to
receive or collect resources. Binding arrangements associated with Category B transactions
include enabling legislation and purpose-restricted grants.

c. To refine these descriptions, the Board should rely on two characteristics identified in the
exploratory work: (1) the binding arrangement and (2) rights and obligations that articulate
in equivalent terms.

i The binding arrangement should:
Have a rebuttable presumption of enforceability
Have economic substance.
d. Category A binding arrangements should include:
i Mutual assent between the parties of capacity in the transaction
ii. Identification of rights and obligations, which are substantive, by the parties to the
transaction
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iii. Dependency of the rights and obligations in the binding arrangement on the
existence of each other.
Category B binding arrangements should be identified as those that fail any of the Category
A characteristics.
The terms government and counterparty should be used to describe parties to a
transaction, rather than developing terms for specific identification of the parties.
Forbearance, as an obligation to perform, should be described as a promise to forgo
exercising a right in exchange for consideration, such that a dependent relationship exists
between the forbearance and the consideration, and remedies exist in the case of breach.
The term binding arrangement should be retained to describe arrangements in the scope of
this project.
Economic substance should be described as an expected change in the risk, amount, or
timing of the government’s cash flows or an impact on the government’s service potential.
The rebuttable presumption of enforceability and recourse available beyond a court of law
allow for moral and constructive obligations to be within the scope of the project.

The structure of the categorization component of the model should be proposed as having the
following four steps:

a.

Identification of a binding arrangement, as evidenced by both a rebuttable presumption of
enforceability and economic substance, in order for the binding arrangement to be in the
scope of the project

Mutual assent between the parties of capacity, as evidenced by mutual approval of the
terms and conditions of the arrangement between parties that have authority to enter into
the transaction on behalf of the government or its counterparty

Identification of the parties’ substantive rights and obligations, which are in the form of a
right to consideration or an obligation to perform, including action or inaction
(forbearance), and are identifiable for both the government and the counterparty to the
transaction

Interdependency between those rights and obligations, such that the obligations are
dependent on the rights, the rights are dependent on the obligations, and a remedy exists
in case of noncompliance by one of the parties.

The following transactions should be identified as Category A transactions:

@ 0 o0 T

Fees for specific services, such as water fees, tuition fees, transit fares, and lottery tickets
Eligibility-driven grants

Research grants

Revolving loans

Medicaid fee-for-service programs

Labor costs

Purchase orders and contracts

The following transactions should be identified as Category B transactions:

T TSm0 a0 T

Taxes

Special assessments

Regulatory fees, such as professional licenses, building permits, or drivers’ licenses
Punitive fees, such as fines, penalties, and forfeitures

Donations

Purpose-restricted grants

Medicaid supplementary payments

Capital fees, such as passenger facility charges, developer fees, or wastewater impact fees
Individual assistance.

Payment in lieu of taxes (PILOT) programs, in general (each program should be
independently assessed to ensure proper categorization)
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k. Escheat revenues
.  Government-mandated transactions.

The categorization assessment should be applied at the binding arrangement level, except for
circumstances in which there is potential for multiple transactions in the binding arrangement to
be categorized in different categories.

Categorization should be reassessed when the terms and conditions of a binding arrangement
have changed significantly.

Categorization may be applied to a portfolio of binding arrangements with similar
characteristics, if a government reasonably expects that the effects of the portfolio assessment
would not differ from those of the categorization application to the individual binding
arrangements.

Right of refund should not be considered in the categorization assessment.

To move away from the following characteristics identified during the exploratory work. The

Board tentatively agreed not to rely on:

a. Service relatable or distinct goods or services in any categorization definition

b. Specific beneficiary in any categorization definition

c. The characteristic of cost recovery as a distinguishing characteristic of revenue and expense
transactions

d. The characteristic of benefit as a distinguishing characteristic of revenue and expense

transactions

Value to develop categorization definitions

Consideration as a means to categorize revenue and expense transactions.

The characteristic of voluntary in the categorization component of the model

Collectibility in the categorization component of the model

The type of remedy available for a breach of an agreement in the categorization component

of the model.

e R

The earnings recognition approach should no longer be considered in this project.

Board tentatively agreed to the following model development proposals related to recognition:

Revenue recognition is broadly comprised of the following four steps:

a. First, identify whether there is an increase in assets (increase in net assets

b. Second, identify whether the assets meet the definition of a liability

c. Third, identify whether the assets meet the definition of a deferred inflow of resources
d. Fourth, recognize revenue.

Expense recognition is broadly comprised of the following four steps:

a. First, identify whether there is an incurrence of a liability (decrease in net assets)

b. Second, identify whether the liability meets the definition of an asset

c. Third, identify whether the asset meets the definition of a deferred outflow of resources
d. Fourth, recognize expense.

With those four recognition steps:

a. Guidance should require that analysis follows the specific hierarchical path and that,
therefore, the elements should be assessed in the prescribed sequential order.

b. A definition for advances should be developed to describe the circumstance in which a
government receives resources before a government has a legally enforceable claim in both
revenue categories, with the intent to clarify that those resources should always be
recognized as liabilities.

c. Guidance permitting netting of assets and liabilities for transactions and events in the scope
of this project should not be permitted.
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Guidance permitting netting of revenues and expenses for transactions and events in the
scope of this project should not be permitted.
The recognition unit of account in Category A binding arrangements should be a
performance obligation for both revenues and expenses.
i A performance obligation should be described as distinct goods or services, which
include:
1. Distinct goods, such as the purchase of supplies
2. Distinct services, such as the provision of transportation
3. Bundles of goods or services, such as physician care and prescription drugs in
patient care
4. Aseries of distinct goods or services, such as the provision or consumption of
water or electricity, or the incurrence of allowable costs in expenditure-driven
grants.
ii. The recognition unit of account for Category A grants should be explicitly described
as “allowable costs incurred in compliance with all grant requirements.”
Recognition guidance for a series of distinct goods or services in Category A revenue
transaction should be developed at a later date in conjunction with consideration or
allocation of consideration.
The fulfillment of a performance obligation for both revenue and expense recognition
should be described as the point at which there is a transfer of control over a resource.
Eligibility requirements, as provided in paragraph 20 of Statement 33, should be adjusted to
reflect the needs of Category B transactions as follows:
i. Required characteristics of recipients should not be considered for any recognition

guidance.
ii. Time requirements
1. Should be retained to address recognition of deferrals and revenue and
expense
2. Should not be considered in asset recognition
3. Do not impose a present obligation and, therefore, are not liabilities.

iii. Reimbursement requirements are not applicable to Category B transactions, as all
expenditure-driven grants have been tentatively identified as Category A
transactions.

iv. Contingencies are retained to address recognition of voluntary Category B revenues.

In circumstances in which it is probable that a provider will not provide the resources or will

require a return of resources because eligibility requirements are no longer met or it

becomes apparent that a recipient will not comply with purpose restrictions within the
specified time limit, the provider should recognize a receivable and the recipient should
recognize a liability.

Probability of compliance with grant requirements should not be a revenue recognition

attribute.

Applicability to a reporting period, for transactions in the scope of this project, should be

defined based on time requirements and fulfillment of a performance obligation.

i. Applicability to a reporting period should not be used to analyze assets or liabilities.
A practical portfolio consideration should be provided for recognition in both binding
arrangements and performance obligations if the government reasonably expects that the
effects on the financial statements of applying this guidance to the portfolio would not
differ significantly from applying this guidance to each binding arrangement and to each
performance obligation.

The primary criterion for the recognition of revenue or expense in Category B transactions

should be the time requirements, as defined in Statement 33 and specified in the binding

arrangement for the transaction.
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i. In the absence of time requirements in the binding arrangement related to a
Category B transaction, revenue and expense should be recognized when the
corresponding asset and liability are recognized.

Category A revenue recognition:

a.

Assets should be recognized when the government has a right to receive by performing an
obligation through either action (transfer of goods or services) or forbearance, or when
resources are received prior to performance.

Assets should not be recognized solely based on the payment terms of the binding

arrangement.

For expenditure-driven grants, a receivable should be recognized when the government has

incurred allowable costs pursuant to all applicable compliance requirements established by

an executed grant agreement.

A liability should not be recognized in a wholly unperformed binding arrangement; that is, a

performance obligation is not a present obligation.

A liability should be recognized for resources received by the government prior to satisfying

its performance obligation (advances) in a binding arrangement. Those resource represent a

present obligation to perform or are refundable.

i Nonrefundable advances are also liabilities.

Deferred inflows of resources should not be recognized in Category A revenue transactions,

in the scope of this project, in either the economic resources measurement focus or the

short-term resources measurement focus.

Revenue should be recognized over time in Category A revenue transactions in the

circumstances in which one of the three proposed criteria below are met:

i The customer simultaneously receives and consumes the benefits provided by the
entity’s performance as the entity performs.

ii. The entity’s performance creates or enhances an asset (for example, work in process)
that the customer controls as the asset is created or enhanced.

iii. The entity’s performance does not create an asset with an alternative use to the
entity, and the entity has an enforceable right to payment for performance
completed to date.

Revenue should be recognized at the point in time at which control of resources is

transferred in Category A revenue transactions in the circumstances in which none of the

three proposed criteria above are met.

Category B revenue recognition:

a.

Subcategories identified in Statement 33 should be retained for recognition purposes of
Category B transactions.

i. Asset recognition provisions in Statement 33 generally should be retained; that is,
based on the existence of a legally enforceable claim, with an expanded rationale for
the existence of an asset.

ii. Deferred inflows and outflows of resources should be recognized based on the
existence of time requirements.

Derived Category B revenue

i Assets should be recognized for derived Category B revenues when the underlying
transaction or activity on which the tax or fee is imposed occurs or when the
resources are received, whichever occurs first.

ii. Capital fees such as passenger facility charges and impact fees have been tentatively
identified as derived Category B transactions.

iii. Resources received before the underlying transaction occurring should be recognized
as liabilities.

iv. Revenue should be recognized for derived Category B transactions when the
underlying transaction or activity on which the tax or fee is imposed occurs.
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Imposed Category B revenue

Vi.

Vii.

Asset recognition for property taxes should occur when the governing body approves
the imposition of the tax; that point should be identified as the "imposition date."
The terms lien, levy, and assessment should not be used to describe when a legally
enforceable claim arises in a property tax revenue transaction.

Asset recognition for imposed Category B revenues should occur when the individual
or entity engages in, or applies for a permit to engage in, the activity upon which the
government has imposed a fee.

Regulatory fees and special assessments should be considered imposed Category B
revenue transactions.

Resources received before the government has a legally enforceable claim should be
recognized as a liability.

Revenue recognition for imposed Category B property tax transactions should occur
in the period for which the tax is imposed.

Revenue recognition for imposed Category B regulatory fee transactions should occur
when the individual or entity commits the act of applying and qualifies for a permit to
engage in a regulated activity.

Revenue recognition for imposed Category B punitive fee transactions should occur
when the individual or entity has committed or omitted an act that is a violation of a
law for which a punitive fee is prescribed by the governing body’s legislation.

Voluntary Category B revenue

Asset recognition for voluntary Category B revenue transactions should occur either
when the government receives the resources or when a promise is made that is
verifiable, measurable, and probable of collection, whichever occurs first. A promise
that is probable of collection should have to comply with any pre-established
conditions.

1. Pledges should be recognized as assets whether pledged to an endowment or

for other purposes.

A liability should be recognized for assets received as advances in voluntary
Category B revenue transactions, which infrequently occurs in certain PILOT programs
when a not-for-profit provides resources to a government before a binding
arrangement is established.
Pledges for endowments should be recognized as deferred inflows of resources when
the promise is established; revenue should be recognized when resources are
received and the government can begin to comply with time requirements.

Government mandated Category B revenue

Asset recognition for government-mandated Category B revenue transactions should
occur when the resource provider has appropriated the resources and the
corresponding fiscal period has begun.

A liability should not be recognized in government-mandated and voluntary
Category B revenue transactions for purpose restrictions placed on assets received to
which the government already has established a legally enforceable claim.

The provisions in Statement 33 should be modified to acknowledge the existence of
unrestricted government-mandated revenue transactions.
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Extracts from IPSASB Conceptual Framework Basis for Conclusions — Chapter 5

Net Financial Position, Other Resources and Other Obligations

BC5.37 This section of the Basis for Conclusions outlines the IPSASB’s approach to models of financial
performance to be reported in the financial statements, and specifically the treatment of deferred inflows
and deferred outflows.

Consultation Paper, Elements and Recognition in Financial Statements
BC5.38 The Consultation Paper discussed two contrasting approaches to financial performance:

. An approach that measures financial performance as the net result of all changes in the entity’s
resources and obligations during the period. This was described as the asset and liability-led
approach; and

. An approach that measures financial performance as the result of the revenue inflows and expense
outflows more closely associated with the operations of the current period. This was described as
the revenue and expense-led approach.

BC5.39 The Consultation Paper noted that the two different approaches could lead to different definitions of the
elements related to financial performance and financial position. The revenue and expense-led approach
is strongl