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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 23.

BC1.

BC2.

BCs.

This Basis for Conclusions summarizes the IPSASB’s considerations in reaching the conclusions in
IPSAS 23. Individual IPSASB members gave greater weight to some factors than to others. In forming
their views, IPSASB members considered in depth (a) the views expressed by the Steering Committee on
Non-Exchange Revenue in the Invitation to Comment (ITC), Revenue from Non-Exchange Transactions
(Including Taxes and Transfers), issued in January 2004, (b) the views expressed by constituents who
responded to the consultation on that ITC, and (c) the views of respondents to Exposure Draft (ED) 29,
Revenue from Non-Exchange Transactions (Including Taxes and Transfers).

In developing this IPSAS, the IPSASB considered the provisions of relevant IFRSs issued by the IASB,
in particular International Accounting Standards (IAS) 20, Accounting for Government Grants and
Disclosure of Government Assistance, and IAS 41, Agriculture.

The IPSASB is cognizant of the project being undertaken by the IASB on revenue recognition and also
the IASB’s ED Proposed Amendments to IAS 37, Provisions, Contingent Liabilities and Contingent
Assets. The IPSASB will continue to monitor these projects and, at an appropriate time, consider
implications of any changes to IFRSs for IPSASs and IPSASB projects. However, the IPSASB does not
consider it appropriate to preempt the outcome of the IASB’s due process and anticipate changes to
IFRSs. In addition, given the significance of non-exchange revenue to many public sector entities, the
IPSASB does not consider that it would be appropriate to defer issuance of this IPSAS pending the
outcome of IASB projects.

Background

BCA4.

BCS.

BC6.

Governments and many other public sector entities derive the majority of their revenue from non-
exchange transactions. These transactions include, principally, taxation, but also transfers. This IPSAS
addresses these types of transactions from the perspective of a public sector entity.

In 2002, the IPSASB (then the PSC) initiated a project to develop an IPSAS for the recognition and
measurement of revenue from non-exchange transactions (including taxes and transfers). The IPSASB
established a Steering Committee to develop an ITC to consider the issues related to this issue and make
initial recommendations. The Steering Committee was comprised of public sector financial reporting
experts from a variety of countries, and was chaired by an IPSASB member. An ITC was published in
January 2004, with comments requested by June 30, 2004. Fifty-one comments were received. In
November 2004, the IPSASB analyzed those comments and began drafting ED 29, which was published
in January 2006, with a request for comments by June 30, 2006.

In November 2006, the IPSASB undertook an in-depth analysis of the responses to ED 29 and prepared
this IPSAS and approved it for issue.

Approach

BC7.

This Standard establishes broad principles for the recognition of revenue from non-exchange transactions,
and provides guidance on the application of those principles to the major sources of revenue for
governments and other public sector entities. In developing this Standard, the IPSASB considered
whether to adopt an approach that focused on the development of requirements for accounting for revenue
arising from a range of specific types of non-exchange transactions. However, the IPSASB noted and
agreed with the views of the Steering Committee that such an approach brings with it consequent risks
that the resultant Standard would not provide comprehensive guidance for all revenue from non-exchange
transactions. The IPSASB is of the view that the approach adopted in this Standard ensures that
appropriate broad principles for the recognition of revenue from non-exchange transactions are
established and can be applied to all revenue from non-exchange transactions.

Entity Combinations

BCS.

This Standard does not specify whether entity combinations resulting from non-exchange transactions
will give rise to revenue. This is because the IPSASB has not considered the financial reporting of entity
combinations in the public sector, including the applicability of IFRS 3, Business Combinations, to public
sector entities.
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Monetary and Non-monetary Assets

BC9.

This Standard does not establish different requirements in respect of revenue received or receivable as
monetary assets and revenue received or receivable as non-monetary assets. The IPSASB is of the view
that while non-monetary assets raise additional measurement concerns, they do not, of themselves, justify
different financial reporting treatments.

Enforceability of Stipulations

BC10.

This Standard defines stipulations, conditions, and restrictions as terms in a transfer agreement or
legislation or other binding arrangements imposed upon the use of transferred assets. The Standard
reflects the view that stipulations, conditions, and restrictions must be enforceable to be effective. The
ITC and ED 29 also reflected the principle that stipulations imposed on the use of transferred assets are
contained in laws, regulations, or other binding arrangements, and are by definition enforceable. The
IPSASB considers that this principle is necessary to prevent the inappropriate deferment of revenue
recognition, or the disclosure of restrictions that have no substance.

Stipulations—Conditions

BC11.

BC12.

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.

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 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.

Transactions with Exchange and Non-Exchange Components

BC14.

This Standard notes that a single transaction can have two components, an exchange component and a
non-exchange component. In these cases, the IPSASB is of the view that the transaction’s component
parts should be distinguished and recognized separately. Distinguishing the component parts enhances
the transparency of financial statements and satisfies the qualitative characteristic of reporting the
substance of transactions.

Contributions from Owners

BC15.

This Standard identifies examples of some types of documentation that may evidence contributions from
owners in the public sector (paragraph Error! Reference source not found.). Many public sector entities
receive inflows of resources from entities that control them, own them, or are members of them. In certain
circumstances, the inflow of resources will be designated as a contribution from owners. Notwithstanding
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the documentation that evidences the form of the inflow of resources or its designation by a controlling
entity, this Standard reflects the view that for an inflow of resources to be classified as a contribution
from owners, the substance of the transaction must be consistent with that classification.

Measurement of Assets

BC16.

This Standard requires that assets acquired through non-exchange transactions be initially measured at
their fair value as at the date of acquisition. The IPSASB is of the view that this is appropriate to reflect
the substance of the transaction and its consequences for the recipient. In an exchange transaction, the
cost of acquisition is a measure of the fair value of the asset acquired. However, by definition, in a non-
exchange transaction the consideration provided for the acquisition of an asset is not approximately equal
to the fair value of the asset acquired. Fair value most faithfully represents the actual value the public
sector entity accrues as a result of the transaction. Initial measurement of assets acquired through non-
exchange transactions at their fair value is consistent with the approach taken in IPSAS 16, Investment
Property, and IPSAS 17, Property, Plant, and Equipment, for assets acquired at no cost or for a nominal
cost. The IPSASB has made consequential amendments to IPSAS 12, Inventories, and IPSAS 16 and
IPSAS 17 to fully align those IPSASs with the requirements of this Standard.

Entity Bank Accounts

BC17.

This Standard assumes the requirement that all money deposited in a bank account of an entity satisfies
the definition of an asset and meets the criteria for recognition of an asset of the entity. The IPSASB
established this principle in paragraphs 1.2.6 and 1.2.7 of the Cash Basis IPSAS, Financial Reporting
under the Cash Basis of Accounting. The Standard also requires the recognition of a liability in respect
of any amount the reporting entity has collected and deposited in its own bank account while acting as an
agent of another entity.

Measurement of Liabilities

BC18.

This Standard requires that where an entity recognizes a liability in respect of an inflow of resources, that
liability will initially be measured as the best estimate of the amount required to settle the obligation at
the reporting date. This measurement basis is consistent with IPSAS 19. The IPSASB is also cognizant
of the amendments proposed for 1AS 37 (to be retitled Non-financial Liabilities), on which IPSAS 19 is
based, and will monitor, and in due course consider, its response to any developments in IAS 37.

Taxable Event

BC109.

This Standard defines a taxable event as the past event that the government, legislature, or other authority
has determined to be subject to taxation. The Standard notes that this is the earliest possible time to
recognize assets and revenue arising from a taxation transaction, and is the point at which the past event
that gives rise to control of the asset occurs. The IPSASB considered an alternative view that an entity
only gains control of resources arising from taxation when those resources are received. While
recognizing that there can be difficulties in reliably measuring certain taxation streams, the IPSASB
rejected such an approach as inappropriate for the accrual basis of financial reporting.

Advance Receipts

BC20.

This Standard requires an entity that receives resources in advance of the taxable event, or of a transfer
arrangement becoming enforceable, to recognize an asset and a liability of an equivalent amount. This is
consistent with the principles of accrual accounting to recognize revenue in the period in which the
underlying event that gives rise to the revenue occurs. In the event that the taxable event did not occur,
or the transfer arrangement did not become enforceable, the entity may need to return part or all of the
resources. Some are of the view that, where resources are received in advance of the taxable event, an
entity should only recognize a liability where it considers it probable that there will be a subsequent
outflow of resources. The IPSASB supports the view that revenue should not be recognized until the
taxable event occurs, and extends the principle to transfers, so that where resources are received prior to
a transfer arrangement becoming binding, the entity recognizes an asset and a liability for the advance
receipt.
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Expenses Paid Through the Tax System and Tax Expenditures

BC21.

BC22.

This Standard requires that expenses paid through the tax system be distinguished from tax expenditures,
and that the former should be recognized separately from revenue in the general purpose financial
statements. This is because, as defined in this Standard, expenses paid through the tax system satisfy the
definition of expenses and, according to the principles established in IPSAS 1, offsetting of expenses
against revenue is not permitted. As defined in this Standard, tax expenditures are one of the many factors
used to determine the amount of tax revenue received or receivable and are not recognized separately
from revenue. The IPSASB is of the view that this treatment is consistent with the principles established
in this Standard.

The treatment prescribed in this Standard for expenses paid through the tax system is different to that
currently prescribed by the Organization for Economic Co-operation and Development (OECD) for
member country statistical returns. The OECD currently requires tax revenue to be shown net of expenses
paid through the tax system (or non-wastable tax credits) to the extent that an individual taxpayer’s
liability for tax is reduced to zero, payments to a taxpayer are shown as expenses.! The IPSASB is of the
view that the current OECD treatment does not conform to the conceptual principles underpinning the
IPSASs and the IPSAS 1 requirement not to offset items of revenue and expense. The statistical financial
reporting frameworks are currently under review; in particular, a new edition of the United Nations’
System of National Accounts is currently under development and is due to be published in 2008. The
revised framework may revise the current reporting requirement in respect to tax credits. Revision of the
System of National Accounts often precedes revisions to other statistical frameworks.

The Tax Gap

BC23.

BC24.

For some taxes, reporting entities will be aware that the amount the government is entitled to collect under
the tax law is higher than the amount that will be collected, but will not be able to reliably measure the
amount of this difference. The amount collected is lower due to the underground economy (or black
market), fraud, evasion, noncompliance with the tax law, and error. The difference between what is
legally due under the law and what the government will be able to collect is referred to as the tax gap.
Amounts previously included in tax revenue that are determined as not collectible do not constitute part
of the tax gap.

The IPSASB is of the view that the tax gap does not meet the definition of an asset, as it is not expected
that resources will flow to the government in respect of these amounts. Consequently, assets, liabilities,
revenue, or expenses will not be recognized in respect of the tax gap.

Services In-kind

BC25.

This Standard permits, but does not require, recognition of services in kind. This Standard takes the view
that many services in-kind do meet the definition of an asset and should, in principle, be recognized. In
such cases there may, however, be difficulties in obtaining reliable measurements. In other cases, services
in-kind do not meet the definition of an asset because the reporting entity has insufficient control of the
services provided. The IPSASB concluded that due to difficulties related to measurement and control,
recognition of services in-kind should be permitted but not required.

Compulsory Contributions to Social Security Schemes

BC26.

This Standard does not exclude from its scope compulsory contributions to social security schemes that
are non-exchange transactions. There are a variety of different arrangements for funding social security
schemes in different jurisdictions. Whether or not compulsory contributions to social security schemes
give rise to exchange or non-exchange transactions depends on the particular arrangements of a given
scheme, and professional judgment is exercised to determine whether the contributions to a social security
scheme are recognized in accordance with the principles established in this Standard, or in accordance
with principles established in international or national standards addressing such schemes.

! OECD, Revenue Statistics (Paris: OECD, 2000): p. 267, §20-21.
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