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SUBJECT: 2ND DISTRIBUTION OF MATERIALS FOR AGENDA ITEM 11 —

IPSAS-GFS-ESA HARMONIZATION AND OECD TASK FORCE

ACTION REQUIRED

The Committee is asked to:

* review the attached materials and consider its response to the Report and
Recommendations of Working Group 1; and

» consider whether Working Group 1 should be encouraged to issue the matrix identifying
differences in the requirements of IPSAS/GFS/ESA95 as a PSC Study or Occasional

Paper.

AGENDA MATERIAL:
Materialsincluded in the Eirst Distribution were: Pages
11.1 Memorandum from Paul Sutcliffe dated 23 February 2004 11.1-11.2
11.2 Mandate of OECD Task Force on Harmonisation (TFHPSA) 11.3-11.7
and Agenda for February 04 Meetings of Task Force and
Working Groups 1 and 2

Materialsin the Second Distribution are: this memorandum
(item 11.3) and the following additional items (attached) 11.8

11.4 Minutes of Task Force Meeting February 11, 2004, including 11.9-11.27
Working Group 1 Report at Annex |

11.5 Proposed TFHPSA Strategy and Timetable Feb. 20042006  11.28—-11.34

11.6 Working Group 1: Matrix of Differences IPSAS/GFS/ESA95 11.35-11.102

BACKGROUND

Attached are the remainder of the materials for this item. As you will see they are quite

lengthy — particularly the Matrix at item 11.6. Consequently, it is intended that the primary

focus at this meeting be on:

* the Minutes of the Task Force meeting (Agenda Item 11.4) - particularly the Report of
Working Group 1 (WG1) which is Annex 1 of the minutes (at pages 11.12 - 11.14). (lan
Mackintosh, Chair of WGL1 will present the WG Report and Recommendations to the
PSC); and

» Agenda item 11.5 which outlines the proposed TFHPSA strategy and timetable and its
proposed interaction with various key groups. This document was prepared by Ms. Lucie
Laliberté, the Chair of the TFHPSA.

Agenda 11.6 (the matrix) was developed by Working Group 1 of the TFHPSA. It identifies
and categorizes differences between IPSASs (or IASS/IFRSs in the absence of an IPSAS)
and GFSM 2001 and ESA 95. The matrix also:
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* includes Working Group 1 recommendations on actions the PSC and others could
usefully take to enhance harmonization of accounting and statistical models of financial
reporting (these are summarized in Annex |1 of the Matrix, at page 11.91- 11.94);

 identifies the circumstances in which Working Group 1 is of the view that the differences
are likely to be retained over the long term, and therefore may usefully be disclosed as a
separate reconciling item in notes to a general purpose financial statement or other
document; and

 outlines the process for the next revision of SNA 93 (the System of National Accounts)
and the possible topics to be included in that review (see Annex 1 of the Matrix at pages
11.73 - 11.90).

The matrix is the background/reference document for the Working Group 1 Report. Staff are
of the view that the Matrix (together with its related commentary and attachments) is a
comprehensive and useful document. As noted above, the Matrix was developed by Working
Group 1 during 2003 and early 2004. All Working Group 1 members made a significant
contribution to its development, in particular lan Mackintosh, Robert Keys and Betty Gruber
—al of whom will be at this PSC meeting. Staff are of the view that the PSC should request
the Working Group, and in particular the primary authors (as identified above) to further
develop the document for publication as a PSC Study or Occasional Paper.
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Minutes TFHPSA Paris, 27 February 2004
TASK FORCE ON HARMONIZATION OF PUBLIC SECTOR ACCOUNTING:
SUMMARY OF CONCLUSIONS OF FEBRUARY 11, 2004 MEETING

28 participants attended the Task Force on Harmonisation of Public Sector Accounting’s plenary meeting
(OECD headquarters, room 6) on February 11, 2004. Were represented in the TFHPSA and Working
Groups meetings:

- Countries: Australia, Austria, Belgium, Denmark, Czech Republic, France, Germany, Greece, Hungary,
Japan, New Zealand, Sweden, United Kingdom, United States.
- International organisations. IMF, OECD, IFAC-PSC, European Centra Bank, Eurostat

1) Strategy for the TFHPSA

Lucie Laliberté (IMF), Chairperson of the TFHPSA, emphasised the importance of countries being
represented in the Task Force, along with international organisations. Absent countries will be encouraged
tojoin.

She submitted a presentation to be shown the following week (16-20 February) in Washington DC at the
meeting of Advisory Expert Group (AEG) of national accountants, in charge of selecting the issues to be
discussed in the SNA review process. The purpose of this presentation is to clarify the role of the
TFHPSA, its strategy (harmonisation of international accounting and statistical standards), its place among
other working parties providing to the SNA review and the issues to be dealt with in the TFHPSA working
groups (in particular 10 issues derived from the 5 priority topics).

2) Report of Working Group | (see Annex | for more details)

Betty Gruber (IMF) reported on the Working Group | meeting (6-7 February). WG | examined in detail
Matrix 1, identifying the differences between IPSAS (from IFAC-PSC) and the GFS manual 2001 (IMF),
aswell asESA95 (for the European countries).

Action was decided vis-&vis:

- IFAC-PSC: to make recommendations that the PSC consider on 1. Sector reporting — explicitly allow
introduction of the genera government, 2. Performance reporting — develop a performance statement
showing two columns: transactions and other economic flows, and 3. allow and encourage current value of
assets and liabilities,

- TFHPSA Working Group |l: to consider the requirements and current projects of the PSC when
developing recommendations for the treatment of the following: Public sector definition, Control
definition, payments between governments and public corporations, low interest and interest-free loans

- Canberra Il group of national accountants. to consider the current requirements and developing projects
of the IASB, and where relevant PSC, when dealing with Research and development, Intangible assets,
Mineral exploration, Computer software, Defense weapons platforms, BOOT schemes, Subsoil assets, and
- Other Expert Groups. to consider the current and emerging PSC and IASB treatments when devel oping
positions on non-performing loans (provisions), pensions, ownership transfer costs.

It was decided that Matrix 1 would be amended to reflect all TFHPSA meetings discussions. The long-
term goal isto align definitions and terminology between IPSAS and GFS. Future mesetings of WG 1 will
be undertaken on “as aneed basis’.

3) Report of Working Group 11 (see Annex |1 for more details)
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Jean-Pierre Dupuis (OECD) reported on the Working Group Il meeting (9-10 February). WG |1 examined
4 of the 5 priority issues (Provisions and contingent liabilities, including guarantees, Capital injections and
dividends, Tax revenue and tax credits, Public / private sector delineation). Eurostat made a short point for
information on the 5" issue (privatisation, restructuring agencies and securitisation) as well as on the
recording of public-private partnerships (PPPs).

The discussion showed that:

- All 5 topics should be split into 2 or 3 issues and sometimes re-formulated (see below), some issues
requiring longer examination and discussion

- Tax recording, and Delineation of public sector: on these issues, principles are quite firmly established,
and some guidelines exist, even though implementation is problematic. An opportunity exists to reach
convergence between national accounts, GFS and IPSAS (the PSC will commence the process of
considering responses to the Invitation to Comment in the second half of 2004)

- Contingent liabilities (including guarantees) and funding of public corporations: these issues need more
interpretation of our systems and sometimes conceptual changes. This may require more lengthy
discussions.

Issues and tasks being identified, it was agreed on proposals from the Chair to set up working teams, and
nominate team leaders, resulting in five teams and leaders:

Topicgissues Team leader s and members

1. Government transactions with public corporations P. de Rougemont, J. Golland, A. Braakmann,
1.1 Earnings (reinvested earnings, dividends) B. Robinson, T. McCarron, I. Argyris, V.
1.2 Funding (dividends and capital injections) Gidaris, G. Meskos

2. Privatisation / restructuring agencies and SPVs D. Besnard/JP. Dupuis, R. Mink, G. Csonka,
4.1 Privatisation B. Robinson, B. Baker, J. Libens, A. Kester, K.
4.2 Agencies, bad banks and other special | Wilson, P. O’ Hagan
purpose vehicles (SPVs)

4.3 Securitisation

3. Tax revenue J-P. Dupuis, C. Heady, M. Rasmussen,
3.1 Tax revenue and accrud recording |.Carruthers, W. Stiibler, B. Robinson, K.
3.2 Tax credits Lundquist, T. McCarron, A. Braakmann,

B.Kaufmann, M. Roy, B. Cowan, F. Campi

4, Private / public / government sector delineation B. Gruber, G. Jenkinson, A. Kester, G. Csonka,
2.1 Public vs private: the definition of control | L. Vebrova, K. Warren, |. Carruthers, Y.
(including BOOT schemes) Fujishiro, R. Hemming

2.2 Government vs other public sector: the
market / non market criterion

5. Contingent assets / guarantees / provisions /| J. Golland, P. Harper, R. Mink, B. Kilpatrick,
constructive obligations B. Kaufmann, K. Lundquist, Y. Fujishiro, I.
5.1 Guarantees and loan partitioning Argyris, V. Gidaris, G. Meskos

It was agreed that IFAC-PSC would focus on any projects emerging from the recommendations of
Working Group 1 and would provide input to the other teams on decisions made by the IFAC-PSC at
meetings during 2004 and beyond which may be relevant for their project.
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The eectronic discussion group (EDG) will be organised accordingly. Each team leader will endeavour to
update one unique central paper for each issue, submitted to the team members. Secondary papers and
contributions will be also available on the EDG, in the relevant group of issues.

In addition to the five groups of topics, WG Il keeps on looking at other issues relevant for the
government. This includes, for instance, reviewing the Canberra Il group proposals for recording BOOT
schemes and PPPs.

Timetable:

All teams must produce a paper by June 2004 (at the latest), to be circulated in the TFHPSA, before
discussion in the next WG 11 meeting and TFHPSA (in Washington DC, hosted by the IMF). Development
after the February 11 meeting: while the date of October 4-6 had been suggested for the next meeting, it
would need to be advanced for in September given the Annual Meetings in Washington and the need for
the AEG to have the paper 2 monthsin advance).

Having in mind the timetable of AEG and ISWGNA, the following horizon for reporting to these groups
has been agreed on:

- November 2004: . Tax revenue and tax credit (first version)
. Privatisation and SPV's
. Earnings and funding of public corporations

- November 2005: . Tax revenue and tax credit (second version)
. Delineation of public sector
. Contingent assets and guarantees

Each paper presented to these groups should comprise in annex a first draft of SNA paragraphs (for SNA
corpus or appendix). The Strategy paper will be updated by the Chair for the next meeting.

It was agreed that if possible a flow chart, or schematic outline, identifying the relationship between each
of the groups providing input to the 2008 SNA review would be prepared and circul ated.
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ANNEX 1: Working Group |: Report on the February 6-7, 2004 meeting

Background

A Steering Committee Meeting of the Task Force on the Harmonization of Public Sector
Accounting (TFHPSA) was held on October 3, 2003 in Paris (following a preliminary meeting
between PSC, IMF and others in June 2003 in Washington). Attendees were representatives of:
IFAC PSC (Public sector Committee)

IMF

OECD

Eurostat

ECB

Australia

United Kingdom

OO0OO0OO0OO0OO0OOo

The meeting commenced consideration of a matrix that had been prepared identifying differences
between the IFAC PSC' s IPSASs and the IMF s Government Finance Statistics Manual 2001
(GFSM 2001).

Between October 2003 and February 2004:

o Further work has been undertaken on the matrix with the differences being grouped into 10
broad categories and possible convergence processes being identified for each difference.
For example, recommendations for action by the PSC or IMF, referral to other Groups
(ISWGNA, OECD, Canberrall Group, and IASB), and clarification of existing standards
0N some i ssues.

0 Electronic consultation with participants at the October meeting has been undertaken
throughout.

At the February 2004 meeting, Working Group | reviewed the matrix with aline by line discussion
of each difference and suggested convergence process. Generaly, the suggested action was
accepted by the meeting. For some differences further elaboration is required.

The IMF and the PSC acknowledge the principle that as far asis possible, they should work jointly
towards convergence.

Outcomes

The main outcomes of the February 2004 meeting are as follows:

Reporting entity/sector reporting

The PSC will be asked to consider explicitly allowing the disclosure of financial information for
the general government sector (GGS), as defined in the GFSV 2001, in whole of government
general purpose financial statements, and specifying rules where a government elects to make such
disclosures. For example, the PSC could consider requiring “Investment in controlled entitiesin
other sectors’ to be disclosed and measured at the government’ s proportional interest in the net
assets of the other sectors —aform of the equity method of accounting. To the extent that the net
assets of the other sectorsis accepted by GFS as the market value of those other sectors, that would
enable GGS stand-alone financial information to be extracted from the fully-consolidated general
purpose financia statements, thereby facilitating substantial progress towards convergence.
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The Working Group recommends that the | PSA Ss encourage disclosures of GGS information and
acknowledge that other sectors may also be disclosed in a manner similar to the GGS information.

Consistent with the objective of enabling GGS stand-alone financial information to be extracted
from the fully-consolidated general purpose financial statements, the PSC will also need to
consider which GAAP/GFS principles and presentation are to be followed and the GFS/GGS
prominence including GFS aggregates.

¢ Performance reporting
The Group noted that the IPSAS and GFS frameworks are very similar.

For convergence, one way forward would be for PSC to require comprehensive reporting of
financial performance that splits the comprehensive result into two components that aligns as far as
possible with the GFS split between transactions and other economic flows.

The Working Group recommends that the PSC action such a project. The Working Group did not
think that it is necessary for the PSC to await the outcome of the |ASB Reporting Comprehensive
Income Project before devel oping/amending an IPSAS on financia performance. Developing
public sector specific performance reporting requirements would not conflict with the PSC's
policy of aigning IPSASswith IASB standards unless there are public sector specific reasons not
to. That PSC policy was supported by the Working Group.

¢ Current value of assets and liabilities

The PSC will be asked to consider alowing and/or requiring current valuein the IPSASs. This
would entail adopting IAS 39 (possibly indirectly but explicitly through the PSC hierarchy), which
provides options that are expected to facilitate convergence with GFS treatments of financial
instruments. The PSC will also be asked to consider:
0 removing the historical cost option from certain standards (for example, property, plant,
and equipment); and
0 requiring current replacement cost for inventories when all other assets and liabilities are
measured at fair value.

e Other differences

These will be the subject of convergence or reconciliation. It is expected that reconciliation will be
required for:
0 Fundamental differences arising from differences between GAAP and GFS principles (for
example, ownership relations, emphasis on time series, and counterparty symmetry)
o Intheinterim, differencesthat are the subject of convergence work.

The Working Group feels that it would be premature at this stage to devel op areconciliation
statement.

¢ Differencesthat are the subject of other Groups

The Working Group will not undertake any further work on differences that are currently under
consideration by other Groups. Instead it will monitor developmentsin those Groups.

The Working Group encourages these other Groups to work as closdly as possible together to
avoid duplication and overlaps. Examples of other Groups are:
0 ISWGNA (research and devel opment, intangibles, pensions, and nonperforming loans)
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0 OECD Canberrall Group (military assets, intangibles, research and development, leases
and licences, definition of economic assets, classification of assets and terminology,
cultivated assets, mineral exploration, obsolescence/depreciation, and BOOT schemes,
costs of ownership transfer)

0 Working Group Il of the TFHPSA (distributions to owners, capital injections, and
reinvested earnings; privatization and restructuring agencies; public/private sector
delineations; tax revenue, uncollectible taxes, and tax credits; and provisions, contingent
assets, and constructive obligations)

0 IFAC PSC (impairment of assets, non-exchange revenue, and social policy obligations)

0 |IASB (research and development, extractive industries, and leases)

Futuredirections

= Matrix | isto be amended to reflect the Working Group discussion and outcomes. It will be
provided to the PSC at its March 2004 meeting as a foundation document aong with
recommendations for consideration

= Some differences will bereferred to TFHPSA and subsequently to the ISWGNA and other
relevant Groups

=  TheWaorking Group will monitor the work being undertaken by other groups

= [nthelonger term, the Working Group will work towards aligning, to the extent possible,
definitions and terminology. For example, differences exist for revenue, expense, assets (e.g.,
control versus ownership) and liabilities. In addition, it will look to limit differences emerging in
the future.
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Annex II: Working Group |I: Topics/lssues. termsof reference

1. Transactions between gover nment and public cor porations
1.1 Recording of earnings

Theincome of general government from its investment in public corporationsis recorded through dividend
except for non resident public corporation. The timing of dividends does not necessarily correspond to the
occurrence of profit in public corporations. Conversely, this entails that the deficit of public corporations
does not show in government accounts when they occur. The accumulation of such lossesis financed
through ad-hoc capitd injections. Dividend and capital injection, though recorded respectively as revenue
and expense, are net worth neutral and as such doe not meet the revenue/expense criteria. Further, as
dividends and capital injections do not correspond to the timing of the underlying activity, they provide an
inexact measure of government activities, and may lead to a certain level of arbitrarinessin the time of
recording.

Current treatment

The above treatment is not consistent with that of foreign direct investment (FDI) where the profit/loss of
foreign subsidiariesisrecorded asit occurs (1993 SNA and BPM5). A FDI relationship is established with
an ownership that gives a say/influence in the management of an entity in another country (a conventional
10% threshold ownership is used). The amount of profit/loss not distributed in the form of dividendsis
recorded asreinvested earning (D.43), that is an additional financial investment. The rationale for such
treatment isthat “the decision to retain some of its earnings within the enterprise must represent a
conscious deliberate investment decision of the part of the foreign direct investors’ (SNA 1993, 7.121).

Possible changes

¢ Should the direct investment treatment of accruing earnings be extended to public corporations?
e What ownership thresholds would be most appropriate?

1.2 Funding (dividend, capital, financing)

The current treatment of income in the form of dividend makes it difficult to classify various transactions
between general government and public corporations. Public corporations frequently pay lump sumsto
government, exceeding their operating profits for the year in question (sometimes referred as
superdividends). Conversely, they can receive capital injectionsin cash or in kind (including via debt
assumption/cancellation) with no expectation of future profits. In the absence of full accrual of profits,
what should be the criteriafor classifying these transactions as financia or non-financial? While dividends
may be viewed asrevenuesif they represent past operating profits, the timing of recording such income is
an issue; thisis exacerbated when dividends also include capital gaing/losses. Asfor capital injections, they
should be expensed to the extent that they represent past or future losses, but as financial investment
otherwise.

Current treatment

The 1993 SNA records funding provided by shareholder to cover past |osses accumulated for two years or
more as capital transfer (expense) (1993 SNA 10.141). However, it is unclear what the recording iswhen
the shareholder receives a claim, such as an equity stake in exchange. Payments made to cover deficits
over less than two years are subsidies on products, that is are expensed (1993 SNA 7.78). In the case of
guasi corporations, the 1993 SNA excludes from government income large payments in excess of current
year's profit.
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The ESA 1995 manual on government deficit and debt as well as the GFSM 2001 provide the following
guidelines: dividends should not substantially exceed the income of the year, the remainder being retreated
asfinancial transactions. As for capital injections, they are (generally) booked as non-financia
transactions, even if aclaim is provided in exchange. Debt cancellation and assumption (except for three
cases, including discontinued units) are also expensed in ESA 95. However, GFSM 2001 does not
expensed systematically all debt assumption.

Possible interpretation

a.  Should the dividend/capital injections treatment of corporations be extended to quasi corporations?
Should dividends be conventionally limited to the income of the period?

b.  Should funding conventionally be expensed even when a claim is received?

2. Privatisation, restructuring agencies and SPVs
2.1 Privatisation

The government gives up control on corporations, financial or non-financial, in different ways:

- Direct privatisation: the Ministry of Finance disposes of its stake in a public corporation directly on the
market

- Indirect privatisation: an entity (public holding, public agency), managing government shares and other
equity, sellsthe shares and gives al or part of the proceeds to the government.

Other arrangements may be more complicated: the intermediate entity may securitise the shares, and make
a prepayment to the government.

Current treatment in SNA93

No recommendations are made in SNA93 for the recording of privatisation. Some are in GFSM 2001, and
ESA95 (Manual on Government deficit and debt). A general orientation should be that any flow (usually of
cash) to the government resulting from privatisation is a financial transaction: this flow should not be
viewed as an income / revenue flow, but as proceeds from the sale of financial assets. Thiswould apply to
both direct privatisation and indirect privatisation. What is basicaly involved in privatisation is a
reshuffling of assets in the balance sheet of the government (usually F.2 against F.5).

Other arrangements (securitisation etc.) may need further elaboration, but in the same global framework: a
reshuffling of assets in the balance sheet of government, and recording of the flow to government as a
financial transaction.

NB: note that, if the direct sale of a non-financial asset has an impact on the capital account and therefore
on the net borrowing / net lending of the general government, an indirect sale of non-financial asset has the
same neutral effect on the net borrowing / net lending of the general government as in the case of indirect
sde of financial assets.

Possible clarification

. Should the treatment of privatisation in the rev SNA be clarified?

4.2 Restructuring agencies, bad banks and Special Purpose Vehicles (SPV)
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Government creates specialized agencies that apparently meet the institutional unit criteria, in order to
manage the portfolio of financial assets, government real estates, impaired assets purchased in support of
distressed banks (creation of bad banks), or in the context of securitization (Special Purpose Vehicle,
which are borrowing entities). The generic issue is whether those entities are institutional units, their
sectorisation and their activities. Are they financial intermediaries or are they government?

Current treatment

Financial ingtitutions are entities that borrow on the market to acquire assets, and in the process carry out
financial transformation. Quite separately, government units engage in redistribution of wealth or in the
provision of non-market products. The SNA defines auxiliary units as entities that formally meet the
ingtitutional unit criteria. The 1993 SNA defines government.

Clarifications

. Should the financia intermediation / government delineation be clarified? How to apply the
market non-market criteriafor bad banks?

» Should the application of ancillary units treatment be extended?

3. Tax revenue
Under this heading there are three issues, all for clarification of the SNA (and convergence with IPSAS):
Issue 1. clarify the definition of taxesin the SNA

Current treatment: the SNA definition of tax is a compulsory, unrequited payment to government.

Theterms “nothing in return” are used. Thisdefinition is broadly consistent with GFSM 2001 and
with IFAC-PSC. However, clarification may be needed on borderline cases.

Possible clarification: Thereis no need of magjor changein the SNA Should the wording “ nothing
in return” be modified alongside the idea that “nothing is obtained directly in exchange”?

Issue 2: Accrual recording of taxes: clarify the time of recording and the amount to be recorded

Current treatment : Time of recording: all three guidelines (SNA, GFSM, ESA) agree on the
general principle “when the taxable event occurs’. However, they also al agree in giving some
flexibility for income tax. Thisflexibility may be interpreted differently. Amount to be recorded:
al converge on the fact that the amounts are those due but excluding tax not expected to be
collected. The exact passage between amounts due and expected to be collected differs between
the systems (see IPSAS guidelines on the tax gap issue).

Possible solutions: Thereis no need of major changein the SNA. Should the recommendation to
record the tax when the taxable event occurs be reinforced, leaving however still room for
flexibility? Should the way amounts not expected to be collected be harmonized? There are three
options proposed by the new ESA (assessed amounts adjusted by a coefficient, time adjusted cash,
capital transfer). Should they be limited to the first two?

Issue 3: Tax credits: there are no guidelines on tax creditsin the SNA. Guidelines would be useful

Other guidelines: GFSM and OECD revenue statistics converge on the recommendation that the
tax credit isto be deduced from the tax value, but that any amount exceeding the tax liability and paid by
general government should be classified as expenditure. The IFAC-PSC triesto distinguish more “tax
expenditures’ and “expenses paid through the tax system” which should be expensed.
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Possible solution: Should the principle stated by GFSM and OECD Revenue statistics be adopted
in the SNA? Should this principle be augmented by a definition of what is atax credit? Does the recording
of personal tax credits raise specific questions, compared to corporate tax credits?

4, Public/Private Sector Delineation

The definition of the public sector and the rules for identifying and classifying units to the public sector
and its sub-sectors (general government sector and public corporations) are essential to the compilation of
government finance statistics. Establishing which related governmental entities are to be included in the
public sector is problematical. This requires determining who controls each entity. Once public sector
entities have been identified it is necessary to classify them as either engaging in market or non-market
production.

In addition, there is arange of unitsfor which there islittle or no guidance in the 1993 SNA, for example,
specia purpose vehicles, joint ventures, and corporations jointly controlled by several government units or
public corporations. Consideration, clarification, and elaboration of the definitions of the public sector,
inclusive of control, and economically significant prices and more specific guidance on classification of
units would be useful.

Current treatment

The public sector consists of the general government sector plus resident government-controlled entities,
known as public corporations, whose activity isto engage in market activities. The general government
sector consists of all resident government units and all non-market nonprofit institutions that are controlled
and mainly financed by government units. Prices are said to be economically significant when they have a
significant influence on the amounts the producers are willing to supply and on the amounts purchasers
wish to buy.

Possible changes

» Should there be more convergence (which seems feasible) in the definition of control between the
statistical guidelines and the International Public Sector Accounting Standards?

» Should the SNA provide clarification and elaboration of the definition of economically significant
prices?

» Should the SNA provide more specific guidance on the classification of units? (seeissues 4.2 on
privatization)

5. Contingent assets and guar antees

Guarantees provided by governments may sometimes have a substantial market value (that isif they are
likely to be called). Itisaconcern that government may carry out substantial subsidizing schemes that
would remain unaccounted for until settlement. To the extent that guarantees are likely to be called, one
issue is the time of recording. Should they be accounted for (expensed) at the time the guarantees are
provided (in the form perhaps of an insurance service or of a derivative) or only when called. It should be
noted that guarantees are one form of contingent assets and that contingent assets are not recognized in the
balance sheet.

Current treatment

Item 11.4 Minutes Task Force Meeting February 2004
PSC Buenos Aires March 2004



page 11.19
The 1993 SNA does not generally recognize contingent assets and liabilities, including guarantees. At the
time the guarantees are called, SNA 93 records a capital transfer (GFSM 2001 could at times record a
financial transaction for called guarantees on credit of public corporation).

Possible changes

»  Should guarantees be expensed before time of call? Should it be at time of grant or spread over the
lifetime of the guarantee?

»  Should the treatment follow afinancial derivative treatment or come closer to insurance?
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TASK FORCE ON HARMONISATION OF PUBLIC SECTOR ACCOUNTS: LIST OF PARTICIPANTS

9 February 2004 - 11 February 2004

Allemagne / Germany

Mr. Albert BRAAKMANN
Head
German Federal Statistical Office

national income, general government, external economic

transaction Division
Gustav-Stresemann-Ring 11

65180 WIESBADEN

Tel : +49-611-752529

Fax : +49-611-753952

Email : Albert.Braakmann@destatis.de

Australie / Australia

Mr. Peter HARPER

Head (First Assistant Statistician)
Australian Bureau of Statistics
Economic Accounts Division

45 Benjamin Way

BELCONNEN ACT 2617

Tel : +61.2.6252.6035

Fax : +61.2.6253.8045

Email : peter.harper@abs.gov.au

Mr. Brett KAUFMANN

Assistant Secretary

Department of Finance and Administration
John Gorton Building

King Edward Terrace

2600 CANBERRA

Tel : +61 2 6215 3158

Fax : +61 2 6215 3268

Email : brett.kaufmann@finance.gov.au

Mr. Robert KEYS

Senior Project Manager

Australian Accounting Standards Board
PO Box 204

Collins Street West

8007 VICTORIA

Tel : +61 3 96177624

Fax: +61 396177674

Email : rkeys@aasb.com.au
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Autriche / Austria Mr. Walter STUBLER
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Macro-Economic Directorate

Hintere Zollamtstrasse 2b

A-1033 VIENNA

Tel : ++43/1/711 28-7720

Fax : ++43/1/711 28-8145

Email : walter.stuebler@statistik.gv.at

Belgique / Belgium M. Joseph LIBENS

Chef de Division

Banqgue Nationale de Belgique

Division Comptes Nationaux - Département Statistique Générale
Boulevard de Berlaimont, 14

B 1000 BRUXELLES

Tel :

Fax :

Email : Joseph.Libens@nbb.be
Corée / Korea Mr. Sung-Jong CHO

Director General

The Bank of Korea

Economic Statistics Department
3 Ga, Namdaemoon-Ro,
Jung-Gu

100-794 SEOUL

Tel : 822 759 4311

Fax : 822 759 4449

Email : sjcho@bok.or.kr

Danemark / Denmark Mr. Martin RASMUSSEN
Statistics Denmark
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2100 COPENHAGEN

Tel :

Fax :

Email : mra@dst.dk

Etats-Unis / United States Mr. Robert KILPATRICK

Fiscal Economist

US Office of Management and Budget
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WASHINGTON D.C.

DC 20503

Tel : +1 202 395 3667
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Chief, Government Division

Bureau of Economic Analysis (BE-57)
US Department of Commerce

1441 L Street, N.W.

WASHINGTON, D.C. 20230
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Tel : +1 202 60609778

Fax : +1 202 606 5320
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M. Jean-Marie SAUNIER
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Fax : +01 41 17 60 98

Email : iean-marie.saunier@insee.fr

Gréce / Greece

Mr. loannis ARGYRIS

Head of State Accounts Department
Ministry of Economy and Finance
General Accounting Office
Amerikis 6

GR-106 71 ATHENS

Tel : +210 333 86 28

Fax : +210 333 86 76

Email : iargyris@mof-glk.gr

Mr. Vasilis GIDARIS

Official of the General Accounting Office
Ministry of Economy & Finance

Budget & Recording Division
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101 65 ATHENS

Tel : +210 33384 73

Fax : +210 333 82 06
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Accounts Department
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Hongrie / Hungary

Ms. Gizella CSONKA
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Ministry of Finance

Directorate for Fiscal and Financial Policy Affairs

Jozsef nador tér 2/4

H-1051 Budapest

Tel : +36 1 327 2374

Fax : +36 1 327 5915

Email : gizella.csonka@pm.gov.hu

Japon / Japan

Mr. Yasuhisa FUJISHIRO

Economic and Social Research Institute
Cabinet Office

Department of National Account
National Expenditure Division

3-1-1, Kasumigaseki, Chiyoda-ku
TOKYO

Tel : + 81 3 3581 0967

Fax : + 81 33581 0716

Email : yasuhisa.fujishiro@mfs.cao.go.jp

Nouvelle-Zélande / New Zealand

Mrs. Tracey MCCARRON

Statistics New Zealand

Privte Bag 4741

CHRISTCHURCH

Tel : +643 964 8959

Fax : +643 964 8999

Email : Tracey.McCarron@stats.govt.nz

Mr. Steve LEITH

Principal Advisor

The Treasury

1 The Terrace, P.O.Box 3724
WELLINGTON

Tel.: +64 4 471 5254

Fax: +64 4 499 0992

E-mail; steve.leith@treasury.govt.nz

Mr. Ken WARREN
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The Treasury

P.O.Box 3724

Wellington

Tel : +64 4 471 5128
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République Tchéque / Czech Ms. Ludmila VEBROVA
Republic Czech Statistical Office

Financial, Government and Non-profit Institutions Statistics Dept
Na Padesatem 81

100 82 PRAGUE 10

Tel : +420 274 051 111

Fax: +

Email : vebrova@gw.czso.cz

Royaume-Uni / United Kingdom Mr. lan CARRUTHERS

Head of Whole of Government Accounts Programme
HM Treasury

1 Horse Guards Road

London

SW1A 2HQ

Tel : +44 20 7270 4502

Fax : +44 20 7270 4545

Email : ian.carruthers@hm-treasury.x.gsi.gov.uk

Mr. Graham JENKINSON

Office for National Statistics
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LONDON

SW1V 2QQ

Tel : +44 20 7533 5994

Fax : +44 20 7533 6023

Email : Graham.jenkinson@ons.gov.uk

Mr. Michael ROMBERG
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Public Services Directorate

HM Treasury

1, Horse Guards Road
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Td.: +44 207270 4789

Fax: +44 20 7270 4980

E-mail: Michael.Romberg@hm-treasury.x.gsi.gov.uk

Suéde / Sweden Ms. Kristina LUNDQVIST

Head, Accounting Development Unit
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P.O. Box 45316

SE-104 30 STOCKHOLM

Tel : 00 46 8 690 45 05

Fax : 00 46 8 690 41 05
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M. Denis BESNARD

European Commission
EUROSTAT
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Batiment Jean Monnet
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Luxembourg

Tel : +(352)4301 35 282

Fax : + (352)4301 32 929

Email : Denis.Besnard@cec.eu.int

Mr. Jeff GOLLAND
European Central Bank
GEFS, room 1328
Eurotheum

Neue Mainzer Strasse 66-68
60311 Frankfurt

Germany

Tel : + 49 69 1344 8425

Fax : + 49 69 1344 7637
Email : jeff.golland@ecb.int

Mr. Reimund MINK
Advisor

European Central bank
Kaiserstrasse 29

60311 Frankfurt

Germany

Tel : + (49)69 1344 7639

Fax : + (49)69 1344 7637

Email : reimund.mink@ecb.int
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M. Philippe ADHEMAR
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Conseiller maitre
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F-75001 PARIS

Tel : +33 (0)1 4298 9507
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Mr. Paul SUTCLIFFE

Technical Director

Public Sector Committee

International Federation of Accountants
1302/530 Little Collins Street

3000 Melbourne

Australia

Tel : +61 39909 76 77

Fax : +61 399 09 76 69

Email : Psutcliffe@ifac.org

Banque Mondiale / World Bank

Mr. lan MACKINTOSH

Manager, Financial Management, South Asia
The World Bank

MC 10-209

1818 H Street

Washington D.C.

DC 20433

United States

Tel : +1 202 473 1150

Fax : +1 202 477 6050

Email : imackintosh@worldbank.org

Fonds Monétaire International (FMI) /
International Monetary Fund (IMF)

Mr. Philippe de ROUGEMONT
INTERNATIONAL MONETARY FUND (IMF)
700 19th Street, N.W.

Washington, D.C. 20431

United States
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Fax : + 202 623 6012

Email : pderougemont@imf.org
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Senior Economist
International Monetary Fund
Statistics Department

700 19th Street, NW
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United States

Tel : 00 1 202 6238010
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Email : bgruber@imf.org
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United States
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INTERNATIONAL MONETARY FUND (IMF)
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United States
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OCDE / OECD
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DIFFERENCES: IPSASs, GFSM 2001 AND ESA 95/SNA (as at 25 February 2004)
WORKING GROUP 10F THE TFHPSA

MATRIX
COMPARISON OF IPSASs, GFSM 2001 AND ESA95/EM GDD/SNA (as at 5 March 2004)

The attached Matrix was developed for consideration at the February 6-7, 2004 meeting of
Working Group | of the Task Force on Harmonization of Public Sector Accounting
(TFHPSA). It has been amended to reflect the decisions at that meeting (February 2004) and
isintended to provide input to the work of various Groups that are working on or are
encouraged to work on GAAP/GFSM 2001 (ESA95/EMGDD/SNA) convergence issues
including the International Federation of Accountants Public Sector Committee (IFAC PSC),
Working Group |1 of the TFHPSA and the OECD Canberra |l Group.

The Matrix identifies alist of current differences between International Public Sector
Accounting Standards (IPSASs) and Government Finance Satistics Manual 2001 (GFSM
2001) (and European System of Accounts (ESA95)/ESA95 Manual on Government Deficit
and Debt (EMGDD)/System of National Accounts (SNA)) and proposes a possible process by
which the differences could be addressed.

The Matrix categorises the differences and identifies the consequences of those differences.
The sequence of the categories broadly reflects the decision process adopted in devel oping
financial reports for an entity. First the boundary of the entity isidentified (category 1), then
decisions are made about definition and recognition (categories 2, 3, 4 and 6), and
measurement (categories 5 and 6), and finally presentation (categories 7 and 8). The
categories are:

1.  Thescope of the entity and sector reporting. This category relates to the boundary
of the entity that is the focus of each framework and the consequences for
consolidations/accounting for controlled entities and disclosures about sectors.

2. Ownership relationships. This category relates to how each framework treats the
relationship between a reporting entity and its owners and how ownership interests
are measured.

3. Recognition of assets versus expenses. This category relates to the capitalisation
policies adopted under each framework.

4.  Recognition versus non-recognition by a counterparty/symmetry (recognition of
liabilities). This category relates to the emphasis each framework places on the
importance of the accounting by a counterparty in determining the accounting by a
reporting entity.

5. Measurement of assets and liabilities. This category relates to the measurement
bases adopted under each framework.

6. Financia instruments. This category relates to how each framework treats financial
instruments and is considered to be appropriate as a category in its own right given
the significance of accounting for financial instruments under the respective
frameworks.

7. Timeseries. Thiscategory relatesto how each framework treats the current
reporting period relative to prior reporting periods, and therefore the time periodsin
which items are recognized/presented (that is, the reporting periods to which items
are attributed).

Item 11.6 Matrix of Differences
PSC Buenos Aires March 2004




page 11.36

8.  Financial statements (for the reporting entity and/or sectors thereof). This category
relates to the form and content of the financial statements published under each
framework, identifying the conceptual similarities between the frameworks. This
category mainly relates to performance reporting and, in particular, to issues
surrounding reporting of comprehensive result and its split into transactions/other
economic flows and the significance this issue has for convergence. Because of the
size of this category, it has been sub-categorized to distinguish between those items
whereit is expected that GAAP and GFSM 2001 will align and those items where it
is not expected that GAAP and GFSM 2001 will align without further work being
done.

The convergence processes proposed in the Matrix take into account the fact that IPSASs
issued by the International Federation of Accountants (IFAC) Public Sector Committee (PSC)
currently alow aternative treatments in certain circumstances. The Matrix reflects the view
that if compliance with one of the optionsin the IPSASs aligns with the GFSM 2001
treatment, then convergence is achieved.® However, in certain circumstances, consistent with
aview that accounting standards generally should not provide options and to strengthen
convergence, it is proposed that some IPSASs are amended to remove non-GFSM 2001
options.

Consistent with the evolving and ongoing nature of the Project, two further categories have
been included:

9.  Terminology and definitions; and
10. Certain items considered and found not to, or not expected to, be a cause of a
difference.

Category 9 can be expanded as needed, and will facilitate the identification of a process for
ongoing longer term convergence of GFSM 2001 and IPSASs. Category 10 will ultimately be
ableto be deleted. However, at this stageit is useful to keep it asit provides an “historical
trail” to the evolving Matrix. Asthe Working Group works through the issues and
convergence issues are resolved they will be classified to category 10 as an historical record.
This process has aready commenced, and the original issue numbers have generally been
retained.

Because it is difficult to categorise certain issues definitively, the Matrix provides alimited
number of cross-references to other related categories/issues, acknowledges links to topics
being considered by Working Group |1 of the TFHPSA (which is comparing GFSM 2001 and
SNA) and related papers, and the OECD Canberra |l Group.? For background information,
reference is a'so made to relevant issues papers developed for the Australian project on
GAAP/GFSM 2001 Convergence.’

! For example, IPSAS 16 “Property, Plant and Equipment” requires property, plant and equipment to be

measured at cost or fair value. If an entity adopts cost, that would not aign with the GFS requirement to
measure such assets at market value. However, adoption of the fair value option in IPSAS 16 would
broadly align with GFS (to the extent that fair value equals market value).

Working Group Il and the OECD Canberrall Group are referred to in the seventh dot point on the next
page of this paper — see a so the paragraph following the dot points.

The issues papers were prepared by the Australian Heads of Treasuries (HOTSs) Accounting and Reporting
Advisory Committee (HOTARAC) and submitted as input to the Australian project on GAAP/GFS
Convergence being progressed by the Australian Accounting Standards Board. The first HOTARAC
submission was provided as an agenda paper at the October 2003 meeting of the Steering Group of the
Item 11.6 Matrix of Differences
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The identification of a“convergence process’ for each difference noted in the Matrix has
been proposed (in the last column). Thisis predicated on the expectation that neither
framework could adopt the other framework in its entirety and still achieve its objectives
(accountability and decision making by the entity for IPSASs, and macroeconomic analysis
for the sectors of government and their impact on the economy for GFSM 2001 and ESA95).
However, it isrelevant to note that full convergence could be achieved by IMF agreeing that
GFSM 2001 should be amended to align with IPSASs, or by PSC agreeing that IPSASs
should be amended to alow genera purpose financial statements to be prepared for the
General Government Sector (as defined by GFSV 2001) and for them to be exempted from
complying with current IPSASs (including IPSAS 6 “ Consolidated Financial Statements and
Accounting for Controlled Entities”), and instead to require compliance with GFSV 2001.
An approach of continuing to adopt IPSASs for general purpose financial reports of
governments with disclosures of related information prepared on a GFSM 2001 basis could
also be contemplated as a mechanism to enhance convergence.

The proposed tentative “ convergence process’ for each issue within each broad category
could generally be described as:

» Clarification by the International Monetary Fund (IMF) of GFSM 2001;

» Clarification by PSC of IPSASS,

* IMFto amend GFSM 2001;

» PSC to amend IPSASs;

* The Advisory Experts Group (AEG)/Inter-Secretariat Working Group on National
Accounts (ISWGNA) to amend SNA;

* |ASB to amend IASYIFRSs;

» Refer theissue to another Group or Groups (OECD Canberrall Group, Working
Group Il of the TFHPSA, various Electronic Discussion Groups [EDGS));

» Retain the difference, possibly to be disclosed as areconciling item; or

» No further action required.

The progress that will be made on the issues that are proposed to be referred to another Group
or Groups will depend on the work programs and the relative priorities of those Groups.* A
summary of the work being undertaken by these other Groups s provided in Section A of
Annex | (Sections B and C of Annex | provide some detail of the topics being considered by
certain Groups).® It is anticipated that the deliberations of those Groups will help resolve
some current differences. Until then, these differences will remain, possibly to be disclosed

TFHPSA. A subsequent submission (which included supplementary materia relating to some of the key
issues raised in the earlier submission, together with material relating to certain additional issues) was
considered at the December 2003 AASB meeting. Two Consultation Papers, based on the HOTARAC
work, have been issued by the AASB for comment by a Project Advisory Panel by 31 January 2004. The
Consultation Paperstogether with the HOTARAC papers are available at www.aash.com.au. AASB staff
have commenced collating comments on the Consultation Papers.

A summary of the convergence work that is being encouraged to be undertaken by various Groups, whether

individually or in combination, is provided in Annex |1 to the Matrix. The Tablein Annex Il focuses on

each Group rather than on each convergence issue. It isaworking draft that has extracted information from
the Matrix.

5 Theligt of topicsisadraft list as at late 2003. The ISWGNA isto update the list to reflect the outcomes of
the February 2004 AEG meeting. Section A of Annex | aso provides an overview of the process being
adopted by ISWGNA in reviewing the SNA.
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asareconciling item.® Fundamental differences between IPSASs and GFSM 2001 will mean
that some reconciling differences will remain. The PSC is encouraged to consider the work of
the International Accounting Standards Board (1A SB), Organisation of Economic
Cooperation and Development (OECD) Canberra Il Group, Working Group Il of the
TFHPSA and the EDGs and to participate in that work as far as appropriate and possible (and
viceversa). Similarly, the IMF and Eurostat are encouraged to participate in PSC work as
observers on the PSC (as they currently are) and in PSC Steering Committees on specific
projects asis appropriate (again as currently occurs).

The focus of the Matrix is on the differences that currently exist between IPSASs’ and GFSM
2001. The Matrix aso includes a column on ESA95/EMGDD/SNA, noting the issues where
ES95/EMGDD/SNA differ from GFS and where additional guidanceis available. The column
facilitates consideration of the implications of such differences.

Asthe project progresses, it would be desirable to identify a strategy for not only
reducing/removing the current differences but to also ensure that further differences do not
emergein the future. One strategy for achieving this might be to consider the existing
definitions for the elements of financial statements (assets, liabilities, revenues and expenses)
and other key definitions (such as transactions and other economic flows) with aview to
aligning those definitions in the respective frameworks, even if the differences in the wording
of the definitions do not currently cause a difference between the two frameworks. Category
9 “Terminology and definitions’ of the Matrix will help facilitate this.

It would be arguably premature at this stage of the harmonization process to devel op areconciliation

statement.

7 Where |IPSASs are referred to in the Matrix, the issue date of the IPSAS isidentified. References are also
made to |ASB standards, and the versions of those standards are also identified. Given the ongoing
amendments to accounting standards (and IASB standardsin particular) it will be necessary to review the
Matrix on aregular basis. For example, the Matrix may need to be amended to reflect i ssues from the
recently reissued IAS 32 and IAS 39.
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List of Acronyms

AASB Australian Accounting Standards Board

AEG Advisory Experts Group

COFOG Classification of the Functions of Government

EDG Electronic Discussion Group

EMGDD European Manua on Government Deficit and Debt

ESA European System of Accounts

GAAP Generally Accepted Accounting Principles

HOTARAC Australian Heads of Treasuries Accounting and Reporting Advisory
Committee

HOTs Australian Heads of Treasuries

IASs International Accounting Standards (issued by the |ASB)

|ASB International Accounting Standards Board

IFAC PSC International Federation of Accountants Public Sector Committee

IFRSs International Financial Reporting Standards (issued by the |ASB)

IFRIC International Financial Reporting Interpretations Committee

IMF International Monetary Fund

| PSASs International Public Sector Accounting Standards (issued by IFAC PSC)

ISWGNA Inter Secretariat Working Group on National Accounts

IVSC International Valuation Standards Committee

OECD Organisation of Economic Cooperation and Devel opment

ONS Office of National Statistics, United Kingdon

PFC Public Financial Corporations

PNFC Public NonFinancial Corporations

SNA System of National Accounts

TFHPSA International Task Force on Harmonization of Public Sector Accounting

ulG Australian Urgent Issues Group
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)

1: THE SCOPE 1.1 |(a@) Reporting entity  [(a) Reporting entity isanindividual |(a) A statistical unit isthe Same as GFSM 2001 The IPSAS notion of Government Business Enterprises broadly
OF THE ENTITY entity or agroup of entitiescalled an  |institutional unit, i.e. an (economic) corresponds to the GFMS 2001 notion of public corporations.
AND SECTOR (b) Sector reporting  |economic entity, e.g., whole of entity that is capable, in its own right,
REPORTING (particularly GGS  |government. For financial reporting  [of owning assets, incurring liabilities, Conver gence process:

reporting) purposes, an economic entity isa and engaging in economic activities In resolving these issues, PSC could be initially asked to give

(c) Accounting for
controlled entities

group of entities comprising the
controlling entity and any controlled
entities. (IPSAS 1 issued May 2000)
Therefore, the scope of areporting
entity is determined by the notion of
control.

Whole of government reporting is the
reporting for the economic entity

and in transactions with other entities.
(GFSM para. 2.11) The reporting
entity may be an institutional unit or a
group of institutional units. The scope
of the reporting entity is not
necessarily determined by the notion
of control.

(b) Thetotal economy of a country

"whole of government" (for example, alcan be divided up into sectors. A

central government, a state
government, a territory government or
alocal government) prepared on afull
consolidation basis. A whole of
government report prepared for, for
example, acentral government of a
country is not the total public sector
for that country to the extent that other
levels of government are not controlled
by the central government.

Gover nment Business Enter prises
(see Issue 9.1(d)) are subject to IASB
standards rather than IPSASs.

A segment is adistinguishable activity
or group of activities of an entity (see
Issue 8.1(c) re aigning thiswith

GFSM 2001 functional classifications)
for which it is appropriate to separately|
report financial information in a note
to the general purpose financial
statements.

(b) 1PSASs do not currently explicitly
address sector reporting.

(c) Consolidation: thefinancial
statements of the controlling entity and
its controlled entities are combined on
aline-by-line basis by adding together
like items of assets, liabilities, net

sector is agroup of institutional units
that are resident in the economy. The
5 sectors are: general government,
nonfinancial corporations, financial
corporations, nonprofit institutions
serving households, and households.
The public sector (for the whole
economy or a particular government’s
jurisdiction) consists of the general
government sector, public nonfinancial
corporations (PNFC)and financial
corporations (PFC) subsectors. The
general government sector and
nonfinancial public corporations can
be consolidated to get the nonfinancia
public sector. (GFSM Chapter 2)

(c) Consolidation involves the
elimination of all transactions and
debtor-creditor relationships that occur
among the units being consolidated.
(GFSM paras. 3.91-3.94)

consideration to the following questions:

Issue (a) and its consequence for Issue (C) gives rise to the following:

IsaGGS (as defined by GFSM 2001) within a particular
jurisdiction an entity for which a general purpose financial
statement could be prepared?
If ageneral purpose financial statement could be prepared for
aGGS, should it be exempted from fully consolidating all
controlled (resident or non-resident) entities?
If it were to be exempted from full consolidation, how should
“investmentsin controlled entitiesin other sectors” be
measured (initially recognized amount, fair value, proportion
of recognized net assets of the investee, equity accounting,
some other basis)?
In addition to the “partial consolidation” question, a subsequent
question to be addressed will be whether the GGS genera
purpose financial statements should be prepared on the basis of
IPSAS principles or GFSM 2001 principlesin relation to the
other issues identified in this Matrix and, if in accordance with
GFSM 2001, whether the financial statements can be issued as
“in accordance with IPSASs”. The answer to this question will
depend on the outcome of the other issues identified in broad
categories 2 to 10.
How should other sectors/subsectors of the public sector be
treated?

Issue (b) and its consequence for Issue (c) gives rise to the following,
irrespective of whether a GGS (as defined by GFSM 2001) is permitted to
prepare a general purpose financial statement on a“partial consolidation”

basis:

If a general purpose financial statement is prepared for the
whole of government (as defined by IPSASs), should
disclosures relating to financia information about the GGS (as
defined by GFSM 2001) gpplicable to that government be
required/encouraged/allowed to be madein that statement?

If so:

. what prominence should it be given in whole of
government fully consolidated genera purpose financia
statements?

. should a GGS asset “investment in controlled entitiesin
other sectors” be required to be disclosed?
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
assets/equity, revenue and expenses. . if “investment in controlled entitiesin other sectors” is
Balances and transactions between disclosed, how should it be measured (initially
entities within the economic entity and recognized amount, fair value, proportion of recognized
resulting unrealized gains are net assets of the investee, equity accounting, some other
eliminated in full. Unrealized losses basis)?
resulting from transactions within the Aswith Issue (a) above, in addition to the “partial
economic entity should also be consolidation” question, a subsequent question to be
eliminated unless cost cannot be addressed will be whether the GGS information should be
recovered. (IPSAS 6 issued May 2000, prepared on the basis of IPSAS principles or GFS principles.
paras 39 and 41) The answer to this question will also depend on the outcome

of the other issuesidentified in this Matrix.
. How should other sectors/subsectors of the public sector be
treated?
. Where the GGS comprises different tiers of government, such
as central, state, and local governments, should a
disaggregation be provided?

In relation to the more general question of the scope of the entity, PSC
and ISWGNA could consider developing common tests of control with a
view to deriving acommon view on what is included in the public sector
and the GGS. This work should link to any work undertaken by the IASB
on control.

ESA95 and GFSM 2001 definitions of the general government and public
corporations are taken from the SNA93 so they are the same. However,
ESA95 have developed some rules, for example, for corporations. ESA95
and GFSM 2001 guidance on how the General Government boundary is
defined should be aligned. It would aso be useful to agree on principles
for allocation between Central Government, State Government, and Local
Government/Public Corporations.

Summary:
Information about a GGS provides useful information for users of general
purpose financial statements.

To facilitate convergence, PSC could consider allowing voluntary
disclosure of financial information about the GGS (as defined by
SNA/GFSM 2001) for a particular jurisdiction to be disclosed in whole of
government general purpose financial statements with “investment in
controlled entitiesin other sectors’ disclosed and measured at the
government’s proportional interest in the net assets of the other sectors (to
the extent that the net assets of the other sectorsis accepted by GFSM
2001 as the market value of those other sectors — see Issue 2.2). This
would enable GGS stand-alone financial information to be extracted from
the fully-consolidated general purpose financial statements, thereby
facilitating substantial progress towards convergence.

Accordinaly, IPSASs could encourage disclosure of GGS information
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Broad Category

Issue
No.

Issue

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

(and specify the disclosures where the encouragement is adopted) and
further encourage disclosures about other sectors (financial and non-
financial separately) and the subsectors of general government in a
manner similar to the GGS information.

Link to Working Group Il of the TFHPSA (WGl 1):

In relation to consolidation, consolidation is not used in the SNA.

In relation to the boundary of the GGS and the public sector, WGII is
considering issues relating to the demarcation between GGS and other
public sector entities and between public sector and private sectors (WGI|
Topic 4). In considering these issues, WGII should have regard to the
GAAP notion of control.

In relation to the measurement of “investments in controlled entities”,
WGII is considering issues relating to adopting the accrual of earnings
approach (“reinvested earnings” and dividends) to accounting for such
investments (WGII Topic 1), which broadly equates to the equity method.

(HOT s technical paper “ Consolidations” and the HOT' s conceptual
paper “ Budget (ex-ante) reporting framework” ).
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
2: OWNERSHIP 2.1 |Outside equity interest |Minority interests are "that part of the |For public sector corporations, outside [Same as GFSM 2001 Conver gence process:

RELATIONSHIPS

net surplus (deficit) and of net
assets/equity of a controlled entity
attributable to interests which are not
owned, directly or indirectly through
controlled entities, by the controlling
entity." (IPSAS Glossary) They are
recorded as net assets/equity

equity interests are recorded in the
same way as the equity interests of
general government. They are
recorded as aliability of the
corporation under "shares and other
equity . ( GFSM para. 10.35)
Therefore, GFSM 2001 adopts what is
commonly referred to as an entity
view.

Reconciliation (because GFSM 2001 recognizes it as a liability; whereas
IPSASs recognize it as equity).

Link toWGII:
WGII (Topic 1) Government transactions with public corporations.

(HOT s technical overview paper “ Issue 5.4” re minority interests.)

2.2 |Calculation of net Net worth is not defined in the Net worth equals total assetsminus ~ [ESA95 Debt and Deficit |Conver gence process:
worth/measurement of |IPSASs. Net assets/equity are defined [total liabilities. For public corporations|Manual (EMGDD) Reconciliation (because there is a potential difference between IPSAS net
equity and as “the residual interest in the assets of |total liabilities includes shares and providesrulingsonthe |assets and GFS net worth in the PNFC and PFC sectors — GFSM 2001
contributions from the entity after deducting all its other equity. (GFSM para. 4.52) treatment of capital effectively treats shares/contributed capital as aliability, and measures
owners for commercial |liabilities” and is not affected by the injections. [and remeasures] it at current value [determined as assets less liabilities
government operations |market value of the entity’s equities.  |Contributions from owners may be by for unlisted entities and at market value of shares for listed entities —and
way of (1) acquisition of publicly therefore there may be a negative net worth] whereas GAAP treatsit as
Contributions from ownersinclude  [traded shares, (2) additions to the equity and measures it at its originally recognized amount [that is, it is not
certain transfers between two entities  [funds and other resources of quasi- subject to remeasurement]).
within an economic entity. corporations, including in-kind
Contributions from owners, intheir  [transfers of non-financial assets Also, it would be appropriate to align GFSM 2001 and |PSASs guidance
capacity as owners, to controlled (treated as purchases of shares and on when an item is a contribution from owners rather than revenue (see
entities are recognized as a direct other equities by the owner of the discussion in PSC ITC on non-exchange revenue). See also Issue 6.1(a),
adjustment to net assets/equity only  |quasi-corporation), (3) regular debt assumption.
where they explicitly giveriseto transfers to quasi-corporations to cover
residual interestsin theentity inthe  |persistent operating deficits (treated as Link to other issues:
form of rights to net assets/equity. subsidies), (4) advance of fundsto Issue 2.1, because net worth, in aggregate, effectively includes any
(IPSAS 1 definitions of expenseand  |create a new enterprise (treated as outside equity interests.
distributions to owners and paras. 114- [purchase of equity) (GFSM paras. Issue 9.1(i) re net worth terminology.
118). 9.35-9.37)
(HOT s technical paper “Issue5.2” rereduced net worth for commercial
PSC’s Non-Exchange Revenue gover nment oper ations)
Steering Committee has issued
(January 2004) an ITC on Revenue
from Non-Exchange Transactions
(Including Taxes, Transfers and
Grants), and notes the significance of
distinguishing revenue from
contributions from owners. It
concludes that owner entities should
formally designate whether
contributions to controlled entities are
contributions from owners (para 2.6, 4
December 2003 draft)
2.3 |(a) Distributions (a) & (b) Dividends to holders of (@ & (b) When payments are (a) & (b) EMGDD The GAAP and GFSM 2001 treatments of dividends are consistent with

payable to owners

financial instruments classified as

received from public corporations, it

provides rulings on the

the GAAP trestment of outside equity interests and the GFSM 2001
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
as holders of equity|equity instruments are treated as can be difficult to decide whether they |treatment of dividends. |treatment of outside equity interests and calculation of net worth
instruments distributions to owners, that is, asan  |are dividends or withdrawals of equity. respectively.

(b) Distributions
receivable from
controlled entities

alocation of profits/results, not as an
expense (IPSAS 15, issued December
2001, para 36). The treatment of
dividends does not change depending
on their funding source. That is, there
is consistent treatment regardless of
the sector status of the entity paying
the dividend or the source of profits,
from which itispaid. (IPSAS 1 paras.
113, 115, and 118)

Distributions to owners may be by way
of (1) dividends or withdrawals of
income from quasi-corporations or (2)
withdrawals of equity. Dividends are
payments a corporation makes out of
its current income, which is derived
from ongoing productive activities.
Distributions of proceeds from

privati zation receipts and other sales of
assets (GFSM para. 9.38) and large
and exceptional one-off payments
based on accumulated reserves or
holding gains are withdrawals of
equity rather than dividends. (GFSM
para. 5.87)

Dividends are recorded either on the
date they are declared payable or, if no
prior declaration occurs, on the date
payment is made. (GFSM para. 5.85)
\Withdrawals from income of quasi-
corporations are conceptualy
equivalent to dividends and are treated
the same way. All such withdrawals
are recorded on the date payment
actually occurs.

(a) Convergence process:

This Issueis to be addressed by WGII, which may conclude that all
distributions to owners should be treated as return of equity (however, this
will have implications in terms of symmetry with the treatment of
dividends by recipients). Depending on the outcome of WGI|, there may
be aneed for reconciliation (if GFSM 2001 continues to expense the
distributions; becauseit is likely that IPSASs will continue to treat them
as adirect reduction of net assets/equity).

(b) Convergence process:

Reconciliation may be required. PSC could develop guidance on
distinguishing dividends from return of contributed capital and in so
doing consider the GFSM 2001 principles for distinguishing between
dividends and withdrawal of equity. (However, return of contributed
capital isanarrower notion than withdrawal of equity).

In relation to performance reporting (see broad category 8), both PSC and
GFSM 2001 would regard dividends from controlled entities as a
transaction, and therefore no difference arises, subject to the following.
From a GFSM 2001 perspective, if total current income would be
recorded when earned, not just when it is distributed (the “reinvested
earnings’ approach), payments to owners would always be a withdrawal
of equity. Accordingly, the owner would record itsinvestmentin a
controlled entity in the same way asis done for foreign direct investment
in the balance of payments and national accounts. Property income would
include the investor’s portion of the earnings of the controlled entity. The
offsetting entry would be an increase in investment in the controlled
entity. When adistribution is made, the entries would be areduction in
this investment and an increase in cash.

Link toWGII
WGII is considering issues relating to accounting for the earnings of
controlled entities (WGII Topic 1).

Link to other issues:
Issue 5.8 investment in associ ates.

(HOT s technical papers*Issue5.1" redistributions payable to owners,

and “ Issue 7.2" redistributions receivable from controlled entities.)
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
3 PSC defines assetsand expensesas ~ |GFSM 2001 para 7.4 defines assets as |Same as GFSM 2001, but
RECOGNITION follows: economic assets over which ownership|ESA95 does not use the
OF ASSET VS rights are enforced and from which term “expense” (athough
EXPENSE “ Assets are resources controlled by an |economic benefits may be derived by |it adopts the same ideas)
entity as aresult of past events and their owners by holding them or using
from which future economic benefits  |them over aperiod of time. Para6.1
or service potential are expected to defines expense as a decrease in net
flow”. worth resulting from a transaction
(which isdefined under issue 8.1 in
“ Expenses are decreases in economic  [this matrix)
benefits or service potential during the
reporting period in the form of
outflows or consumption of assets or
incurrence of liabilities that result in
decreases in net assets/equity, other
than those relating to distributions to
owners’.
PSC’s asset recognition criteriaare:
« |t is probable that future economic
benefits or service potential
associated with the asset will flow
to the entity; and
» Thecost or fair value of the asset
to the entity can be measured
reliably.
3.1 |Costs associated with: |(a) and (b) No IPSAS (a) Goods and services used for Same as GFSM 2001 OECD Canberrall Group is considering topics relevant to Issue 3.1 (see,

(8) Research and
development

(b) Intangible assets
(i) computer software

(i) other intangible
fixed assets

IASB: The relevant standard isIAS 38|
Intangible Assets (issued July 1998)
which requires that all costs on
research be recognized as an expense
when it isincurred, and contains
detailed rules for the treatment of costs
in the development stage.

Development costs are capitalised
under certain circumstances.

Subsequent costs on an intangible asset]
after its purchase or completion should
be recognized as an expense when it is
incurred unless: (@) it is probable that
this costs will enable the asset to
generate future economic benefitsin
excess of its originally assessed

research and development are treated
as use of goods and services, i.e. asan
expense, rather than as acquisitions of
intangible fixed assets even though
some of them may bring benefits for
more than one year (GFSM para.
6.24).

(b) Intangible fixed assets consist of
mineral exploration; computer
software; entertainment, literary, and
artistic originals; and miscellaneous
other intangible assets. To quaify asa
fixed asset, the item must be intended
for usein production for more than
one year and its use must be restricted
to the units that have established
ownership rights over it or to units

standard of performance; and (b) the

licensed by the owner. Outlays on

for example, Topics 10, 25, 26 and 28 in Annex 1). This might conclude
that instead of expensing all R& D, more (if not all) R&D should be
capitalised.

Conver gence process:

(a) & (b) PSC action: consider appropriateness of IAS 38 for the public
sector and encourage OECD Canberra |l Group to work with the IASB
(and encourage SNA/PSC to adopt the same recognition criteria).
Reconciliation may be necessary, to the extent that GFSV 2001 expenses
and |PSASs capitalise, or GFSM 2001 capitalises and IPSASs expense.
(A difference between GFSM 2001 and IPSA Ss may remain due to the
asset recognition criteriain IPSASs — although see Issue 9.1(j)).

(HOT s technical paper “Issue4.5")
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
costs can be measured and attributed to|research and development, staff
the asset reliably. If these conditions |training, market research, and similar
are met, the subsequent expenditure  |activities are treated as expense.
should be added to the cost of the
intangible asset. (IAS 38 para. 60) (if) The value of computer software
should be based on the amount paid
for the software if acquired from
another unit or on the costs of
production when produced on own
account.
(iii) Entertainment, etc should be
valued on the current market price
when they are actually traded. Other
intangible assets should be valued at
their current written-down cost of
production or the present value of
future receipts.
3.1A |Minera exploration  (Thereisno IPSAS For mineral exploration, the value of Conver gence process
the resulting asset is measured by the OECD Canberrall Group (Topic 12 —see Annex |) and PSC should be
Thereisno IASB standard. The IASB |value of the resources allocated to asked to work jointly, and to monitor IASB developments.
hasissued ED 6 “Exploration for and |exploration asit is not possible to
Evaluation of Mineral Resources” value the information obtained. The
(January 2004 for comment by 16 resources allocated include, the costs
April 2004). Broadly, ED 6 proposes |of actual test drilling and boring,
that “an entity continue the accounting |prelicense, license, acquisition and
policies applied in its most recent appraisal costs, costs of aerial and
annual financial statements for other surveys, and transportation and
exploration and evaluation other costs incurred to make
expenditures, and proposes impairment|exploration possible.
testing based on existing cash
generating units, pending more
complete consideration of the
accounting issues involved.” (para
IN5)
3.2 |Defense weapons Specidist military equipment (which [Defense weapons and, by extension, |Same as GFSM 2001 Conver gence process:
(& platforms includes defense weapons and their  |their platforms are treated as single- Itislikely that SNA will be amended to align with IPSAS treatment and
(b) inventory platforms) isincluded in assets on the |use goods and are expensed at the time GFSM 2001 will then follow. When this occurs, this issue will be moved

Statement of Financial Position.
Depreciation expense on assets is
recorded in the Statement of Financial
Performance. (See for example IPSAS
17, issued December 2001, para 3

and 20)

of purchase (GFSM para. 7.36).

to broad category 10.

SNA should consider progressing further the paper developed in relation
to OECD Canberrall Group Topic 6 (see Annex I), particularly in
relation to the distinction between inventory and P,P& E. The paper is
“Canberrall Group’s recommendations to treat military weapons systems
as assets’ written by Brent Moulton. The SNA Advisory Experts Group
(AEG) voted in February 2004 to record military weapons systems as
assets but needs further consultation.

(HOT s technical paper “Issue4.1”)
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
3.3 |Borrowing costs The benchmark treatment in IPSAS5 |"Borrowing costs" is not a Same as GFSM 2001 Conver gence process:
Borrowing Costs, issued May 2000, |classification item in GFSM 2001. No action required to achieve convergence.
requires theimmediate expensing of  |These costs are broken down into their
borrowing costs. However, the constituent components and each IPSAS 5 provides an option for borrowing costs to be capitalised or
Standard permits, as an alowed component treated separately. expensed in certain circumstances. To the extent that jurisdictions adopt
dternative treatment, the capitalization the expense option, convergence is achieved. To strengthen convergence,
of borrowing costs that are directly If an intermediary isinvolved, all PSC could be asked to consider removing the option to capitalize.
attributable to the acquisition, service charges, fees, commissions,
construction or production of a and similar payments for services The work of the IASB should be monitored, to the extent that the
qualifying asset. A qualifying asset is |provided in carrying out transactions treatment of borrowing costs will be considered as part of its broader
an asset that necessarily takes a are expensed. If thereis no measurement project.
substantial period of timeto get ready |intermediary, i.e., the government is
for itsintended use or sale. This dealing directly with the lender, the Link to other issues:
capitalization increases the annual borrowing costs are likely to be Issue 8.14 swap interest.
depreciation charged through the inseparable from interest - an expense Issue 5.4(f) re transaction costs related to borrowings.
asset's useful life. also but a different classification
within expense. (HOT s technical paper “Issue1.2”)
IPSAS 5 para 6 states:
“Borrowing costs may include: For securities issued at a discount or
(8) Interest on bank overdraftsand  |premium, the difference between the
short-term and long-term borrowings; |issye price and price at maturity is
(b) Amortization of discounts or treated as interest accruing over the
premiums relating to borrowings; life of the securities. Once again an
(c) Amortization of ancillary costs  |expense.
incurred in connection with the
arrangement of borrowings;
(d) Finance charges in respect of
finance leases; and
(e) Exchange differences arising from
foreign currency borrowings to the
extent that they are regarded as an
adjustment to interest costs.”
3.6 |Public private IPSASs do not prescribe treatment for [GFSM 2001 does not prescribe EMGDD provides rulings|OECD Canberra Il Group will consider thisissue (see Topic 24 in
partnershipsincluding [these schemes. treatment for these schemes. First on the treatment of public|{Annex 1) and WGI| Topic 4.
BOOT schemes principles need to be applied to the private partnerships.
IASB: IFRIC project on Service contract arrangements. These were revised by a |IMF Staff Paper: Traditional approach is for assets, built, owned, and
Concessions (which is developing an Eurostat Task Forcein  |operated by a private corporation and later transferred to government, to
Interpretation for application from February 2004. UK has |be recorded as assets on the books of the corporation up until the time of
1 January 2005 and is considering the accounting guidelines for |the transfer. At that time, the government will record a receipt of a
extent to which the leasing model in public private initiatives |transfer as revenue and an increase in non-financial assets. Paper proposes|
IAS 17 is relevant and can be applied). and the statisticians government leases the infrastructure from the corporation by way of a
follow these guidelines. [financial lease and then leases the infrastructure back to the corporation
under an operating lease.
Conver gence process:
There is currently debate, in both the statistical and accounting
professions, on how to treat public private partnerships. The IFRIC
Service Concessions proiect and the |ASB leasina proiect should be
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monitored. When the PSC comes to address the issues, OECD
Canberra |l Group, WGII and PSC should be asked to work jointly, and to|
monitor IASB developments.

Link toWGII
\WGII (Topic 4).
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments

No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA

place)

4: 4.1 |Constructive Provisions are defined as liabilities of |Provisions are not recognized, and Same as GFSM 2001 Conver gence process:
RECOGNITION obligations uncertain amount and timing. "A consequently not defined, in the GFS PSC action: progress the ITC on social policy obligations and issue an
VS NON- provision is recognized when: system. Financial assets and liabilities IPSAS.
RECOGNITION (a) an entity has a present obligation  |are recognized on balance sheet at IMF action: comment on PSCITC.
BY A (legal or constructive) asaresult of a |market value. Loans and deposits are Although there may be some areas where there is no difference between
COUNTERPARTY past event; recorded at nominal value. The GAAP and GFSM 2001, in other circumstances reconciliation will be
/SYMMETRY (b) it is probable that an outflow of symmetry in valuation between assets necessary (because GFSM 2001 typically does not recognize aliability or

(RECOGNITION
OF LIABILITIES)

resources embodying economic
benefits or service potential will be
required to settle the obligation; and
(c) areliable estimate can be made of
the amount of the obligation.” (IPSAS
19, issued October 2002, para. 22)

"A constructive obligation isan
obligation that derives from an entity's
actions where:

(a) by an established pattern of past
practice, published policiesor a
sufficiently specific current statement,
the entity has indicated to other parties
that it will accept certain
responsibilities; and

(b) as aresult, the entity has created a
valid expectation on the part of those
other parties that it will discharge
those responsibilities." (IPSAS 19
para 18)

IPSAS 19 requires that provisions be
measured at "the best estimate of
expenditure required to settle the
present obligation at the reporting
date”. Market value/ fair value may, in
fact, be the maost appropriate basis for
determining this best estimate.

PSC's Sacial Policy Obligations
Steering Committee has issued
(January 2004) an ITC on Accounting
for Social Policies of Governments.

and liahilities, in conjunction with
continuing fixed legal liabilities by
debtors, leaves no room for
impairment related reductionsin the
value of loans. It is only when the
actual event takes place that confirms
the need for recognition of a new asset
or liability or an impairment of an
existing asset or liability that aflow is
recorded. Contingent assets and
lighilities are only recorded as
memorandum items in the GFS
system.

Constructive obligations are not
recognized in the GFS system as they
are not economic assetsin the books of
the counterparty. (See Glossary for
definitions of assets and liabilities)

an expense until a constructive obligation becomes alegal obligation;
whereas IPSAS 19 could give rise to the recognition of aliability and
expense before it becomes alegal obligation).

Link toWGII:
WGiII (Topic 5) Contingent assets/guarantees/provisions/constructive
obligations.

(HOT' s technical issues overview paper “ Issue 4.6")

4.1A

Decommissioning/
restoration costs

Under IPSAS 19 (see example 3 of
Appendix C), in certain circumstances
restoration costs give rise to the
recognition of aliability and are
included as part of the cost of an asset.

Treated as an offset to the asset (and
possibly, if the amount of the offset
exceeds the gross asset, a negative
asset).

Conver gence process:

Reconciliation, particularly in relation to:

(a) IPSAS separately recognizing aliability that GFSM 2001 treats as an
offset to the related asset (potentially giving rise to a negetive asset.
[OECD Canberrall Group could be asked to consider the notion of a
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
See also paragraph 26(e) of IPSAS 17. “negative asset”.])

(b) Depreciation of the asset, because it may be higher under IPSAS. In
principle, in GFS the asset value, before deduction of
decommissioning/restoration costs, should be the basis for depreciation. If
that is done, then there is no difference.
(c) Treatment of any remeasurement of the IPSAS liability.

4.2 |Tax effect accounting |No IPSAS GFSM 2001 would not recognizea  |Same as GFSM 2001 Conver gence process:

IASB: 1AS 12 (revised October
2000),which requires the recognition,
with limited exceptions, of the tax
consequences of recovering or settling
the carrying amounts of assets and
liabilities and of the ability to
carryforward unused tax losses.

deferred tax asset or liability.

PSC action: consider IAS 12.

Recommend the issue be considered by WGII (Topic 3) (including
whether deferred tax assets relating to carryforward tax losses should be
recogni zed), with any unresolved issues being the subject of
reconciliation (to the extent that, if PSC were to adopt IAS 12 for income
tax equivalents, ataxpayer [potentially a PFC or PNFC] would recognize
adeferred tax asset or liability [that GFSM 2001 would not recognize]
and the tax collector [GGS] would not recognize the related deferred tax
lighility or asset under GAAP [see Issue 7.1(b)] or GFSM 2001).

(HOTARAC unnumbered technical paper — see footnote 3 in the
introductory note to this Matrix)

4.3

Employee stock
options (ESOs)

IPSASs do not prescribe treatments for
these schemes.

IASB: seelASB ED 2

No specific GFSM 2001 guidance is
provided in GFSM 2001 but it would
align with SNA. These stock options
would be expensed but the time of
recording is uncertain.

Same as GFSM 2001

IASB has issued IFRS 2 “ Share-based Payment” (February 2004).

Conver gence process:

Thisisunlikely to be asignificant issue in a public sector context. EDG
(Topic 1), AEG (Topic 2) [see Annex I] and PSC should be encouraged to
work jointly on the issue, after the issues have been resolved by the AEG
and IASB. AEG should be encouraged to consider IFRS 2.

AEG progressto date: The AEG voted on thisissue at the February 2004
meeting. ESOs are to be recorded as compensation of employees,
spreading the value of ESOs between the granting and vesting dates if
possible, and valuing them at market prices. Further consultation is to
occur.

(HOT' s technical issues overview paper “ Issue 4.7")
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
5: General principles. mixture of All flows and stocks should be valued |Same as GFSM 2001 Conver gence process:
MEASUREMENT market and fair values and historical  |at the amounts for which goods, assets In concept, the notions of fair value (and the hierarchy for determining
OF ASSETSAND cost. other than cash, services, labor, or the fair value described in IPSASs) and current market values are similar —
LIABILITIES Market value is the amount obtainable |provision of capital arein fact see Issue 9.1(b).
from the sale, or payable on the exchanged or could be exchanged for
acquisition, of afinancia instrument in|cash. These values are referred to as As ageneral comment, regard should be had to the standards setting work
an active market. Fair valueis the current market prices or values. of the International Valuation Standards Committee (1V SC), to the extent
amount for which an asset couldbe  |(GFSM para. 3.73) it addresses issues relevant to the measurement of public sector assets
exchanged, or aliability settled, particularly in relation to non cash-generating assets. SNA should
between knowledgeable, willing In the case of transactions that are acknowledge that there may not be amarket value for many public sector
partiesin an arm's length transaction. |clearly not at market value, e.g., less assets. This may entail drawing the alternative valuation guidance
than market value, the transaction together and linking it to both the IV SC work and also the PSC work on
IPSAS 16 Investment Property (issued|should be divided into an exchange at impairment.
December 2001) and IPSAS 17 market value and a transfer equal in
Property, Plant and Equipment allow |value to the difference between the Ask PSC to consider limiting the circumstances under which an option of
measurement at historical cost or fair [actual transaction value and the market historical cost should be available.
value. IPSAS 19 Provisions, value. (GFSM para. 3.9)
Contingent Liabilities and Contingent OECD Canberrall Group is considering measurement of non-financial
Assets requires provisions to be Assets that occur naturally other than assets. Itisencouraged to consider IPSASs and the work of the IV SC.
measured a "the best estimate of the |cultivated assets (including
expenditure required to settle the noncultivated biological assets, water
present obligation at the reporting resources, and the electromagnetic
date", possibly at market or fair value. |spectrum) are usually valued at the net
present value of expected future
returns. (GFSM paras. 7.75 - 7.77)
5.3 |Impaired non-financial |No IPSAS. ED 23 is on issue for In relation to performance reporting,  |Same as GFSM 2001, Conver gence process:

assets

public comment.

impairment of assets would be treated
as an other economic flow — most
likely as a volume change (GFSM
2001 para 10.28-10.53)

although the Office of
National Statistics (ONS)
regard impairment as
extra capital consumption

Await outcome of PSC ED 23.

54

Transaction costs:

(c) equity instruments
(d) future disposal of
non-financial

assets

(e) futuredisposal of
financial assets

() No IPSAS. Refer to IAS 39.

(d) IAS 41 requires biological assetsto
be measured at fair value less point of
sale costs. IASB ED 4 on Disposal of
Non-Current Assets and Presentation
of Discontinued Operations proposes
that assets held for sale be measured at
lower of cost and fair value less cost to
sell.

(e) No IPSAS. Refer to IAS 39.

(c) Transactions costs are called costs
of ownership transfer in the GFSM.
They are expensed for financial assets
and lighilities. They are excluded
from the current market value of the
related item as counterpart financial
assets and liabilities refer to the same
financial instrument and should have
the same value.(GFSM paras. 7.22, 8.6
and 9.7).

(d) Current market value should reflect
costs of bringing the nonfinancial
assets to market. GFSM 2001 para

7.29 states that current market prices

Same as GFSM 2001

Conver gence process:

(c) PSC action: consider how transaction costs arising on the issue of
equity instruments should be treated. Depending on the outcome,
reconciliation may be necessary.

(d) & (e) PSC action: consider IAS 39, IAS 41 and the IASB standard
that will result from IASB ED 4. Depending on the outcome,
reconciliation may be necessary, athough it is likely to be insignificant.

Link to other issues:

Issue 8.1(c)(vi) retreatment of point-of-sale costs in relation to biological
assets.

Issue 3.3 re borrowing costs.
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Broad Category Issue Issue

No.

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

can be used to estimate the gross
return from the disposition of

naturally occurring assets and
intangible assets and the costs of
bringing them to market. These returns
and costs can then be discounted to
estimate the present value of the
expected benefits.

(e) See (@)

(HOT s technical issues overview paper “ Issue 6.3")

5.5 |Nonperforming loans

There are no explicit IPSAS
requirements.

IASB: "A financial instrument is
impaired if its carrying amount is
greater than its estimated recoverable
amount. An enterprise should assess at
each balance sheet date whether there
is any objective evidence that a
financial asset or group of assets may
beimpaired. If any such evidence
exists, the enterprise should estimate
the recoverable amount of that asset or
group of assets and recognise any
impairment loss." (IAS 39, revised
March 2000, para. 190)

A lossis recognized in net profit or
loss when the instrument isimpaired.
(IAS 39 para. 108)

Loans are considered to be unimpaired
unless there is absolute certainty that a
loan is not going to be repaid under
existing arrangements. Thus, loans
remain on balance sheet until a debt
cancellation, write-off, or write-down
has taken place. ( GFSM Appendix 2)

ESA95 isthe same as
GFSM 2001.

The SNA does not allow
a unilateral write-down of
apartia value of adebt.

Conver gence process:

IMF is hosting an Electronic Discussion Group [EDG] (Topic 5) on
nonperforming loans and it should be encouraged to consider IAS 39. The
moderator's report will feed to the AEG/ISWGNA.

(The purpose of the EDG isto determine if additional criteria should be
applied to the trestment of nonperforming loans and to make sure that
they are consistent with the other major macroeconomic statistical
systems (balance of payments, government finance, and money and
banking statistics). Such atreatment needs to consider all aspects, such as|
the definition and valuation of loans in general and nonperforming loans
in particular, loans as assets and liabilities, when such |loans should be
written off, and how interest accruing and interest arrears should be
measured).

Link to other issues:
Issue 8.1(c)(xii) bad and doubtful debts.

2001) — Inventories held for sale are to
be measured at the lower of cost or net
realizable value (for inventories held
for distribution at no/nominal charge:

lower of cost and current replacement

market prices on the balance sheet
date. Additions to inventories are
recorded when products are purchased,
produced, or otherwise acquired.

\Withdrawals from inventories are

5.6 |Low interest and Consider principles in ITC on Revenue Some transactions are acombination  |Same as GFSM 2001 in  |Conver gence process:
interest free loans from Non-Exchange Transactions of an exchange and atransfer. The principle, but practice  |PSC action: consider ITC on non-exchange revenue and issue an IPSAS.
(Including Taxes, Transfers and actual transaction should be partitioned|probably varies
Grants) into two transactions, one that is only IMF/SNA/GFSM 2001 action: consider partitioning loans, and comment
an exchange and one that is only a on the ITC and consider adopting the ultimate IPSAS.
transfer, to reflect the difference
between the actual transaction value Encourage the AEG and PSC to consider each others work. SNA review
and the market value (GFSM para. istoinclude low interest and interest free loans. Thisissue wasraised in
3.9). In the case of loans, GFSM 2001 February 2004 with the AEG by the IMF Balance Of Payments
does not recognize atransfer for the Committee and the TFHPSA. The AEG accepted the topic for review.
difference between the market rate of
interest and the contractual rate.
5.7 |Inventory IPSAS 12 Inventories (issued July Inventories should be valued at current|Same as GFSM 2001 Conver gence process:

IASB action: PSC could consider requiring all inventory to be measured
at current replacement cost where regular revaluations are undertaken for
P,P&E. Thiswould not be consistent with the sector neutral principle and
therefore it is preferable that the change be effected through the IASB.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
cost). It does not permit the carrying  |recorded when products are sold, used (HOT s technical issues overview paper “ Issue 6.2” and HOTARAC
amount to be increased for a change in |up in production, or otherwise unnumber ed technical paper)
market value. relinquished. Additionsto work in
progress inventories are recorded
continuously as work proceeds. All
these additions and withdrawals are
recorded as transactions. Withdrawals
are valued at current market prices
prevailing at the time of the transaction
rather than acquisition prices. Any
change in the value of inventories
between the time of acquisition and
withdrawal are recorded as holding
gains or losses. ( GFSM paras. 7.58 -
7.65)
5.8 (Investmentsin IPSAS 7 Accounting for Investmentsin|Information from markets may be used|Same as GFSM 2001 Conver gence process:
associates Associates (issued May 2000): "An  |to value similar securities, that are not Reconciliation (particularly in relation to traded shares — GFSM 2001 may/|
investment in an associate should be  |traded, by analogy (GFSM para. 7.26). accept equity accounting in relation to untraded shares). It is unlikely that
accounted for in consolidated financial |Other methods are to use net asset GAAP will aign with GFSM 2001 for some time, except to the extent
statements under the equity method  |value or directors' valuation. ( GFSM that the equity accounting method provides the best estimate of market
except where the investment is para. 7.26) Changesin market value of value.
acquired and held exclusively with a  |traded shares and changesin the
view toits disposal in the near future, |investor's share of the corporation's net In relation to performance reporting (see broad category 8), even if
in which caseit should be accounted  |worth are recorded as other economic IPSASs were to adopt a transactions/other economic flow split, it is
for under the cost method." (para. 18) |flows. possible that dividends from associates would be classified as other
In other words, the amount of the economic flows (being embedded in the income from associates) rather
investor's share of post-acquisition than as a transaction.
profit or loss of the associate is
recognized in the Statement of There is apossible reconciliation difference for the time of recording of
Financial Performance; any dividends income. IPSASs will record income on an equity basis while under
received or receivable are recognized GFSM 2001 income will be recorded when the dividends are declared.
as areduction in the carrying amount
of the investment in the associate, and Link to other issues:
the amount of the investor's share of Broad category 2 & 8 —in relation to dividends from associates (cf
the post-acquisition increments or income from associates).
decrements in the associate's reserves
is recognized in the investor's reserves. (HOT' s technical issues paper “ Issue5.3")
5.9 (Measurement of No IPSAS Information from markets may be used|Same as GFSM 2001 Conver gence process:

investment in
unguoted shares (less
than control and
significant influence)

IASB: IAS 39 paras. 69-70: fair value
not required after initial measurement;
initial measurement at cost plus
transaction costs.

to value similar securities, that are not
traded, by analogy (GFSM para. 7.26).
Other methods are to use net asset
value or directors' valuation. ( GFSM
para. 7.26) Changes in market value of
traded shares and changesin the
investor's share of the corporation's net
worth are recorded as other economic
flows.

PSC action: if PSC considersimproved IAS 39, it should be encouraged
to do it in the context of GAAP/GFSM 2001 convergence. If the PSC
does not consider IAS 39, or until it considers IAS 39, the PSC could
consider making it clear that the effect of its hierarchy isthat IAS39is
applicable. If PSC were to effectively adopt improved IAS 39 (whether
through the hierarchy or directly) and entities elect to measure unquoted
shares a fair value (although see the discussion in this column in

Issue 5.4(b) in broad category 10), there is conceptually no difference.

Link to other issues:

Item 11.6 Matrix of Differences
PSC Buenos Aires March 2004



page 11.54

Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)

Issue 5.8 re investment in associations, broad category 1 re accounting for
controlled entities, Issue 8.1(c)(V) re treatment of valuation changes, Issue
9.1(b) re current values, and Issue 5.4 in broad category 10 re
measurement of financial instruments.

5.11 |Biological assets (that [No IPSAS on produced or non- GFSM distinguishes between Same as GFSM 2001 Conver gence process:

is, living animals and
plants)

produced, cultivated or non-cultivated
biological assets.

IASB: |AS 41 (February 2001).

IAS 41 requires biological assets held
for commercial purposes to be
measured at fair value less point of
sale costs (unless fair value cannot be
determined reliably).

The carrying amount of biological
assets is required to be presented
separately on the face of the balance
sheet.

produced and nonproduced assets. The
SNA defines produced assets as
nonfinancial assets that have come into
existence as outputs from processes of
production. Nonproduced assets are
nonfinancial assets that have come into
existence in ways other than through
processes of production. Cultivated
assets are produced assets and consist
of animals and plants that are used
repeatedly or continuously for more
than one year to produce other goods
and services. Only animals and plants
cultivated under the direct control,
responsibility and management of
general government units are
cultivated assets or inventories.
(GFSM 2001 paras. 7.48-49)
Noncultivated biological resources are
animals and plants that are subject to
ownership rights that are enforced but
whose natural growth and/or
regeneration is not under the direct
control, responsibility, and
management of any unit. (GFSM 2001
para7.75)

In relation to cultivated assets, animals
are valued on the basis of current
market prices for similar animals of a
given age. Plants are measured at
written-down replacement cost, which
is current acquisition cost less any
changes which have occurred to the
item since it was purchased or
produced eg consumption of fixed
capital, partial depletion, exhaustion,
degradation, exceptional losses and
other unanticipated events. (GFSM
paras. 7.48 — 7.50) Noncultivated
assets are valued at the net present
value of expected future returns.

(GFSM 2001 para 7.75)

PSC action: consider IAS 41. A reconciling difference may continue to
exist.

Link to other issues:

Issue 8.1(c)(vi) cultivated assets — changein fair value, Issue 5.4(d)
transaction costs, and Issue 5.7 inventory — particularly in relation to
“consumable” biological assets.

(HOT s technical issues paper “ Issue2.4")
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
Plants and animals grown for single
use, such as animals grown for
slaughter and trees grown for timber,
are trested as inventories rather than as
fixed assets. (GFSM 2001 para. 8.35)
5.13 |Extractiveindustries  |No IPSAS For mineral exploration, the value of |Same as GFSM 2001 Conver gence process:
(except subsoil assets) the resulting asset is measured by the Monitor IASB developments.
IASB: under development. 1ASB value of the resources allocated to The IASB isdeveloping an IFRS (in the short term, which is likely to be
ED 6 “Exploration for and Evaluation |exploration asit is not possible to amended in the longer term), and the PSC should consider whether to
of Mineral Resources” wasissuedin |value the information obtained. The adopt it. During this process, consideration should be given as to whether
January 2004 and is expected to give |resources allocated include the costs of the following issues give rise to GAAP/GFSM 2001 differences:
riseto an IFRS late in 2004. Broadly, |actua test drilling and boring, . definition/identification of inventory
it proposes grandfathering existing  [prelicense, license, acquisition and «  absorption of exploration and evaluation costs into the cost of
practice (which is diverse throughout |appraisal costs, costs of aerial and inventory
the word) for the treatment of other surveys, and transportation and . treatment of sale of inventory
exploration and evaluation casts. In its|other costsincurred to make . depreciation/amortisation
longer term project, the IASB is exploration possible. . impai rment.
expected to address accounting for
extractive activities more OECD Canberrall Group isinvestigating mineral exploration
comprehensively and is likely to expenditures and subsoil assets (sale of exploitation licences — see
change current practice in many Topic 12 in Annex I). It should be encouraged to consider the work of the|
jurisdictions. IASB, and the IASB should be encouraged to consider its work.
Link to other issue:
Issue 3.1A re mineral exploration and recognition of assets vs expenses.
(HOT' s technical issues overview paper “Issue2.5")
5.14 [Subsoil assets No IPSAS Subsoil assets are proven reserves of  [Same as GFSM 2001 GFSM 2001: The nature of the contractual arrangements needs to be

IASB: seelssueb.13.

oil, natural gas, coal, and metallic and
nonmetallic mineral reserves. Their
discovery is recorded as an other
\volume change (GFSM para 10.48)
and their value is usualy estimated as
the present value of the expected net
returns resulting from their
commercial exploitation, but if
ownership changes frequently on
markets, then it may be possible to
obtain appropriate market prices
(GFSM paras. 7.73 - 7.74). Other units
may extract the deposits over a
specified period of timein return for a
payment or series of payments. Leases
of subsoil assets are treated as rent
(GFSM para. 5.91) and depletion of
these assets is treated as an other

economic flows (GFSM para. 10.41).

examined in order to determine the classification of any receipts and
depletion of subsoil assets. For example, is oil being extracted or have the
subsoil assets been sold, i.e., asale of anon-financial asset. (GFSM 2001
paras 7.73-74)

Conver gence process:

Both PSC and OECD Canberra |l Group should consider IASB proposals.
Reconciliation will be necessary, to the extent that application of IPSASs
results in non-recognition of sub-soil assets that are recognized under
GFSM 2001.

OECD Canberrall Group isinvestigating mineral exploration
expenditures and subsoil assets (sale of exploitation licences — see Topic
12 of Annex I). It should be encouraged to consider the work of the
IASB, and the IASB should be encouraged to consider its work.

(HOT s technical issues overview paper “Issue2.5")
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Broad Category Issue Issue Treatment in |PSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
6: FINANCIAL 6.1 |Recognition and General (8 When agovernment assumes (@) EMGDD provides |(a) Convergence process:
INSTRUMENTS derecognition of responsibility for a debt as the primary [rulings on the treatment  [PSC action: consider improved IAS 39. The PSC may consider that it
financial instruments: [No IPSASon obligor, or debtor, it incurs anew of debt assumption. would be appropriate to make it clear that in the absence of an IPSAS,
recognition/derecognition. liability to the creditor and the liability 1AS 39 could be applicable by virtue of the IPSAS 1 (issued May 2001)

(a) Debt assumption
(b) Debt cancellation
(c) Debt rescheduling
(d) Debt defeasance

(€) Securitization

IASB: 1AS 39 Financial Instruments:

Recognition and Measurement Initial

recognition of financial instrumentsis

at cost plus transaction costs (para.

66). For assets, after initial

recognition, at fair value with no

deduction for transaction costs on sale
or disposal (para. 69) except for:
(i) loans and receivables originated by
the enterprise and not held for
trading - with
() fixed maturity measure at
amortized cost using the
effective interest method;

(b) no fixed maturity, measure at
cost.

(ii) For liahilities, other than liabilities
held for trading and derivatives
that are liabilities, at amortized
cost.

(iii) For liabilities held for trading or
derivatives, record at fair value.

Derecognition when "enterprise loses
control of the contractual rights that
comprise the financial assets "(para.
35) and for "financial liabilities when,
and only when, it is extinguished.”
(para. 57)

of the original debtor is extinguished.
\When the government acquires an
effective claim on the original debtor,
it records an increasein liabilitiesto
the creditor and the acquisition of a
financial claim against the original
debtor. If the government does not
acquire an effective clam, and if the
original debtor is apublic corporation
owned or controlled by the
government and the corporation
continues to be a going concern, then
the assumption is treated as an increase
in the government's equity in the
corporation. If the original debtor is
bankrupt, no longer a going concern,
or not aunit owned or controlled by
the government, then the government
has made atransfer payment. (GFSM
2001 Appendix 2, para. 4-6)

(b) Debt cancellation (i.e. debt
forgiveness) is the cancellation of a
debt by mutual agreement between a
creditor and adebtor. If the second
party is aforeign government or a unit
of another general government, a
capital grant from the creditor to the
debtor isrecorded. If the second party
is any other type of unit, a capital
transfer is recorded. (GFSM Appendix
2)

(c) All changes to contractual
relationships between debtors and
creditors when debt is restructured or
rescheduled are recorded as
transactions that reduce the liabilities
by the amount of debt that has been
reorganized and increase ligbilities by
the market value of the new debt.

(b) EMGDD provides
rulings on the treatment
of debt cancellation.

(c) EMGDD provides
rulings on the treatment
of debt rescheduling.

(e) EMGDD provides
rulings on the treatment
of securitization

hierarchy. This approach would have the effect of retaining the optionsin
IAS 39 for the public sector — including the option in certain
circumstances to measure financial instruments at fair value through the
income statement (although see Issue 5.4 in broad category 10 —the last
paragraph in the comments column).

GFSM 2001 requires clarification asit is not clear whether theincreasein
the government's equity, when the government does not acquire an
effective claim on a public corporation that they own or control and which
continues to be a going concern, is atransaction or an other economic
flow.

(b) Convergence process:

Consideration should be given to whether GFSM 2001 derecognition
requirements are aligned with the derecognition requirements in proposed
revised IAS 39 (which is expected to continue to apply the concepts of,
firstly, transfer of substantially all the risks of ownership and, secondly,
loss of control).

(c) Convergence process:

Reconciliation, even if IPSASs were to adopt improved IAS 39 and a
transactions/other economic flow split, to the extent that GFSM 2001 does|
not recognize revenue/expense arising from debt rescheduling.

(Editor’s note: the above comment reflects my current understanding of
IAS 39 relative to GFSM 2001. | would expect IAS 39 to treat the item as|
a remeasurement because it would not meet the derecognition
requirements. It is relevant to note that this difference between GFSM
2001 and GAAP may relate to a broader issue of how each applies the
notion of substance over form and how each regards the appropriateness
of recognizing notional transactions. | acknowledge that alternatively it
could be argued that rescheduling isin substance settlement of one debt
and entering into another).

(d) Convergence process:

Consideration should be given to whether thereis adifferencein the
requirements under GFSM 2001 and IPSAS 15 (para 39) relating to the
set off of assets and liabilities. Consideration should also be given to the
likely implications of any changes that may be made to IAS 39 in relation
to debt defeasance and IAS 32 (revised 1998) in relation to offsetting (we

are not aware of any at this stage).
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
(GFSM Appendix 2)
(e) Convergence process:
(d) Debt defeasance is where one unit . PSC action: consider improved IAS 39 — whether directly, or
removes liabilities from its balance indirectly through areview of the IPSAS 1 hierarchy.
sheet by pairing them with financial . IMF action: clarification of GFSM 2001.
assets, the income and value of which As with (b), consideration should be given to whether GFSM 2001
are sufficient to ensure that all debt- derecognition requirements align with the derecognition requirementsin
service payments are met. This may be proposed revised IAS 39 (which is expected to continue to apply the
achieved by placing the assets and concepts of, firstly, transfer of substantially all the risks of ownership and,
liabilities in a separate account within secondly, loss of control).
the ingtitutional unit concerned or by
transferring them to another unit. In Link to other issues:
GFSM 2001, no transactions are In relation to (a), see Issue 2.2 re contributions from owners.
recorded unless there has been a In relation to (b), see Issue 8.1(c)(xii) re bad and doubtful debts and
change in the legal obligations of the Issue 5.5 re non-performing loans.
debtor. The outstanding debt is not
affected by the defeasance. (GFSM Link toWGII:
Appendix 2) WGII Topic 2, privatizations, restructuring agencies, SPVs and
securitization.
(e) Special Purpose Vehicles (SPVs)
can be set up when governments (HOT's technical paper “Issue 3")
undertake securitization. The
classification of SPV's requires
clarification
6.3 |Currency on issue/ No IPSAS Thereisaliability for notes and coins |Same as GFSM 2001 Conver gence process:
seigniorage on issue. For notesit is generaly the It is suggested that PSC and IMF address the issues jointly, including
(& notes Consider application of principlesin |central bank that has the liability and issues regarding differential treatment of notes and coins, from awhole of
(b) coins ITC on Non-Exchange Revenue being [for coins the treasury. government and sector perspective and in the context of the PSC ITC on

(Thisis both awhole of
government issue and a|
sector issue)

developed.

Seigniorage is the profit on the issue of
token coinage by a government,
representing the difference between
the face value of currency issued and
its costs of production including the
cost of base metals (GFSM 1986, page|
332). GFSM 2001 does not
specifically address seigniorage.
However, para. 6.25 states that
materials used to produce coins and
notes of the national currency or
amounts payable to contractors to
produce the currency are to be
included in use of goods and services,
that is, as an expense, as they enter the
production process. The notes and
coins produced, while aswork in
progress or as finished goods, would

be recorded at market value (whichis

non-exchange revenue.

Request ISWGNA to agree on a definition of seigniorage (profit on
manufacture of notes and/or coins vsinterest on funds obtained on the
issue of notes and coins which is effectively interest free funds).
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the current price of production costs
incurred as of balance sheet date for
work in progress, and the sales value
for finished goods) on balance sheet as
inventories . The change in value
\would be recorded as an other
economic flow. A central bank
records seigniorage as revenue, and the|
remittance to the government is
recorded as non-tax revenue.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
7: TIME SERIES | 7.1 |Prior period (a) Accrual basis - transactions and (8 & (b) Economic events are EMGDD 1114: In cases of [Conver gence process:
adjustments/back other events are recognized when they |recorded on an accrual basis - effects  |court decisions with . (b) IMF should monitor proposalsin PSC ITC (note also WGI|
casting occur. Therefore, the transactionsand |of economic events are recorded in the |retroactive effects, "only Topic 3). No other action required at this time (except to the extent
events are recorded in the accounting  |period in which they occur, i.e., at the [the Court decision to which (c)(i)/(ii) apply). In relation to taxes, both GFSM 2001
(a) genera records and recognized in the financial |time at which ownership of goods establishes the claim with and IPSASs are consistent in principles but both acknowledge that
statements of the periods to which they|changes, services are provided, the sufficient certainty. time of recording, in practice, may be different, e.g., at time of
(b) taxes relate (IPSAS 1). obligation to pay taxes is created, the |Therefore, the time of assessment.

(c) prior period
revisions:

(i) preliminary
through to final
(changein
estimates)

(ii) correction of errors

(iii) voluntary changes
in accounting
policies

(iv) involuntary
changesin
accounting policies|

(b) No IPSAS. See PSC ITC on non-
exchange revenue.

(c) Prior period revisions: generally,
items are attributed to relevant periods
(or an option exists to do so), but there
are exceptions. 1ASB isevolving (see
improvements to IASs 1 and 8 and the
IASB Comprehensive Income project
and its potential impact on IASs 1 and
8) and IPSASs may aso evolve to
align with IASB.

Benchmark treatment for voluntary
changes is retrospective application if
reasonably determinable.

Paragraph 33 of IPSAS 3 “Net Surplus
or Deficit for the Period, Fundamental
Errors and Changes in Accounting
Policies” (issued May 2000) requires
the effect of a change in an accounting
estimate to beincluded in the
determination of net surplus or deficit
in the period of the change, if the
change affects the period only, or the
period of the change and future
periods, if the change affects both.

IPSAS 14 “Events After the Reporting
Date” (Issued December 2001), which
anticipates that events that occur after
the reporting date but before the date
when thefinancial statements are
authorized for issue may be required to
be recognized in the financial
statements as at the reporting date,

may also be relevant.

claim to asocial benefit is established,
or other unconditional claims are
established. (GFSM para 3.41)

In some cases, the time when the
activities, transactions, or other events
occur that create government claims
may not necessarily bethe time at
which the original event occurred, e.g.,
capital gains tax, legal decisions.
(GFSM para. 5.21)

(c) Revisions arising from changesin
estimates (as more information
becomes available) or correction of
errors must be recorded in the period
in which the economic event occurred.

recording these claimsis
the year when the Court
decision occurs. Amounts
should not be distributed
over the period in which
they accrued, except for
that part of the claims
that were not the subject
of controversy."

(c)(ii) PSC action: consider improved IAS 8 (issued January
2004). If PSC were to adopt IAS 8 (improved), then the correction
of material errors would be accounted for retrospectively and
comparative periods restated — thus giving rise to convergence
between IPSASs and GFSM 2001 in relation to correction of errors.
Therefore, no action would be required on this aspect.

. (c)(iii) No action required (and therefore this item could be shifted
to broad category 10).

. (©)(i), (ii) & (iv) Reconciliation, where reconciling differences

remain in relation to:

. (c)(iv) involuntary changesin accounting policies —the
treatment will be subject to the specific transitional provisions
in IPSASs and they may not prescribe retrospective
adjustments. (Note: recent IASB standards tend to rely on the
generic transitional requirementsin improved IAS 8, which
require retrospective adoption. To the extent that this
approach is adopted in IPSASs, no reconciling difference will
exist, but thisis not likely).

. (c)(i) vs (ii), to the extent that GFSM 2001 treats something
effectively as acorrection of an error that PSC treats as a
change in estimate (for example, reassessment of income tax).

Link toWGII:
WGII (Topic 3) Tax revenue, uncollectible taxes, tax credits.

A related issue is the definition of “materia”. In its Glossary, the PSC
notes that “Information is material if its omission or misstatement could
influence the decisions or assessments of users made on the basis of the
financial statements. Materiality depends on the nature or size of the item
or error judged in the particular circumstances of omission or
misstatement.” 1f GFSM 2001 were to accept that prior year figures
should only be adjusted for material errors, then this would reduce the
number of revisions and make reconciliation much easier — see issue
9.1(9).

(HOT s technical paper “Issue1.1")
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Broad Category Issue Issue

No.

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

8: FINANCIAL 8.1
STATEMENTS
(FOR THE
REPORTING
ENTITY AND/OR
SECTORS
THEREOF)

General

IPSAS 1 prescribes that a complete set
of financial statements includes the
following components - Statement of
financial position; Statement of
financial performance; Statement of
changes in net assets/equity; Cash flow!
statement; and Accounting policies
and notes to the financial statements.

The IASC's "Framework for the
Preparation and Presentation of
Financial Statements” (adopted in
April 2001) is arelevant reference for
users of IPSASs.

IPSAS 1 prescribes the minimum
information that must be provided in
financial statements. Other IPSASs
deal with specific issues and specify
additional required disclosures. The
totals and sub-totals included are net
assets, total net assets/equity,
surplus/(deficit) from operating
activities, surplus/(deficit) from
ordinary activities, and net
surplus/(deficit) for the period.

IPSAS 1 states that financial
statements must provide information
about an entity's assets, liabilities, net
assets/equity, revenue, expenses, and
cash flows and prescribes the
minimum information that must be
presented on the face of the various
statements. Thisinformation is
supplemented by specific disclosures
in IPSASsthat deal with specific
issues but is not as extensive as the
GFSM 2001 classifications.

GFSM 2001 are presented in 4
financial statements - Statement of
Government Operétions, Statement of
Sources and Uses of Cash, Statement
of Other Economic Flows, and
Balance Sheet (GFSM Chapter 4)

"Analytica framework is a set of
interrelated statements derived from
the 1993 SNA that integrate stocks and
flows." ( GFSM para. 4.3)

Key aggregates are net operating
balance (being the results of
transactions that change net worth), net
lending/borrowing, net worth, and cash
surplug/deficit. (GFSM Chapter 4)

Additional information is available as
memorandum items, for example,
other aggregates derived from the
balance sheet (e.g. net financial worth,
debt) or information not included in
the balance sheet (e.g. contingent
liabilities). (GFSM Box 4.1)

Classification of (1) revenue, expense,
and flows and stocks in assets and
lighilities by economic type, (2)
expense by functions of government,
and (3) transactionsiin financial assets
and liabilities by sector. (GFSM
Appendix 4)

Flows reflect the creation,
transformation, exchange, transfer, or
extinction of economic value. All
flows are classified as transactions or
as other economic flows. A transaction
is an interaction between two units by
mutual agreement or an action within a|
unit that is analytically useful to treat
as atransaction. Mutual agreement
means that there was prior knowledge
and consent by units, but it does not
mean that both units entered into the

transaction voluntarily. (GFSM 2001,

Similar concepts to
GFSM 2001 but amore
complicated breakdown
of the transaction
accountsin order to
identify GDP

GFS distinguishes transactions from other economic flows and reports
transactions (revenues, expenses and transactionsin financial and
nonfinancial assets and liabilities) in a Statement of Government
Operations and other economic flows in a Statement of Other Economic
Flows. The IPSAS Statement of Financial Performanceis similar in
structure to the revenue and expense component of the Statement of
Government Operations and the Statement of Other Economic Flows but
does not distinguish transactions from other economic flows and
consequently does not identify (or enable the generation of) the analytical
balancesin GFS.

The GFS Balance Sheet broadly corresponds to the IPSAS Statement of
Financia Position.

The GFS Statement of Sources and Uses of Cash is almost identical to the
IPSAS Cash Flow Statement.

The frameworks are very similar. However, the way in which the
frameworks are presented through financia statements vary considerably.

(HOT s technical paper “ Pro-forma financial statements’ and the
attachments to the HOT' s conceptual paper “ Objectives of GAAP and
GFS')
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cash flows)

actually taken place (e.g., imputed
cash flows at the inception of alease).
IPSAS 6 places particular importance
on recording actua cash flowsin the
statement of cash flows because of its
importance in assessing the liquidity of
the entity so the statement reflects
actual cash flows.

inception of alease.

Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
paras. 3.4-5). An other economic flow
is achange in the volume or value of
an asset or liability that does not result
from atransaction. (GFSM 2001, para.
3.25)
8.1(a)|Format and IPSAS 2 specifies that a cash flow Conver gence process
presentation (including [statement is to be prepared to report In relation to cash flows:
classification) of the  |cash flows (cash and cash equivalents) . PSC could consider a format in which cash surplus/deficit (as
cash flow statement  |classified by operating, investing and determined by GFSM 2001) is presented on the face of the
financing including major classes Statement of Cash Hows.
thereof. The IPSAS identifies the . IMF could consider not allowing disclosure of notional cash
circumstances in which cash flows can flows relating to finance | eases effectively on the face of the
be reported on anet basis, alows the GFSM 2001 Statement of Sources and Uses of Cash (see issue
direct or indirect basis of reporting 8.1(a)(i)).
cash flows and specifies that investing
and financing decisions that do not
involve cash flows should be excluded
from the statement.
8.1(a) IPSAS 6 does not alow entities to GFSM 2001 does not prescribe Same as GFSM 2001 Conver gence process:
(i) |Leases(inrelationto |recognize a cash flow that has not treatment for the lease payment at the Ask IMF to clarify the treatment of finance lease in the cash flow

statement. (Seeissue 8.1 (a))

8.1(b)

Format and
presentation (including
classification) of the
statement of financial
position

IPSAS 1 alows entities to determine
whether or not to present separately
current and non-current assets as
separate classifications on the face of
the statement, but does require
disclosure of the non-current amounts
for any asset or liability item
presented. It also specifies minimum
items to be disclosed on the face of the
statement and items to be disclosed
either on the face or in the notes,
including further classifications
appropriate to the entities.

See general commentsin 8.1 above.

Conver gence process
In relation to the statement of financial position, generally no action is
required — although see Issue 2.2

Link to other issues
Issue 2.2 re net worth.

8.1(c)

Format and
presentation (including
classification) of the
statement of financial
performance

Conver gence pr ocess:

In relation to financial performance, one way forward would be for GFSM
2001 and IPSASs to agree on a comprehensive statement of financial
performance that splits the comprehensive result into two components that
aligns as far as possible with the GFSM 2001 approach. (That approach is|
similar to the before remeasurements/ remeasurements split identified by
the IASB as a possible format for reporting comprehensive income).
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Broad Category Issue
No.

Issue

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

This broad category of issues and most of the other broad categories need
to be considered in the context of the PSC response to the first question in
broad category 1. Depending on that response the following issues have
an additional dimension to consider: in relation to IPSASs, are all these
issues and approaches to be considered in the context of the “primary”
financial statements or are they only for presentation of financial
information about the GGSin the notes or are they both.

Issues for PSC to consider if PSC isto change IPSASs to facilitate
GAAP/GFSM 2001 convergence include:

Should a statement of financial performance be prepared that
reports comprehensive result. If yes, should it beasingle
statement and should the comprehensive result be split into
two components?

How should the split be done?

If the split is on a GFSM 2001 basis, does PSC agree with the

definition of “transactions”, particularly in relation to:

. Issue 5.8, in relation to dividends from associates,

. Issue 5.12 in broad category 10, in relation to initial
recognition of found/discovered nonfinancial assets,

. issue 8.1(c)(vi) cultivated biological assets — changein
fair value (in part),

. issue 8.1(c)(ix) assets seized without equivalent
compensation,

. issue 8.1(c)(x) amortisation of nonproduced assets,

. issue 8.1(c)(xi) depreciation/impairment of revalued
assets,

. issue 8.1(c)(xii) bad and doubtful debts,

. issue 8.1(c)(xiii) excess of the acquirer’s interest in the
net fair value of acquiree’ sidentifiable assets, liabilities
and contingent liabilities over cost,

. issue 8.1(c)(xiv) unfunded pension schemes — return on
plan assets, and

. issue 8.1(c)(xv) swap interest?

Whether, and if so how GFS analytical balances (such as net
lending/borrowing) should be presented? |s a Statement of

Financial Performance and Fiscal Impact appropriate?

If GFS analytical balances are presented on the face of the

statements, how should they be calculated — using

(revised/harmonised) GAAP or GFSM 2001 measures of the

underlying components?

How should any remaining reconciling differences between

GFSM 2001 net operating balance and the “ converged” result

(arising from the current efforts) be presented — on the face of

the financial statements or in the notes or not at all (except in

separately published IMF/national statistical documents)?
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Broad Category

Issue
No.

Issue

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

It is arguably not necessary for the PSC to await the outcome of the IASB
Reporting Comprehensive Income Project before devel oping/amending an
IPSAS on financial performance as developing public sector specific
performance reporting requirements would not conflict with the PSC’s
sector neutral principle. (Thisis particularly so if the approach of
reporting of the GGS sector in a note to general purpose financial
statements is adopted).

Depending on the outcome of deliberations on the above issues by the
PSC, it may be appropriate to ask IMF to consider the following issuesin
relation to GFSM 2001:
. Should the Statement of Government Operations and the
Statement of Other Economic Flows be combined into one
Statement (that is, atwo column approach)?
. Are the current definitions of “transactions’ and “other
economic flows” gppropriate?

If IMF and PSC could resolve performance reporting issues, many
specific technical issues can be expected to be resolved, including:
. 2.3(b) distributions receivable from controlled entities,
. 8.1(c)(i) repurchase premiums and discounts on debt
securities,
. 8.1(c)(ii) unfunded pension schemes — actuarial adjustments,
. 8.1(c)(iii) holding gains and | osses,
. 8.1(c)(iv) investment property — changein fair value,
. 8.1(c)(v) financial instruments— changein fair value,
. 8.1(c)(vi) cultivated biological assets— changein fair value (in
part),
. 8.1(c)(vii) initial recognition of other naturally occurring
assets, and
. 8.1(c)(viii) initial recognition of assets that were previously
known to exist but acquire economic value for the first time as
aresult of a changein relative prices, technology or some
other factor.

In relation to the presentation of the Statement of Financial Performance
(and transactions in non-financial assets), PSC could also consider
encouraging adoption of GFSM 2001 functional classifications
(Classification of the Functions of Government — COFOG) for
presentation purposes.

Thefollowing 16
specific technical
issuesrelateto some
degreeto

performance

reportina issues.

8.1(c)
0}

Type Ai

Repurchase premiums
and discounts on debt
securities

No IPSAS

IASB: Premiums and discounts on
repurchased debt should be included as|
again or lossitem in the Statement of

Financial Performance as per IAS 39.

For debt securities repurchased on the
market, consistent with the current
market valuation basis, the repurchase
premiums and discounts are recorded
as price changes in the Statement of
Other Economic Flows.

Recording of the liability redemption is the same in both systems but the
treatment of the price change is not.

Conver gence process:
PSC action: consider adopting IAS 39 and performance reporting [as

described in Issue 8.1(c) above].
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economic flows, and

further classified as:

® | remeasurements

® ii other volume
changes

B itemswhere

GAAP and GFSV

2001 are not

expected to alignin

classifying items as:

e transactions

» other economic

flows:
-remeasurements
-volume changes

interest, and actuarial gains and losses
are treated as revenue or expense items|
in the income statement.

IASB iscurrently reviewing IAS 19.
It is expected that the IASB will
propose an improved IAS 19, to be
applicable in 2006, that will allow a
choice between the “corridor” and full
recognition of actuarial gains and
losses. It is expected that the IASB
will also propose that where the full
recognition of actuarial gains and
losses option is adopted, a choice
should be allowed between recognition
in profit/loss or direct to equity.

IASB also has along-term
convergence project on IAS 19. Itis
expected that the revised standard will
remove the corridor option, therefore
requiring full recognition of actuarial
gains and losses in the period they
arise.

schemes occur as aresult of
contributions receivable, interest
payable due to the passage of time, and
benefits payable. Any other amounts
arising from actuarial gains and losses
are recorded as other economic flows
and should be recorded in the relevant
periods.

Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
They are Stock must be cancelled under
subcategorized into accounting rules asit no longer meets If IPSASs were to adopt a transactions/other economic flow split, the
the following types: the definition of aliability. difference would be resolved — both GFSM 2001 and GAAP would
classify it as“other economic flows — remeasurement”.
A itemswhere 8.1(c)|Type Ai No IPSAS Obligations of employer social Eurostat has establisha  |[Conver gence process:
GAAP and GFSM (ii) |Defined benefit insurance pension schemes (funded  [task force on pension PSC action: consider adopting improved IAS 19 and performance
2001 are expected to pension schemes — IASB: under IAS 19 (revised 2000)  |and unfunded) are recognized inthe  |schemes, but thisisjust |reporting [as described in Issue 8.1(c) above].
aignin classifying actuarial adjustments  |Government defined benefit pension  |GFSM 2001. (GFSM Annex to dealing with sector
items as other schemes: Employer contributions, Chapter 2) Transactions in these classification issues. If IPSASs were to adopt IAS 19 (improved) and a transactions/other

SNA does not recognize
liabilities for employer
socia insurance
unfunded pension
schemes.

economic flow split, the difference would be resolved (both GFSM 2001
and IPSA Ss would recognize actuarial adjustments as “other economic
flows — remeasurements”).

IMF is hosting an EDG (Topic 10) on pension schemes and the
moderator's report will feed into the SNA Review.

(HOT s technical paper “Issue 2.1”, which isin the process of being
further developed by South Australia and NSW treasuries)

8.1(c)
(iii)

Type Ai

Holding gains and
losses (including gain
or loss on sale of
assets)

Asset revaluation increments for
property, plant and equipment are
taken to the asset revaluation reserve
(an equity account) except where they
reverse previous decrements.
Decrements are recognized as an
expense in the Statement of Financial
Performance except where a
revaluation increment for that class of
assets isincluded in the revaluation
reserve, in which case the decrement is
first offset against that reserve. For
foreign exchange gains and losses, in
most cases, both realized and

unrealized gains and losses measured

Holding gains result from price
changes and can accrue on all
economic assets held for any length of
time during an accounting period.
They may be realized or unrealized.
They do not include a change in the
value of an asset resulting from a
change in the quantity or quality of the
asset. ( GFSM paras. 10.4-10.27)
Holding gains and losses are offset on
a category (a concept that is equivalent
to the class concept in IPSASs) of
assets basis. Foreign exchange gains
and losses are recorded as other

economic flows.

Same as GFSM 2001

GFSM 2001: All revauations including market value movements arising
immediately prior to the sale are treated as other economic flows.

IConver gence process:
PSC action: consider performance reporting [as described in Issue 8.1(c)
above].

If IPSASs were to adopt a transactions/other economic flows split, the
difference would be resolved (both GFSM 2001 and GAAP would
classify it as “other economic flows — remeasurements”).

Link to other issues:
Issue 9.1(h) re class of assets.

(HOT' s technical paper “Issue2.3")
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Broad Category Issue Issue

No.

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

either at the date of the transaction or
the reporting date are recorded as
revenue or expenses in the Statement
of Financial Performance.

8.1(c)|Type Ai
(iv)

Investment property —
changein fair value

IPSAS 16 Investment Property defines
investment property as "property (land
or abuilding - or part of abuilding - or
both) held to earn rentals or for capita
appreciation or both, rather than for:
(a) usein the production or supply of
goods or services or for administrative
purposes; or (b) sale in the ordinary
course of operations.” Initialy it
should be measured at its cost
(including transactions costs) or if
acquired at no cost, or for anominal
cost, at its fair value at the date of
acquisition. An entity may decide,
subsequent to initial recognition, to
adopt either the fair value model or
cost model for subsequent
measurements. Under the fair value
model, again or loss arising from a
changein fair value will be recorded as
arevenue or expense for the period in
which it arises. Under the cost model,
the property should be measured using
the benchmark method in IPSAS 17
and the property will be depreciated.

Treated the same as any other property
and is measured a market value.
Consumption of fixed capital (CFC) is
expensed (See CFC vs depreciation)
and changes in market value are
treated as other economic flows.

IPSAS 16 provides a measurement option. It would be necessary for an
entity to choose the fair value option to achieve convergence.

Conver gence process:

PSC action: consider performance reporting [as described in Issue 8.1(c)
above] and consider removing the option in IPSAS 16 and instead
requiring fair value.

If IPSASs were to adopt a transactions/other economic flow split, the
difference would be resolved, subject to theissue of depreciation. In
relation to depreciation of investment property, PSC could be asked to
consider whether depreciation should be required to be recognized for the
building component of investment property measured at fair value and to
be presented as a transaction separately from price change (which would
be presented as an “other economic flow — remeasurements”). Depending
on the outcome of PSC deliberations, areconciling item may remain in
relation to depreciation.

(HOT s technical paper “Issue6.1")

8.1(c)|Type Ai

(v) |Financial instruments —
changein fair value

No IPSAS

IASB: 1AS39

Holding gains and losses are recorded
as other economic flows. A holding
gain or lossis achangein the
monetary value of an asset or liability
resulting from changes in the level and
structure of prices (GFSM 200, para
10.2)

Same as GFSM 2001

Conver gence process:

PSC action: consider adopting improved 1AS 39 [whether directly, or
indirectly through the IPSAS 1 hierarchy] and performance reporting [as
described in Issue 8.1(c) above]. It isnot recommended at this time that
PSC amend IAS 39 to limit the options available to those that align with
GFSM 2001.

If IPSASs were to adopt improved IAS 39 (which has an option to
designate al financial instruments as “afinancial asset or financia
liability at fair value through profit or loss” — although see the last
paragraph in this column in Issue 5.4 in broad category 10 — which would
result in al financial instruments being measured at fair value with
changesin fair value recognized in the comprehensive financial
performance report) and a transactions/other economic flow split, and
government’s adopt treatments available in IAS 39 that align with GFSM
2001 treatments (including the treatment of loans), the difference would
be resolved (both GFSM 2001 and IPSAS would classify fair value
changes as “other economic flows — remeasurements”).

Item 11.6 Matrix of Differences
PSC Buenos Aires March 2004



page 11.66

Issue Issue

No.

Broad Category

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

Consideration should be given to financial performance reporting by
financial institutions (and whether changesin current value should be
treated as transactions rather than other economic flows).

Also, consideration should be given to the treatment of interest flows.
(Note: EDG 5 has closed).

Link toWGII:

WGII (Topic 1) Government transactions with public corporations.

SNA includes reinvested earnings on direct foreign investment as an
imputed purchase of shares and other equity but thisimputation is not
made in the GFS system. The increase in the value of shares and equity is
treated as a holding gain — see broad category 2.

(HOT' s technical apper “Issue3")

8.1(c)|Type Aii
(vi)

Cultivated assets (i.e.
biological assets) —
changein fair value

No IPSAS

IASB: |AS41 Biological assetsare
living animals or plants. They should
be measured "on initial recognition
and at each balance sheet date at its
fair value less estimated point-of-sale
costs..." (IAS41 Agriculture, para.
12)

Under its performance reporting
project, the IASB is expected to
differentiate between price and volume|
changes.

Cultivated assets consist of animals
and plants that are used repeatedly and
continuously for more than one year to
produce other goods and services.
Animals are valued at current market
prices and plants at written-down
replacement cost. ( GFSM paras. 7.48 -
7.50)

The treatment of changesin carrying
amounts depends on whether the
cultivated assets are treated as fixed
assets, inventories (work-in-process),
or own account capital formation. For
the latter, they are treated as being
acquired by their users at the same
time as they are produced
(transaction). Cultivated assets are
treated as WIP if their production is
not complete at the end of the
accounting period and fixed assets
once production is complete. If they
are WIP, the volume change would be
atransaction, ie production in the
national accounts. If they are treated
as fixed assets, there can be two types
of volume change — one associated
with production (transaction) and the
other for exceptional losses. The latter
would be an other economic flow.

Same as GFSM 2001

Conver gence process:
PSC action: consider IAS 41 and performance reporting [as described in
Issue 8.1(c) above].

If IPSASs were to adopt IAS 41 and a transactions/other economic flow
split, the difference would be resolved in certain circumstances (both
GFSM 2001 and IPSASs would recognize price change as an “ other
economic flow — remeasurement” and volume change as a “transaction”).
However, in other circumstances the difference would not be resolved
(and therefore a reconciling item would be required) to the extent that,
under GFSM 2001, price and volume changes are both classified as “other
economic flows”.

Consideration should be given to:

. The implications where the split between price and volume
change cannot be determined without undue cost or effort?
(IASB’s view isthat the classification of the total changein
value depends on whether physical or price changes have
contributed the most to the total change).

. Are there any issues relating to cultivated biological assets that
are not held primarily for profit? (IAS 41 isapplicableto for-
profit entities).

. What are the implications of IAS 41's acknowledgement that
fair value may not be able to be determined reliably — see
Issue 9.1(j)?

Link to other issues:
Issue 5.4(a) and the treatment of point-of-sale costs by IAS 41, and
Issue 5.11 relating to the valuation of biological assets.

(HOT' s technical paper “Issue2.4”)

8.1(c)|Type Aii
(vii)

other naturally

Initial recognition of

Natural increases of animals or forests
- IAS 41 would require recognition in

\When a government unit creates an
economic asset by exerting ownership

the Statement of Financial

rights over anaturally occurring asset,

Same as GFSM 2001

Conver gence process:
PSC action: consider the principlesin IAS 41 and performance

reportina). In relation to assets created by exertion of ownership rights
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)

occurring assets Performance. the asset enters the balance sheet as an over naturally occurring assets, if IPSASs were to adopt a
(including other volume change. (GFSM 2001 transactions/other economic flow split, the difference would be resolved
noncultivated para. 10.45) (both GFSM 2001 and IPSAS would classify theinitial recognition as an
biological assets, water “other economic flow — other volume changes”).
resources, and the
electromagnetic Link to other issues:
spectrum) [that is, Board category 5 re measurement of assets.
assets that previously
did not exist]

8.1(c)|Type Aii “ Assets are resources controlled by an |All assets recorded in the GFS system (Same as GFSM 2001 Conver gence process:

(viii) [Initial recognition of  |entity as aresult of past events and are economic assets, which are entities PSC action: consider performance reporting [as described in Issue 8.1(c)
assets that were from which future economic benefits  |over which ownership rights are above].
previously knownto  |or service potential areexpectedto  |enforced by institutional units, To the extent that “initial recognition” effectively occurs through the
exist but acquire flow” IPSAS 1 individually or collectively, and from process of revaluation and assuming that IPSASs adopt a

economic value for the
first time asaresult of
achangein relative
prices, technology or
some other factor.

[that is, assets that
previously existed and
were always controlled,
for example, a deposit
of subsoil assets that
may become
exploitable as aresult
of technological
progress or relative
price change.

Improved access or
changesin relative
prices may make large-

An item of property, plant and
equipment should be recognized as an
asset when:

(a) it is probable that future economic
benefits or service potential associated
with the asset will flow to the entity;
and

(b) the cost or fair value of the asset to
the entity can be measured reliably”
IPSAS 17

IASB Framework — (thereis not a
comprehensive IPSAS Framework)
"An asset is recognised in the balance
sheet when it is probable that the
future economic benefits will flow to
the enterprise and the asset has a cost

which economic benefits may be
derived by their owners by holding
them or using them over a period of
time. (GFSM 2001, para. 7.4)

If an asset, which is known to exist but
isnot classified as an economic asset,
becomes an economic asset because of
achange in relative prices, technology,
or some other event, then an other
\volume change is recorded to
recognize the asset's value and add it
to the balance sheet. Conversely, an
economic asset may need to be
removed from the balance sheet
because it is no longer capable of
supplying economic benefits or
because the owner is no longer willing

transactions/other economic flow split, the difference would be resolved
(GFSM 2001 would recognize the “initial recognition” as an “other
economic flow — other volume changes’. IPSAS treatment could be the
same depending on the outcome of the performance reporting project if
agreed by PSC).

Link to other issues:
Issue 8.1(c)(x) re amortisation of intangible non-produced assets.

(HOT s technical paper “Issue2.6”)

scale harvesting of or value that can be measured reliably. |or capable of exercising ownership
timber, fish etc " No distinction is made between rights over the asset. (GFSM 10.30-
feasible] different types of assets and a 10.36)
transaction is recorded to add it to the
balance sheet.
8.1(c)|Type B Seeissue 8.9 rerecognition process  |[Government units may seize assets Conver gence process:
(ix) |Assets seized without  [and recognition criteria. from other institutional units without PSC action: consider performance reporting [as described in Issue 8.1(c)
equivalent full compensation for reasons other above].
compensation [that is, than failure to pay taxes, fines, or PSC could be asked to consider whether the item givesriseto a
assets that previously similar levies The excess of the value transaction or other economic flow. If its conclusion differs from current

existed but were not
previously controlled]

of assets seized over the value of any
compensation paid is recorded as an
other volume change. The seizure was
not by mutual agreement so it cannot
be recorded as a transaction. (GFSM

2001 para. 10.49)

GFSM 2001 treatment, ISWGNA could be asked to reconsider its
position.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
8.1(c)|Type B Amortization is treated as the Nonproduced assets are assets needed |Same as GFSM 2001 Conver gence process:
(x) |Amortisation of conceptual equivalent of depreciation [for production that have not PSC action: consider suitability of IASB decisionsrelating to IAS 38 and

intangible nonproduced
assets [that is, assets
recognized without
capitalising costs]

and is expensed during the period.

IASB: 1AS 38, and proposed IASB
amendments.

themselves been produced, such as
land, subsoil assets, and certain
intangible assets. (GFSM 2001 para
4.40)

Intangible nonproduced assets are
constructs of society evidenced by
legal or accounting actions and include
patented entities, leases and other
contracts, and purchased goodwill.
They should be valued at current
prices when they are actually traded on
markets or, otherwise, use estimates of
the net present value of expected
future returns. ( GFSM paras 7.78 -
7.81) Amortization is treated as an
other economic flow (GFSM para.
10.42)

performance reporting [as described in 8.1(c) above].

Even if IPSASs were to adopt a transactions/other economic flow split, it
islikely that IPSA Ss would (continue to) treat amortisation of intangible
nonproduced assets as transactions, rather than as other economic flows.

Depending on the outcome of PSC deliberations on the distinction
between transactions and other economic flows, ISWGNA could be asked
to consider treating amortisation of intangible nonproduced assets as a
transaction.

See OECD Canberra Il Group (see Topic 27 in Annex 1).

Link to other issues:

Issue 8.1(c)(viii) reinitial recognition of assets that were previously
known to exist but acquire economic value for the first time as aresult of
achange in relative prices, technology or some other factor.

See also Issue 3.1 (R&D and intangible assets).

(HOT s technical paper “Issue4.4”)

8.1(c)
(xi)

TypeB

Depreciation/
Impairment of revalued
assets

Depreciation is recognized as an
expense in the statement of financial
performance. ED 23 proposes that
Investment Property and non cash
generating property, plant and
equipment of non-GBEs that are
measured a fair value in accordance
with IPSASs 16 and 17 need not be
subject to separate impairment test.

Treated as an other economic flow.

Conver gence process:

PSC action: consider performance reporting [as described in Issue 8.1(c)
above].

Ask PSC to consider the treatment of depreciation on the revaluation
component. If it concludes differently to the GFSM 2001 treatment (for
example, if it concludes that depreciation relating to the revaluation
component is an other economic flow rather than atransaction) then a
reconciling difference will exist.

8.1(c)
(xii)

TypeB
Bad and doubtful debts

Both provisions and write-off of
specific debts are treated as part of
operating expenses in the current
period with the offset being a contra
asset to the receivable. The contra
asset is not aliability of the entity.
Where write-offs are made, they are
offset against the contra asset already
made. By creating a contra asset, an
entity is ensuring that the fair values of
their receivables are reflective of the
real value to the owners of the entity.

General government units that are
creditors may write off financial assets
without agreement with the debtor. As
aresult the government's claim has no
value and is eliminated from the
government's balance sheet by
recording an other economic flow. A
unilateral write-down of a partial value
is treated similarly. ( GFSM
2001Appendix 2 para. 12) A unilatera
write-off by the debtor is not
recognized. A write-off or write-down
by mutual agreement is recorded as an
expense (transfer). (GFSM Appendix 2

para. 9)

Same as GFSM 2001, but
ESA95 only records taxes|
that are expected to be
collected, so uncollectible|
taxes should not be on the|
balance sheet.

Conver gence process:

PSC could be asked to consider whether bad and doubtful debts are
transactions or other economic flows. If IPSASs were to adopt a
transactions/other economic flow split, it is possible that IPSASs would
treat all bad debts (relating to prior period provisions) written off and debt
forgiven as either other economic flows or as transactions. If IPSASs
treat them all as other economic flows, mutually agreed bad debts would
be classified differently under IPSASs compared with GFSM 2001
(because GFSM 2001 classifies mutualy agreed bad debts as
transactions). If IPSASstreat them all as transactions, unilaterally written
off bad debts would be classified differently under IPSASs compared with
GFSM 2001 (because GFSM 2001 classifies unilateral write offs as other
economic flows).

A reconciliation difference may remain, becauseit islikely that a
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
difference between GFSM 2001 and IPSASs will remain even if IPSASs
Accounts receivable will be retained were to adopt a transactions/other economic flow split.
on balance sheet as an accounts
receivable until adebt cancellation, Link to other issues:
write-off, or write-down has taken Seeissue 5.5 re non-performing loans.
place.
(GFSM Appendix 2) (HOT stechnical paper “Issue4.2")
8.1(c)|Type B No IPSAS Under GFSM 2001 (para 3.9) Same as GFSM 2001 Where the fair values of identifiable net assets acquired exceed the cost of

(xiii)

Excess of acquirer's
interest in the net fair
value of acquiree’s
identifiable assets,
lighilities and
contingent liabilities
over cost

IASB: IAS 22 (revised 1998) (see also
IASB ED 3)

partitioning of transactions may take
placeif, intentionally, atransaction is
not at market value. The actual
transaction should be partitioned into 2
transactions, one that is only an
exchange and onethat isonly a
transfer. For example, if agood were
sold for less than market value, the
sale should be recorded at market
value and atransfer (expense)
recorded for the difference between
the market value and the actual sale
price.

If it was not intended to transact at a
price other than market price, the
transaction should be recorded at the
sale price. The revaluation to market
price should be recorded as an other
economic flow.

acquisition, a question arises as to how to treat the excess. It is expected
that the IASB will require the recognition of revenue immediately.

This has performance reporting implications.

Conver gence process:

Thisisnot likely to be asignificant issue. To the extent it arises,
depending on circumstances, a reconciling difference may remain (even if
IPSASs adopt both the emerging IASB approach to accounting for the
excess over cost and a transactions/other economic flow split) to the
extent that IPSASs treat the excess as a transaction, and GFSM 2001
treas it as an other economic flow.

(HOT s technical issues overview paper — last page)

8.1(c)
(xiv)

TypeB

Partially funded
defined benefit pension
schemes — return on
plan assets

No IPSAS.

IASB: 1AS 19, under which the
interest cost on the unfunded liability
is calculated based on the gross
defined benefit obligation and the
expected return on plan assets is on the
gross assets of the plan. The discount
rate to be used on the gross liahility is
the market yields at the balance sheet
date on high quality corporate bonds
[or on government bonds in countries
where this no deep market in high
quality corporate bonds] (para78) The
expected return on plan assetsis based
on market expectations, at the
beginning of the period, for returns
over the entire life of the related
obligation (para 106). 1AS 19 does not

Under GFSM 2001, interest is
calculated by applying an appropriate
interest rate to the net unfunded
balance, and it isclassified asa
transaction.

GFSM recognizes immediately net
unfunded positions of employer
schemes including, as other economic
flows, actuarial gains and losses and
holding gains and losses on assets
(difference between actual return and
GFSM income on assets).

specify whether current service cost,

Conver gence process:
PSC action: consider improved IAS 19 and the transactions/other
economic flows dichotomy.

Because both GAAP and GFSM 2001 may present a net amount relating
to notional interest on the net unfunded balance on the face of the
statement of financial performance, a difference would arisein relation to
the rates used — and therefore a reconciling difference exists.

In relation to the calculation of return on plan assets (GAAP adopts
expected returns on plan assets), PSC could be asked to consider whether
notiona return (whether interest or other type of return) on plan assetsis &
transaction or other economic flow. To the extent that it concludes
differently from GFSM 2001, areconciling item may remain.

In relation to the calculation of the unwinding of the discount on the
unfunded liability (GAAP adopts the high quality corporate bond rate
where there is a deep market in such bonds). GFSM 2001 could consider
the GAAP approach. A reconciling difference may also remain.

Item 11.6 Matrix of Differences
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments

No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA

place)
interest cost and the expected return on
plan assets should be presented as
components of asingle item of income
or expense on the face of the income
statement (para 119).
IASB iscurrently reviewing IAS 19.
It is expected that the improved
1AS 19, to be applicable in 2006, will
allow a choice between the “corridor”
and full recognition of actuarial gains
and losses. Where the full recognition
of actuarial gains and losses option is
adopted, IAS 19 will allow achoice
between recognition in profit/loss or
direct to equity. The unwinding of the
discount is to be recognized in
profit/loss. The expected return on
plan assets isto be recognized in
profit/loss and any variance from the
expected return on plan assets (that is,
actuarial gains and losses) isto be
recognized directly in equity.
8.1(c)|Type B Interest is recorded as a revenue or Transactions in financial derivatives |Same as GFSM 2001 Conver gence process:

(xv) [Swap interest expense in the Statement of Financial |are treated as transactions in financial PSC could be asked to consider the appropriate treatment of swap interest
Performance. Treatment is classified |assets and liahilities. There are no in the context of transactions/other economic flows. Depending on the
based on the underlying nature of the |transactions in revenue and expense. outcome of PSC deliberations, a reconciling difference may remain.
instrument that it relatesto. Realized |Therefore, swap interest is not a
and unrealized movements are _ revenue or an expense—itisa Even if IPSASs were to adopt a transactions/other economic flows split, it
recorded as revenues or expensesin t_ran';actlon in afinancial asset or is possiblethat IPSASs would treat swap interest as a transaction
the Statement of Financial liability. Any cash settlement payment (expense), rather than as an other economic flow or a transaction in
Performance. is recorded as atransaction in financia financial derivatives.

derivatives. (GFSM 9.44-9.49)
gso‘ljctilgr;? gcaéﬂzfn? g Hﬁ: arerecorded Depending on the outcome of PSC deliberations, ISWGNA could be
) asked to consider treating swap interest as an expense.
(HOT s technical issues overview paper “ Issue 3.1")
8.1(c)|Type B Not specifically addressed by IPSASs. [Tax credits are treated as negative tax |Same as GFSM 2001 OECD Revenue Satistics shows tax credits as negative taxation to the
(xvi) |Tax credits Subject of an ITC on non-exchange  [except in the case where they result in extent that they reduce each taxpayer’s liability to zero. The excessis
revenue the government making a net payment shown as an expense. (Refer “Revenue Statistics Special Features: Tax
to the taxpayer. Such net payments are Reliefs and the Interpretation of Tax-to-GDP Ratios, The Introduction of
treated as an expense. ( GFSM 5.23) Accrual Accounting 1965-2002" page 287).
Thisissueisarguably alower order GAAP/GFS convergence issue as,
like tax gap (Issue 10.1), it relates to the gross or net recognition of
revenues and expenses. That is, the issue would not cause adifferencein
the net result.

Item 11.6 Matrix of Differences
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Conver gence process:

PSC action: progress the ITC on non-exchange revenue. PSC uses the
terms “tax expenditures’ and “taxes paid through the tax system”, and it
is necessary to clarify whether “tax credits” (and its trestment under
GFSM 2001) aligns with the ITC notions and treatments — see broad
category 9 — Issue 9.1(e).

Link toWGII:
\WGII (Topic 3) Tax revenue, uncollectible taxes, tax credits.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
9: 9.1 |Terminology and Terms used in GFSM 2001 may have |Termsused in GFSM 2001 may have [Same as GFSM 2001 Conver gence process:

TERMINOLOGY
AND
DEFINITIONS

definitions the same or different meaningsto the |the same or different meaningstothe |generally, but thereare |In theinterest of ongoing convergence, it would be appropriate to align
same terms used in IPSASs or same terms used in IPSASs or some differences. definitions by using the same words where there is no intended difference
different terms for the same meaning  |different terms for the same meaning in meaning but different wording of the definitions have evolved (for
may beusedin IPSASs. See GFSM  |may be used in IPSASs . See GFSM example, assets, liabilities, revenue, expenses, net assets/equity,
2001 and IPSAS Glossary. 2001 and IPSAS Glossaries. contributions from owners).
Furthermore, consideration could be given to the implications of the
differences, and depending on the outcome of that consideration, one
framework could contemplate adopting the definitions in the other
framework where one has a definition and the other does not. (For
example, IPSASs define provisions and GFSM 2001 does not.
GFSM 2001 defines transactions, other economic flows and sectors and
IPSASs do not).
Furthermore, GFSM 2001 could consider using terminology that is more
aligned with GAAP terminology. For example, terms such as “analytical
balances’ used in GFSM 2001 in relation to the statement of government
operations is more applicable to balance sheets in a PSC context. Also,
the term “net lending/borrowing” would possibly translate to “changein
net financial assets” in a PSC context.
Adopting this convergence process may help avoid any unintended
differences going forward.
9.1(a)|Assets “ Assets are resources controlled by an |GFSM 2001 para 7.4 defines assets as Conver gence process:
entity as aresult of past events and economic assets over which ownership ISWGNA could consider adopting PSC definition, particularly relating to
from which future economic benefits  |rights are enforced and from which ownership vs control and “past event”.
or service potential are expected to economic benefits may be derived by
flow”. their owners by holding them or using
them over aperiod of time. Para6.1
defines expense as a decrease in net
worth resulting from atransaction
(which isdefined under issue 8.1 in
this matrix)
9.1(b)|Current value Fair valueis“The amount for which anMarket value is defined as the amount Although fair value (PSC) and market value (SNA/GFSM 2001) are
asset could be exchanged, or aliability [that would have to be paid to acquire similar, they are not the same. Further work should be undertaken to
settled, between knowledgeable, the asset on valuation date. (GFSM ensure that unintended differences do not arise.
willing partiesin an arm’s length 2001 para. 7.22)
transaction” Conver gence process:
OECD Canberrall Group will consider theissue (as part of Topic 11).
The guidance in IPSASs outlines ISWGNA could consider adopting PSC definition and clarification.
techniques for determining fair value
when an active market may not be
available.
9.1(c)|Correction of In practice, it is possible that what GFSM 2001 treats as a correction of an

error/chanae of

error is treated as a change of estimate under GAAP.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)
estimate

Conver gence process:
Encourage IMF and PSC to align definitions. To the extent differences
remain, reconciliation would be required.
Link to other issues:
Issue 7.1 re prior period adjustments/back casting.

9.1(d)|Public sector for-profit [Government Business Enterpriseis  [Public Non-Financial Corporations Conver gence process:

entities

“An entity that has all the following
characteristics: (a) is an entity with the
power to contract in its own name; (b)
has been assigned the financial and
operational authority to carry on a
business; (c) sells goods and services,
in the normal course of its business, to
other entities at a profit or full cost
recovery; (d) is not reliant on
continuing government funding to be a
going concern (other than purchases of
outputs at arm’s length); and (e) is
controlled by a public sector entity.”
Commentary in IPSASsstates that
GBEsinclude both trading enterprises,
such as utilities, and financial
enterprises, such as financial
ingtitutions. GBEs are, in substance,
no different from entities conducting
similar activitiesin the private sector.
GBEs generally operate to make a
profit, although some may have
limited community service obligations
under which they are required to
provide some individuals and

organi zations in the community with
goods and services at either no charge
or asignificantly reduced charge.
IPSAS 6 provides guidance on
determining whether control exists for
financial reporting purposes, and
should be referred to in determining
whether a GBE is controlled by
another public sector entity.

and Public Financia Corporations
Corporations are legal entities that are
created for the purpose of producing
goods and services for the market.
(GFSM 2001 para. 2.14) Public
corporations are resident corporations
controlled by general government units|
(GFSM 2001 para. 2.61)

Encourage WGII (Topic 4) and PSC to align terminology/definitions. To
the extent differences remain, reconciliation would be required.

9.1(e)

Negative tax revenue

Tax expenditures/Expenses paid
through the taxation system — see the
ITC on “Revenue from Non-Exchange
Transactions (Including Taxes and
Transfers — Tax expenditures are
preferential provisions of the tax law

Tax credits are amounts deductible
from the tax that otherwise would be
payable. Some types of credits can
result in a government unit making a
net payment to the taxpayer. Such net

pavments are treated as an expense

Conver gence process:
Encourage WGII (Topic 3) and PSC to align terminology/definitions. To
the extent differences remain, reconciliation would be required.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
place)

that provide taxpayers with rather than a negative tax. (GFSM
concessions that are not availableto {2001 para. 5.23)
others (para 3.24). Expenses paid
through the tax system areitemsthat  |A “tax credit” under imputation
are available to beneficiaries systems of corporate incometax, is
regardless of whether or not they pay |trested as a negative tax rather than
taxes. (para3.25) expense. (GFSM 2001 para. 5.34)

9.1(f)|Tax gap Tax gap —seethe PSC ITC on Only those taxes that are evidenced by Conver gence process:
“Revenue from Non-Exchange tax assessments, customs declarations, Encourage WGII (Topic 3) and PSC to align definitions. To the extent
Transactions (Including Taxes and and similar documents are considered differences remain, reconciliation would be required.
Transfers)” )” —the extent to which the|to create revenue for government.
amount of taxes collected is lower due |Revenue should only be accrued for an
to the underground economy (or black |amount that the government units
market), fraud, evasion, non- realistically expect to collect. (GFSM
compliance with the tax law, and error.|2001 para. 3.56-57)
Amounts previously included in tax
revenue that are determined as not
collectible do not constitute part of the
tax gap (para3.9)

9.1(g)|Materiality Materiality: “Information is material ifNot mentioned in GFSM. Conver gence process:
its omission or misstatement could Encourage ISWGNA to articulate a concept of/guidance on materiality
influence the decisions or assessments aong the lines of PSC.
of users made on the basis of the
financial statements. Materiality
depends on the nature or size of the
item or error judged in the particular
circumstances of omission or
misstatement.”

9.1(h)|Class/category of Class of property, plant and Assets and liabilities are classified by Conver gence process:

assets equipment: “A grouping of assets of a [type. Encourage IMF and PSC to align terminology/definitions. To the extent

similar nature or function in an entity’s| differences remain, reconciliation would be required.
operations, that is shown as asingle
item for the purpose of disclosurein Link to other issues:
the financial statements.” Issue 8.1(c)(iii) re holding gains and losses.

9.1(i)|Net assets/net worth  |Net assets/equity: “The residual Net worth is defined as total assetsless Conver gence process:
interest in the assets of the entity after |total liabilities Total liabilities include Encourage ISWGNA to consider changing its terminology to avoid
deducting all itsliabilities”. shares and other equity (public confusion.
Commentary in IPSAS 1 notesthat  |corporations only)
“"Net assetg/equity” istheterm used in|
this series of Standards to refer to the
residual measure in the statement of
financial position (assets less
liabilities). Net assets/equity may be
positive or negative. Other terms may
be used in place of net assets/equity,
provided that their meaning is clear.

9.1(j) |Asset recoanition IPSAS 17 specifies that an item of GFSM 2001 does not require relisble Conver gence pr ocess:

Item 11.6 Matrix of Differences
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno |PSASisin ESA95/EMGDD/SNA
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criteria property, plant or equipment should be |measurement as a condition for Consider the implications for convergence in circumstances where a

recognized when it isprobablethat  |recognizing an asset. reliable measure of fair value cannot be determined, for example under

future economic benefits or service IAS 39. (Editor'snote: the notion of “reliable measurement” may be a

potential associated with the asset will cause of ageneral difference between GFSM 2001 and GAAP. Does

flow to the entity; and the cost or fair GFSM 2001 accept a measurement of current value that GAAP would

value of the asset can be measured regard as “unreliable”?)

reliably
OECD Canberrall Group is considering whether to adopt the “reliable
measurement” criterion as part of its Topic 11 (see Annex ).

9.1(k)|Financial assets Financial asset is“Any asset that is:  |“Financial assets consist of financial Conver gence process:

(a) cash; (b) acontractual right to
receive cash or another financial asset
from another entity; (c) a contractual
right to exchange financia instruments
with another entity under conditions
that are potentially favourable; or (d)
an equity instrument of another
entity.” (IPSAS Glossary)

claims, monetary gold, and Specia
Drawing Rights (SDRs) allocated by
the IMF. Financial claims are assets
that entitle one unit, the owner of the
asset (i.e., the creditor), to receive one
or more payments from a second unit,
the debtor, according to the terms and
conditions specified in a contract
between the two units. A financial
claim is an asset because it provides
benefits to the creditor by acting as a
store of value. The creditor may
receive additional benefits in the form
of interest or other property income
payemtns and/or holding gains.
Typical types of financia clamsare
cash, deposits, loans, bonds, financial

derivatives, and accounts receivable’

Encourage IMF and PSC to align terminology/definitions. To the extent
differences remain, reconciliation would be required.
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments

No. IASs/IFRSswhereno | PSASisin ESA95/EMGDD/SNA

place)

10: ITEMS 10.1 {Uncollectible taxes—  |Not specifically addressed by IPSASs. |Only those taxes that are evidenced by |ESA95 - clarification has |It is relevant to note that thisis partly agross vs net issue, and therefore
CONSIDERED the tax gap Subject of an ITC on non-exchange  [tax assessments and declarations, been provided. Involves |arguably alower order GAAP/GFS convergence issue. That is, although
AND FOUND NOT revenue. The ITC (which expresses  |customs declarations, and similar use of a coefficient to itispossible that gross revenues and expenses may differ between
TO OR NOT the views of the Steering Committee) |documents are considered to create  [smooth out stock. GFSM 2001 and IPSAS (depending on how each treats the tax gap), the
EXPECTED TO proposes that disclosures be required  [revenue for government units (GFSM net result would not differ.
BE A CAUSE OF A about the nature and extent of thetax |para. 5.14). In addition, some of the
DIFFERENCE gap that can be reliably estimated (see |taxes assessed will never be collected Conver gence process:

para 3.11 of the 4 December 2003
draft ITC).

and these should not be recorded as
revenue. Only taxes that are
realistically expected to be collected
should be recorded. (GFSM para. 3.57)

PSC action: progress the ITC on non-exchange revenue.

It is apparent that, depending on the outcome of PSC deliberations on its
non-exchange revenue invitation to comment, no difference exists.

Link to other issues:
Thisissueisrelated to the measurement of revenue.

Link toWGII:
WGII (Topic 3) Tax revenue, uncollectible taxes, tax credits.
10.2 |Purchased goodwill of Purchased goodwill is recognized Same as GFSM 2001 Conver gence process:
public corporations through an other economic flow (other No action required.
volume change). (GFSM 2001, para
10.35)
2.4 |Privatizations Paras 47 and 57(b)(iv) of IPSAS 6 are |A disposal by a government of the EMGDD provides rulings|Conver gence pr ocess:
(a) saleof equity |relevant here. Whilethey have awider|controlling equity in a public on the treatment of No action required.
(b) saeof implication then just privatization, (i) |corporation or quasi corporation is privatizations.
operations surplug/deficit on disposal of a treated as atransaction in shares and Link to other issues:
(c) saleofsingle |controlled entity isrecognized inthe |other equity. If a public corporation or Issue 8.1(c)(iii) — holding gains and losses.
assets consolidated financia statementsin  |quasi-corporation sells some of its

(thisissueisrelevant
from a GGSand
controlled entity
perspective)

the period that control is lost and (ii)
disclosures of the financial effects of
the disposal are required to be made.

assets and transfers part or all of the
proceeds to its parent government unit,
then the transaction would also be a
sale of shares and other equity by the
government unit. If the assets disposed
of by agovernment unit asasingle
transaction constitute a complete
institutional unit, the transaction
should be classified as a sale of equity.
The government is assumed to have
converted the unit to a quasi-
corporation immediately prior to the
disposal by means of a reclassification
of assets, which is an other economic
flow. If the assets do not constitute a
complete institutional unit, then the
transactions are classified as adisposa
of individual non-financial and/or

financial assets. (GFSM paras. 9.38 -

Link toWGII:
WGII (Topic 2) Privatizations and restructuring agencies, and
securitization.
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9.39)
3.4 |Land under roads Recognized as an asset. Land isthe ground itself and major Same as GFSM 2001 IPSAS 17 (issued December 2001) provides a transitional period of 5

improvements that cannot be
physically separated from the land, but
excluding, for example, roads [being
the road as distinct from the land under
the road]. In determining a market
price for land, the location and the uses|
for which it is suitable or sanctioned
must be taken into account. (GFSM
paras. 7.70 - 7.72)

years during which its requirements can be phased in. In Australia, as
measurement is an issue, an exemption has been given from recognition
until 2006 (and that exemption is likely to be extended indefinitely — see
Australian ED 125). However, in the UK, land under roadsis valued for
central government, and is likely to be also for local government.

Conver gence process:

No action required — both IPSASs and GFSM 2001 require the
recognition of land under roads (although note the transitional period in
IPSAS 17).

(HOT' s technical issues overview paper- last page)

3.5 |“Subscriptions’ to Accounting considers whether the Capital subscriptionsto international  |ESA 95 para 5.94: Conver gence process:
international costs of subscriptions satisfy the nonmonetary organizations, which are |classified as "other No action required (although IMF could consider clarifying that,
organizations definition and recognition criteriafor |returnable in the event a country's equity". depending on their nature, “subscriptions’ to international nonmonetary
assets, including the reliability of membership in theinstitution is organizations could give rise to expenses).
measurement. Whether an asset is terminated, are recorded as other
recognized will depend on whether  |investments/other assets. (BPM5 para. Link to other issues:
there is ongoing benefit (for example 422) Issue 6.2 IMF SDRs in broad category 10.
as an investment in equity). If thereis
not, an expense is recognized. BPM6 (HOT' s technical issues overview paper “ Issue 4.3")
5.1 |Non cash flow IPSAS 17 Property, Plant and All assets are to be valued at market  |Same as GFSM 2001 Conver gence process:
generating assets Equipment requires cost or fair value |value. The GFSM provides some No action required (although could consider improving/aligning guidance
(except heritage assets) guidance on ways to estimate market in IPSAS/GFSM 2001 on the valuation of non-cash generating assets —
value for assets that are non cash flow including heritage assets).
assets. (GFSM paras. 7.22 - 7.30)
To the extent that entities elect to measure non-cash flow generating
assets at fair value (IPSAS 17), or PSC removes the option for measuring
those assets at historical cost, thereis conceptually no difference between
IPSASs and GFSM 2001 (except to the extent that fair value differs from
market value [see broad category 9 Issue 9.1(b)]).
5.2 |Frequency of valuation |IPSAS 17 requires fair valuestobe  |Assetsand liabilitiesarerevaluedat  |Same as GFSM 2001 Conver gence process:

kept up to date and explains that the
frequency of revaluations depends
upon the movements in the fair values
of theitems of property, plant and
equipment. Revaluation every 3-5
years may be sufficient if there are
insignificant movements in fair value.
IPSAS 16 requires that after initial
recognition afair value or cost model
should be adopted. Under the fair
value model revaluations would occur
at each reporting date.

There is no IPSAS dealing with the

the balance sheet date (GFSM para.
3.73)

No action required. There isno conceptual difference between
GFSM 2001 and IPSASs in relation to the frequency of vauations.

Link to other issues:
Issue 8.1(c)(iii) re gain/loss on sale of assets.
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Broad Category

Issue
No.

Issue

Treatment in IPSASs (or in
IASs/IFRSswhereno | PSASisin
place)

Treatment in GFSM 2001

Treatment in
ESA95/EMGDD/SNA

Comments

frequency of valuation of liabilitiesin
general. However, provisions and
leases are required to be reliably
measured at reporting date.

54

Transaction costs:

(a) acquisition of
nonfinancial assets

(b) acquisition of
financial assets

(a) IPSAS 17 Property, Plant and
Equipment prescribes that "an item of
property, plant and equipment which
qualifies for recognition as an asset
should initially be measured &t its
cost." Cost includes any directly
attributable costs of bringing the asset
to working condition for its intended
use, e.g. cost of site preparation, initial
delivery and handling costs,
installation costs, and professional fees
for architects and engineers.

(b) NoIPSAS. Refer to IAS 39.

(a) Transactions costs (includes all
transport and installation charges and
all costs of ownership transfer) are
capitalized for nonfinancial assets
(GFSM paras. 7.22, 8.6 and 9.7).

(b) Transactions costs are called costs
of ownership transfer in the GFSM.
They are expensed for financia assets
and lighilities . They are excluded from|
the current market value as counterpart
financial assets and liabilities refer to
the same financial instrument and
should have the same value.(GFSM
paras. 7.22, 8.6 and 9.7).

Same as GFSM 2001

(a) Convergence process:
No action required. (EDG was 3 years ago).

(b) Convergence process:
PSC action: consider improved 1AS 39 — revised January 2004.

Under IAS 39 afinancial asset or financial liability would be measured at
fair value with changes recognized through profit/loss to the extent that it
is (i) held for trading, or (ii) upon initial recognition designated as “a
financial asset or financial liability at fair value through profit or loss’.

Under IAS 39, financial assets are measured at fair value with changesin
fair value recognized in profit/loss except:

1. loans, receivables and held to maturity investments which are al
measured at amortized cost using the effective interest rate method;

2. unquoted equity securities the fair value of which cannot be reliably
measured, and derivatives whose value is related to these unquoted
securities and which must be settled by delivery of these unquoted
securities, which are both measured at cost; and

3. avalablefor salefinancial assets.

Under IAS 39, financial liabilities are measured a amortized cost using
the effective interest rate method, except:
. financial liabilities measured at fair value with changesin fair
value recognized in profit/loss, which are measured at fair value;
. derivative liabilities, the value of which is related to unquoted
equity securities (the fair value of which cannot be determined),
that must be settled in the unquoted equity security, which must
be measured at cost; and
. ligbilities that arise when atransfer of afinancial asset does not
qualify for derecognition (in which case the entity recognizes a
lighility for any consideration received) or is accounted for using
the continuing involvement approach. Under the continuing
involvement approach a liability is recognized to the extent of the
entity’ s continuing involvement, which is determined by the
extent to which the entity is exposed to changes in the value of
the transferred assets.

Transaction costs for financial instruments measured at fair value with
changesin fair value recognized through profit/loss would be recognized
in the profit/loss as incurred.

As noted above, 1AS 39 allows an entity to designate on initial recognition|
anv financial instrument as an instrument that can be measured at fair
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno | PSASisin ESA95/EMGDD/SNA
place)
val ue except unquoted equity securities and related derivatives for which
fair value cannot be reliably measured. However, this option may be
under review and the IASB may well limit its availability.
5.10 |Lease ligbilities IPSAS 13 Leases (issued December  [Recorded asloans and valued at Same as GFSM 2001 Conver gence process:

2001) prescribes finance lease
liabilities to be measured at market
value at the inception of the lease.
Under IPSAS 13 finance lease
liabilities are generally treated as if
they are non-marketable, fixed interest
liabilities, i.e., the market value does
not change.

nominal value — where the discount
rate used is the contract rate of interest
(GFSM 2001 page 32, footnote 8)

GFSM 2001 para 3.76 states that
“liabilities should be valued at their
current market value when recorded on
the balance sheet”. For loansthat are
not traded on markets, it is necessary
to value them at nominal value. If
loans become marketable on secondary
markets, they are reclassified as
securities other than shares and are
valued at market prices (GFSM 2001
para7.111)

No action required.

Link to other issues

To the extent that the contract rate is less than the market rate, see
Issue 5.6, re low interest and interest free loans. However, thisis
unlikely to be a significant issue.

consumption of fixed
capital

allocation of the depreciable amount of
an asset over its useful life. "The
depreciation method used should
reflect the pattern in which the asset's

decline during the course of an
accounting period in the value of fixed
assets owned and used by a public

sector unit as aresult of physical

5.12 |Found/discovered non- IPSAS 17: property, plant and Initial recognition of existing assets are|Same as GFSM 2001 Conver gence process:

financial assets equipment (similarly for investment  |recorded as an other economic flow. No action required in relation to measurement on initial recognition.
property IPSAS 16) are measured Non-financial assets may be valued at
initially at cost (or where no or their initial acquisition costs plus an (Note, the AASB proposesin ED 125 to require measurement of
nominal exchange cost, at fair value) |appropriate revaluation for subsequent previously contributed or acquired assets [that have not been previously
and subsequently "at cost less any price changes and minus an allowance identified and recognized as assets] at fair value as at the date of initial
accumulated depreciation and any for consumption of fixed capital, recognition, and to require the corresponding adjustment to be made
accumulated impairment losses" amortization, or depletion. If an directly against accumulated surplus [deficiency]. This requirement
(benchmark treatment) or at "a existing asset is no longer being would only apply whereit isimpracticable to identify the fair value of
revalued amount, being its fair value at [produced, the cost of a similar assets as at the time of theinitial contribution or acquisition).
the date of revaluation less any replacement asset can be used.
subsequent accumulated depreciation |Observed prices of asimilar asset can Link to other issues:
and subsequent accumulated be used. (GFSM para 7.26) Subsequent Issue 8.1(c)(viii) in relation to whether theinitial recognitionisasa
impairment losses" (allowed changes in stocks of naturally transaction or an other economic flow and Issue 7.1(c)(ii) in relation to
alternative treatment). occurring assets due to natural growth correction of error when recognizing a subsequently found asset.

and price movements are treated as
Initial recognition of assets acquired at [other economic flows.
no cost or for nominal consideration
would result in revenue recognition
during the period. If the assets had
aready been recongized but were
carried at zero then they would be
effectively recognized through
revaluation.
5.15 |Depreciation vs. Depreciation is the systematic Consumption of fixed capital isthe  |Same as GFSM 2001 Conver gence process:

No action required.

OECD Canberra |l Group (Topic 29) should be asked to clarify that
aternatives to estimating capital consumption using the perpetual
inventory method are acceptable. In particular that GAAP accounting
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Broad Category Issue Issue Treatment in IPSASs (or in Treatment in GFSM 2001 Treatment in Comments
No. IASs/IFRSswhereno | PSASisin ESA95/EMGDD/SNA
place)
economic benefits or service potential |deterioration, normal obsolescence, or depreciation can be used when it is on the right (current cost) valuation
is consumed by the entity. The normal accidental damage. It is valued basis.
depreciation charge for each period  |at the average prices of the period.
should be recognized as an expense  |(GFSM 6.33-6.38) (It isrelevant to note that if the IPSAS option to adopt historical cost
unlessit isincluded in the carrying valuation of depreciable assetsis retained and adopted, reconciliation
amount of another asset." (IPSAS 17, would be required.
para. 54) It is aso relevant to note that GFSM 2001 has more depreci able assets
than PSC, for example, certain biological assets and investment property).
(HOT' s technical paper “Issue7.3")
6.2 |IMF Special Drawing |No IPSAS. Given the nature of SDRs, |A SDRisafinancial asset for which  [Same as GFSM 2001 Conver gence process:

Rights (SDRs)

they would be revenue.

thereis no corresponding liability, and
members to whom they have been
allocated do not have an unconditional
liability to repay their SDR allocations.
New allocations of SDRs are classified
as other economic flows. SDRs are
held only by the monetary authorities
of IMF member countries. The value
of the SDR is determined by the IMF
as awelghted average of selected
major currencies.(GFSM paras. 7.95 -
7.96)

SDRs are not drawn down. The IMF
issues the SDRs to member countries
and they become assets of the
members. The SDRs can be used, for
example, to buy foreign currency from
another member country.

No action required.

Link to other issues:

Issue 3.5 “Subscriptions” to international organisations, and Issue 8.1(c),
generally, re whether they should be treated as revenues or other
economic flows.

(See the HOT s technical issues overview paper “Issue 7.1")

7.2 |Time of recording of

tax revenue

Taxes are non-exchange transactions
and should be recognized as revenue
when: (a) the taxable event occurs, that
isthe past event that givesriseto the
control of resources: (b) it is probable
that the future economic benefits or
service potential will flow to the
entity; and (c) the fair value of the
economic benefits or service potential
flowing to the entity can be measured
reliably. (Draft ITC Revenue from
Non-Exchange Transactions
(Including Taxes, Transfers and
Grants) - para4.)

Tax revenueis recognized on an
accrual basis - effects of economic
events are recorded in the period in
which they occur, i.e., a thetime at
which ownership of goods changes,
services are provided, the obligation to
pay taxesis created, theclamtoa
social benefit is established, or other
unconditional claims are established.
(GFSM para3.41)

In some cases, the time when the
activities, transactions, or other events
occur that create government claims
may not necessarily be the time at
which the original event occurred, e.g.,
capital gains tax, legal decisions.
(GFSM para. 5.21)

Same as GFSM 2001, but
practical difficulties mean|
that cash is ofter recorded
as asubstitute

Conver gence process:

No action required currently.

Although the standards agree on the principles, work being undertaken on
implementation in the statistical and accounting professions may result in
differences. Therefore, this issue should be monitored.

Furthermore, there may be a need for reconciliation re property taxes
(when does GFSM 2001 cf IPSASs recognize property taxes as revenue?).

Link to other issues:
Issue 7.1(c)(i) re back casting.

Link toWGII:
WGII (Topic 3) Tax revenue, uncollectible taxes, tax credits.

Item 11.6 Matrix of Differences
PSC Buenos Aires March 2004




ITEM 11.6
page 11.81

DIFFERENCES: |PSASs, GFSM 2001 AND ESA 95/SNA (as at 25 February 2004)
ANNEX |

SECTION A of ANNEX |

UPDATING 1993 SNA: PROCESS AND I SSUES

I ntr oduction

1 The Intersecretariat Working Group on National Accounts (ISWGNA) was given a
mandate to oversee the update of the 1993 SNA with the objective of publishing revision 1 in
2008. In this endeavor, the Advisory Expert Group on National Accounts (AEG) to the
ISWGNA, the electronic discussion groups (EDGs), the (Canberrall) Group on the
Measurement of Non-financial Assets and task forceswill all play key roles.

Deter mination of issuesfor review

2. The United Nations Statistical Commission has endorsed the list of issuesto be
updated that was submitted by the ISWGNA at the thirty-fourth session and recommended
that it be open-ended to include items like consumer durables, the treatment of military
equipment and return on capital assets of general government in order to ensure full
accounting on general government.

3. Thelist of issuesto be updated for the 1993 SNA Rev. 1 that was approved and
amended by the Commission, may be expanded on the basis of recommendations by
countries and after approval by the AEG.

4, The criteriafor approving the issues to be updated and the recommendations for
updating include the following:

(1) There should not be fundamental or comprehensive changes to the 1993 SNA
that would impede the process of itsimplementation, which in many countries
has not yet been achieved,;

(i) Candidates for updating are issues that are emerging in the new economic
environment;

(iii)  Candidates for updating are issues that are widely demanded by users,

(iv)  Oldissuesthat have been discussed and rejected before in the 1993 revision
process but may need afurther look in the new economic environment due
either to their economic significance and/or to an advancement in
methodological research that may justify a different treatment;

(v) Old issues that have been discussed and rejected before in the 1993 revision
process should not be candidates for updating if no change in the economic
environment or progress in methodology research warrant their consideration
for updating;

(vi)  Any recommendation for change should have itsinternal consistency and
consistency with related manuals such as the IMF s Balance of Payments
Manual; and

Item 11.6 Matrix of Differences
PSC Buenos Aires March 2004



page 11.82

(vii)  Any recommendation for change should address the implementation aspects
in countries.

Governance and decision-making process

5. For the efficient execution of the governance and decision-making process, the AEG
takes decisions on the scope of the updating and on technical and conceptual issuesin
conjunction with the ISWGNA.. The list of issuesto be considered for updating was approved
in the first meeting of the AEG on February 16-20, 2004.

6. Issues are first deliberated by various existing expert groups, such as the Canberrall
group on non-financial assets, city groups, regional commission meetings, EDGs, and
possible new expert groups. The terms of reference for every expert group have been
formulated with a deadline and a moderator to monitor the discussions and to write the
conclusions to be submitted to the ISWGNA. The recommendations of these groups of
experts will then be forwarded to the AEG for discussion and final decision. The moderator
or chairman of the expert groupsis responsible for the preparation of the recommendations of
the groups, with, if possible, indications of the paragraphs of the current 1993 SNA that are
impacted. The AEG will deliberate on the recommendations of the expert groups and propose
for each one afina recommendation of clarification or change of the SNA. The AEG will
strive for consensus to the highest extent possible. There will be voting if necessary, through
written consultations or during its meetings. Those entitled to vote include the AEG and the
ISWGNA (25 voting members). Its recommendations will be circulated by the ISWGNA to
countries and/or regional commission meetings for discussion and the final results will be
consolidated by the ISWGNA.

7. Throughout the updating process of the 1993 SNA, the ISWGNA will assess and
evaluate the consistency with revision of the Balance of Payments Manual 1995 (BPM5) and,
to the extent possible, with the Gover nment Finance Statistics Manual 2001 (GFSM 2001).
For this end, the ISWGNA will liaise with the IMF s Balance of Payments Committee and
the International Task Force on Harmonization of Public Sector Accounting. A deliberate
coordination mechanism has been put in place consisting of (a) coordination within the
international organizations and countries, (b) bringing BPM5 and GFSM 2001 issues to
national accounts meetings and (c) inclusion of these consistency coordination issuesin the
agenda of the meetings of the AEG.

Deliber ations on issues

8. Deliberations on issues in the updating process include the following steps:

M) Deliberations on specific issues are carried out through expert groups that
include the EDGs, city groups, regional commission meetings and the
Canberra Il group on non-financial assets during the 2003-2005 period.
Depending on the final list of issues discussed in the first meeting of the
AEG, other expert groups may be created. Tentative conclusions will be
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circulated for comments to other regional and international expert group
meetings on national accounts. Recommendations of the expert groups are
forwarded to the ISWGNA to be presented for discussion and approval at
the meetings of the AEG.

(i)  The AEG meetsthree timesin 2004 and 2005 to deliberate the
recommendations of the expert groups. A voting procedureis a possibility
open to reach more rapid decisions. An additional meeting of the AEG is
planned in May 2006 for areview of the mutual consistency of the
recommendations on the updated issues and the overall integrity of the
system. A final meeting will be held in 2007 to adopt the proposed
changes, taking account of countries’ comments (see subparagraph iii
below). Thus, tentatively, five meetings of the AEG are planned.

(iif)  The recommendations of the AEG will be sent to countries for comments
after each meeting in the years 2004-2005.

(iv)  Consolidated recommendations for changes will be circulated to countries
for comments in 2006 and submitted to the ISWGNA in tandem with the
AEG for approval by March 2007.

Possible list of issuesto bereviewed for SNA Rev 1°
(Canberrall issues areindicated by an *)

RRoo~NoOprwWDE

- O

Unfunded pension schemes for government employees
Employee stock options

Costs of ownership transfer*

Insurance/reinsurance

Output of financial institutions

Military expenditures*

Taxes on holding gains

Repurchase agreements

Originals and copies*

. Databases — clarify*
. Definition of economic assets — should we add a criterion of ‘reliability of

measurement’ ?*

. Mineral exploration — clarify*

. Government owned assets — cost of capital services*
. Capital input into production account*

. Land*

16.
17.
18.
19.
20.

Macroeconomic aggregates in the system* (rejected by AEG)
Cultivated assets*

Treatment of non-performing loans

Treatment of interest under conditions of high inflation
Leases and licenses*

8

A revised list based on discussions at the February 2004 AEG meeting was not available at the time of
drafting.
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21. Borderline between rent/rental and sale*
22. Classification of assets and terminol ogy*
23. Other classifications
24. BOOT schemes*
25. Purchased goodwill and other non-produced assets (i.e. trademarks, brand names and
franchises)*
26. Asset boundary for non-produced intangible assets*
27. Amortization of intangible non-produced assets*
28. R&D (plusimpact on patented entities)*
29. Obsol escence/depreciation*
30. Water*
31. Consumer subsidies (rejected by AEG)
32. Government transactions with public corporations
32.1 Earnings (reinvested earnings, dividends)
32.2 Funding (dividends and capital injections)
33. Privatization/restructuring agencies and SPV's
33.1 Privatization
33.2 Agencies, bad banks and other SPV's
33.3 Securitization
34. Tax revenue
34.1 Tax revenue and accrua recording
34.2 Tax credits
35. Private/public/government sector delineation
35.1 Publicvs. private: the definition of control (including BOOT schemes)
35.2 Government vs. other public sector: the market/non-market criterion
36. Contingent assets/guarantees/provisions/constructive obligations
36.1 Guarantees and loan partitioning

For abrief description of each of these issues, see Section B of this Annex.
Electronic Discussion Groups on National Accounts (EDGS)

The listed EDGs were created by the ISWGNA to generate discussion [or: to solicit views]
on the topics that are important to National Accounts and may require updates in the 1993
NA.

« Eachtopic of discussion is administered by one expert associated with an
international organization or a national office.

- EDGsareall linked to the web site of the United Nations Statistics Division:
http://unstats.un.org/unsd/national account/edg.htm.

- EDGs maintained by OECD are protected. However, they are open to interested
official statisticians. Because these sites can only be accessed with a password, for
registration and password, contact: marie.viriat@oecd.org.

» Readers can, however, go directly to the individual EDG sites shown below.
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With the exception of the EDG of the TFHPSA, the EDG topics (and their related web site

links) are:

1 Treatment of share (stock) options:_http://www1.0ecd.org/std/shares.htm.

2. Treatment of non-performing loans:
http://www.imf.org/external/np/sta/npl/eng/discuss/index.htm

3. Treatment of nominal holding gains and interest on financial assets (under high
inflation): http://www.worldbank.org/data/working/iswgna_background.html.

4. Cost of transferring ownership of assets: http://www1.0ecd.org/std/transfsna.htm

5. Accrual accounting of interest: http://www.imf.org/external/np/sta/na/interest/

6. EDG of Canberrall group on non-financial assets:
http://webdominol.oecd.org/ COMNET/ST D/Canberra.nsf/\Wel come?openframeset

7. EDG on financia servicesin the nationa accounts:
http://webdominol.oecd.org/std/finservice.nsf

8. EDG on software: http://webdominol.oecd.org/std/software.nsf

9. EDG on measurement of non-life insurance services:
http://webdominol.oecd.org/std/inservice.nsf

10. EDG on the treatment of pension schemes:
http://www.imf.org/external/np/sta/ueps/index.htm

For abrief description of each of these EDGs, see the end of this Annex (Section C).
General Government specific issues

Following the increasing role of national accounts data in the monitoring of the situation of
the general government sector, in particular through the Maastricht criteriain Europe, it is
essential that the revised SNA contains sufficiently detailed and up-to-date recommendations
regarding (1) the delineation of general government sector and, (2) a harmonized treatment of
specific transactions of the general government sector, such as capital injections,
securitization, etc. A specia appendix or chapter on general government will be included in
the SNA. At the same time, the maximum will de done to coordinate these recommendations
with the accounting principles of other international standards on public accounting such as
the IMF GFS and the IPSAS of the IFAC-PSC.

EDG of the Task Force on Harmonization of Public Sector Accounts (TFHPSA)
http:/webdominol.oecd.org/comnet/std/harmoni se.nsf ?opendatabase

An international task force (TFHPSA) has been created in October 2003 to promote the
convergence between GAAP, public accounts standards and GFS and the convergence
between GFSM 2001, SNA93 and ESA95 (the statistical systems). To meet this end, two
working groups have been set up, with WGI focusing on public accounts (sources) and WG|
focusing on the statistical systems. The TFHPSA will be amajor provider of
recommendations on the government and public sector accounts to the ISWGNA in the
context of SNA reviewing (planned for 2008). The topics being considered by WGI| are:
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Topics/issues

1. Government transactions with public corporations
1.1 Earnings (reinvested earnings, dividends)
1.2 Funding (dividends and capital injections)

2. Privatization / restructuring agencies and SPVs
4.1 Privatization
4.2 Agencies, bad banks and other SPV's
4.3 Securitization

3. Tax revenue
3.1 Tax revenue and accrual recording
3.2 Tax credits

4. Private / public / government sector delineation
2.1 Public vs. private: the definition of control (including BOOT schemes)
2.2 Government vs. other public sector: the market / non market criterion

5. Contingent assets / guarantees/ provisions/ constructive obligations
5.1 Guarantees and loan partitioning
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SECTION B of ANNEX |

Brief description of possiblelist of issuesto bereviewed for SNA Rev 1 (including
Canberrall issues)

1. Unfunded pension schemes for gover nment employees

Many government employee superannuation schemes are unfunded or partialy unfunded, but
the SNA currently does not recognize a government liability in such cases. Several countries
(e.g. Australia and Canada) have already departed from the SNA and recognize government
liabilities as they accrue as well as the corresponding assets of households. The liabilities of
government comprise the notional superannuation contributions and the property income
they could be expected to have earned. A change to the SNA would be reflected in the
balance sheets and income accounts. In concept, GDP would be unaffected by such a change
because compensation of employeesis currently defined to include imputed social
contributions by employers providing unfunded social benefits. However, in practice,
changes could occur if countries change the way they impute the values of unfunded social
contributions. Thisissue could also be extended to non-government unfunded superannuation
schemes.

2. Employee stock options

Should stock options be included in compensation of employees? If so, how should they be
classified in the financial accounts and balance sheets, and what are the appropriate valuation
and time of recording rules?

3. Costs of ownership transfer

This issue has been the subject of an EDG (moderator: Peter van der Ven) and discussion at
two Canberra |l meetings. Debate has revolved around the consistency of treatment of COT
for different types of asset, whether COT on fixed assets should be completely expensed, and
if not it how it should be recorded in respect of second hand sales and what its service life
should be. A recommendation to the AEG will propose minor amendments, including setting
the service life of COT to the expected period of ownership, rather than the expected service
life of the underlying asset.

4. Insurance/reinsurance

The major issue concerns the volatility of the output of the insurance industry as currently
measured. Should we redefine output in such away that it reflects the actual activity of the
industry, and is much smoother as a result? Two ways of achieving this are being considered:
oneisto replace claims by expected claims, and possibly replace premium supplements with
expected premium supplements; and the second is to use accounting treatments in which
reserves are used to cushion the variation in claims.

5. Output of financial institutions

IS FISIM, as described in the SNA, too narrow a concept of the output of financial
institutions which leads to its understatement. The focus of the task force engaged on this
issue is portfolio management and whether all securities should be considered in the indirect
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measures of output of financia institutions. In particular, should holding gaing/losses be
included in the estimation of output, and, if so, whether they should be expected holding
gaing/losses.

6. Military expenditures

The current recommendation that expenditures on weapons and weapon platforms should be
expensed, irrespective of their expected service lives, has been reviewed by Canberrall. Itis
to be recommended that all military assets which are expected to provide an on-going
capability to achieve their military objective (including deterrence) for more than a year be
capitalized.

7. Taxes on holding gains

Currently in the SNA capital gains and losses are not treated as income but as holding
gaing/losses, while taxes on holding gains are included in the secondary distribution of
income account, along with income taxes. One outcome is that asset inflation tends to reduce
the SNA’ s measure of household saving. For both conceptual and practical reasons, the
majority of Canberrall members favor maintaining the status quo.

8. Repur chase agreements

The SNA currently treats repurchase agreements with cash as collateral loans (a newly
created financia asset) unless they involve bank liabilities that are included in measures of
broad money, in which case they should be classified as deposits. These treatments were
adopted when the acquirer may not have the right to on-sell it. Given that legal change of
ownership occurs virtually in al cases, what should be the appropriate treatment?

9. Originals and copies

The focus is on two questions, “How should expenditures on originals and copies be
recorded, should both be recorded as expenditure (on new goods) on the basis that originals
are distinct from copies, or should originals be considered as being analogousto a ‘stock’ of
copies, and so expenditure on a copy partly (or mostly) reflects a sale of an existing good?’
and “How should the transactions in copies be recorded?’

10. Databases

The SNA currently recommends that expenditure on large databases that are expected to
produce aflow of servicesfor ayear or more should be capitalized. Should this be al
databases? And if not, which should be capitalized? Canberra Il has come to the view that all
databases that meet the criterion of an asset should be capitalized.

11. Definition of economic assets — should we add a criterion of ‘reliability of
measurement’ ?

The SNA currently gives two criteriafor an asset - an entity functioning as a store of value:

over which ownership rights are enforce by institutional units; and from which economic

benefits may be derived. Should there be athird criterion — reliability of measurement —to

bring it more into line with business accounting standards?
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12. Mineral exploration

Canberra Il has come to the view that there should be no change to the intent of the SNA, but
thinks there is aneed to clarify the division between mineral exploration knowledge assets
and sub-soil assets.

13. Gover nment owned assets — cost of capital services

The SNA currently recommends that the cost of services provided by government owned
assets is equal to their depreciation (i.e. consumption of fixed capital) over aperiod. Should
this be changed be to include areturn to capital aswell, and, if so, should this apply to all
government owned assets or just some of them, such as office equipment?

14. Capital input into production account

Canberrall has come to the view that the presentation of the production account should be
changed to alow the contribution of capital services, which is currently included in GOS and
GMI.

15. Land

The SNA currently records improvements to land as gross fixed capital formation, but in the
bal ance sheet such improvements are included with land itself — a non-produced asset.
Should land be split into two, with one part recorded as a fixed asset and the other part
recorded as a non-produced asset? If so, how should this separation be made? One option is
distinguish between land that isin, or nearly in, its natural state as a non-produced asset and
the remainder as a fixed asset. Another option is to separate land from the improvements
made to it, and record the former as a non-produced asset and the latter as a fixed asset.

16. Macro economic aggregates in the system

The SNA encompasses measures of domestic production, income and expenditure and
explains how the value of each of these can be brought into equality. For different analytical
purposes, though, not all adjustments necessary to bring this equality about may be equally
useful. Oneinstanceistheinclusion (or exclusion) of the consumption of fixed capital in
order to have a measure of income which aligns better with economic concepts. Another is
the way in which market price expenditure includes both the value of taxes and the
expenditure these taxes finance. More extensive discussion of the alternative macro-
aggregates available within the system is required together with an elaboration on the
preferred aggregate for different sorts of applications.

17. Cultivated assets

During the System of Economic and Environmental Accounts discussions, it was agreed that
the present definition of cultivated assets is ambiguous. There was agreement that a
satisfactorily tighter definition for cultivated assets was “ cultivated assets cover livestock for
breeding, dairy, draught, etc. and vineyards, orchards and other trees yielding repeat products
whose natural growth and regeneration is under the direct control, responsibility and
management of institutional units’. The words in bold italics replace the words “that are” in
the SNA.
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18. Treatment of non-performing loans

The treatment of non-performing loansis a topic on which the Thai authorities had asked the
ISWGNA for clarification as to what extent unpaid interest should be accrued (considering
that the financia intermediation services indirectly measured on such interest may affect the
GDP). The purpose of the review isto determine what criteria should be applied to the
writing-off of non-performing loans and to make sure that they are consistent with the other
major macroeconomic statistical systems (balance of payments, government finance, and
money and banking statistics). The SNA currently has a black and white treatment of non-
performing loans. Either the liabilities (and assets) exist or they are written off, should there
be intermediate stages? Should unpaid interest on non-performing loans stop accruing?

19. Treatment of interest under conditions of high inflation

Peter Hill and Andre Vanoli have written to the ISWGNA with regard to the treatment of
nominal holding gains and interest on financial assets under conditions of high inflation, as
described in the 1993 SNA Chapter X1X, Annex B and subsequently in the OECD
publication "A Manual on Inflation Accounting” written by Peter Hill. The latter takes a
position different from that taken in Annex B in the 1993 SNA. Andre Vanoli haswritten a
paper for discussion at the 1998 IARIW conference which raised issues regarding the
inflation accounting treatment. Peter Hill has responded with a paper also submitted to the
1998 IARIW conference, essentially giving counter-arguments and in turn raising issues
regarding Annex B. The EDG on thisissue did not arrive at adistinct conclusion. Thisissue
will be put forward to the AEG.

20. Leases and licenses

This issue has been discussed at two meetings of Canberrall, and concerns the treatment of
leases and licenses relating to different types of asset. The questions are should they be
treated as assets and, if so, how and under what conditions?

21, Borderline between rent/rental and sale

Following the discussion on mobile phones, the ISWGNA established a set of criteriato
determine whether a transaction relating to mobile phone licenses should be considered asale
of an asset or rent on a non-produced asset. The ISWGNA explicitly requested that Canberra
[l fully investigate the consequence of the introduction of this set of criteriain the case of
other assets. In addition, work should be conducted to elaborate a broader set of criteriato aid
decision making between the treatment of payments for leases or licenses as rent or asthe
sale of an asset. The same issues arise in the case of |eases of fixed assets.

22. Classification and terminology

Some members of Canberrall feel that the current classification of assets and terminology
needs revising. Thisissue will be affected by the outcome of considerations of other issues,
such as leases and licenses, and so it will be one of the last ones to be dealt with by the AEG.

23. Other classifications
Itislikely that there will be some classification issues raised, such as the industry
classification.
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24, BOQOT schemes

Buy-own-operate-transfer schemes typically take the form of a private sector enterprise and
government reaching an agreement whereby the enterprise undertakes the building of a piece
of infrastructure, such as aroad, bridge, tunnel, airport, etc., then operates it, getting at least
part of the revenue, and after a pre-determined period hands over ownership to the
government. How should such arrangements be recorded in the national accounts?

25. Purchased goodwill and other non-produced assets

The SNA currently only recognizes purchased goodwill. Should there be awider view of
goodwill (internally generated goodwill). Should it be derived residually using the values of
assets and liabilities, including stock market valuation of businesses? At present thereis also
an inconsistent treatment of purchased goodwill for incorporated and unincorporated
business that needs to be addressed. Should the balance sheet recognize assets such as brand
names, trademarks, franchises, etc.?

26. Asset boundary for non-produced intangible assets
Should instruments involving the securitization of future receipts of government be regarded
as intangible non-produced assets?

27. Amortization of intangible non-produced assets

Paragraphs 14 to16 of the final report of the ISWGNA on mobile phone licenses includes a
brief discussion on the issue of the amortization of such intangible non-produced assets.
Canberra Il was asked if it would careto look at this matter further.

28. Research and devel opment

The SNA currently does not recognize the output of R& D as capital formation. Thereisa
widespread view that if the practical difficulties can be satisfactorily overcome then the SNA
should be amended to treat R& D expenditure in asimilar way to mineral exploration.

29. Obsol escence/depreciation

Thisis one of the issues |eft over from Canberral. It concerns the appropriate way of
defining and measuring depreciation. Consumption of fixed capital (i.e. depreciation) is
defined in the 1993 SNA in general terms as the decline, during the course of the accounting
period, in the current value of the stock of fixed assets owned and used by a producer as a
result of physical deterioration, normal obsolescence or normal accidental damage. It is
referred to as time series depreciation because it is defined in terms of the change in value of
an asset over time. An alternative definition, called cross section depreciation, is defined to
be the difference in value of two assets that are identical, except one is older than the other
by the same length of time as the accounting period. Cross section depreciation is used in the
derivation of estimates of multifactor productivity, and it seems that in practice, most, if not
all, countries estimating depreciation are in fact applying this definition, whether they realize
it or not. Should time series depreciation continue to be the one defined in the SNA and, if
so, how should it be applied? The issue seemsto boil down to whether depreciation should
include the price effect of foreseen obsolescence and, if so, how should it be measured?
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30. Water

Theissueisthat water hasin the past usually been regarded as a free resource, but the matter
of charging for it is much discussed now. Should it therefore be treated in asimilar way to
land or mineral resources as giving rise to (resource) rent? It is complicated by the fact that
thereisalarge distribution element in many cases and there is a decision to be made about
whether the production is only getting water from A to B or whether oneis only paying for
this and the water itself.

31. Consumer subsidies

This topic was extensively addressed during the 1993 revision of the SNA but consensus was
not quite achieved. It remained as a subject on the research agenda. Since the revision, ESA
has "solved" the problem by specifying alist of government payments which, by convention,
are to be treated as individual household consumption as a means of effecting the desired
treatment of these payments. This treatment is not standard across even all OECD countries.
Alternative resolutions have been put forward which would a so bring the treatment of
certain taxes and subsidies applying to consumer products into line with other tax
classifications used in economic analyses, for example the concept of consumer taxes as
regularly used in OECD reports. The desirability of restoring cross-country comparability
suggests areview of the subject with the intent of either adopting the ESA convention into
the SNA or deriving a more theoretically satisfactory solution which would also meet the EU
needs. Both Anne Harrison and Jacques Bournay have written extensively on this subject.

32. Gover nment transactions with public corporations

The income of general government from its investment in public corporationsis recorded
through dividends except for non resident public corporations. The timing of dividends does
not necessarily correspond to the occurrence of profit in public corporations. Conversely, this
entails that the deficit of public corporations does not show in government accounts when
they occur. The accumulation of such lossesis financed through ad-hoc capital injections.
Dividend and capital injection, though recorded respectively as revenue and expense, are net
worth neutral and as such doe not meet the revenue/expense criteria. Further, as dividends
and capital injections do not correspond to the timing of the underlying activity, they provide
an inexact measure of government activities, and may lead to a certain level of arbitrariness
in the time of recording. Should the direct investment treatment of accruing earnings be
extended to public corporations? What ownership thresholds would be most appropriate?

The current treatment of income in the form of dividends makes it difficult to classify various
transactions between general government and public corporations. Public corporations
frequently pay lump sums to government, exceeding their operating profits for the year in
guestion (sometimes referred to as superdividends). Conversely, they can receive capital
injectionsin cash or in kind (including via debt assumption/cancellation) with no expectation
of future profits. In the absence of full accrual of profits, what should be the criteriafor
classifying these transactions as financial or non-financial? While dividends may be viewed
asrevenues if they represent past operating profits, the timing of recording such incomeisan
issue; thisis exacerbated when dividends also include capital gains/losses. Asfor capital
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injections, they should be expensed to the extent that they represent past or future losses, but
as financia investment otherwise. Should the dividend/capital injections treatment of
corporations be extended to quasi corporations? Should dividends be conventionally limited
to the income of the period? Should funding conventionally be expensed even when aclaim
isreceived?

33. Privatization/restructuring agencies and SPVs

The government gives up control on corporations, financial or non-financial, in different
ways:

- Direct privatisation: the Ministry of Finance disposes of its stake in a public corporation
directly on the market

- Indirect privatisation: an entity (public holding, public agency), managing government
shares and other equity, sells the shares and gives all or part of the proceeds to the
government.

Other arrangements may be more complicated: the intermediate entity may securitise the
shares, and make a prepayment to the government.

Should the treatment of privatization in the rev SNA be clarified?

Government creates specialized agencies that apparently meet the institutional unit criteria, in
order to manage the portfolio of financial assets, government real estates, impaired assets
purchased in support of distressed banks (creation of bad banks), or in the context of
securitization (Special Purpose Vehicle, which are borrowing entities). The generic issue is
whether those entities are institutional units, their sectorisation and their activities. Are they
financial intermediaries or are they government? Should the financia intermediation /
government delineation be clarified? How to apply the market non-market criteria for bad
banks? Should the application of ancillary units treatment be extended?

34. Tax revenue
Under this heading there are three issues, all for clarification of the SNA (and convergence
with IPSAYS):

Issue 1: clarify the definition of taxesin the SNA

Current treatment: the SNA definition of tax is a compulsory, unrequited payment to
government. The terms “nothing in return” are used. This definition is broadly
consistent with GFSM 2001 and with IFAC-PSC. However, clarification may be
needed on borderline cases.

Possible clarification: Thereisno need of magjor change in the SNA Should the
wording “nothing in return” be modified alongside the idea that “nothing is obtained
directly in exchange”?
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Issue 2: Accrual recording of taxes: clarify the time of recording and the amount to be
recorded

Current treastment : Time of recording: all three guidelines (SNA, GFSM, ESA) agree
on the general principle “when the taxable event occurs’. However, they aso all
agree in giving some flexibility for income tax. Thisflexibility may be interpreted
differently. Amount to be recorded: al converge on the fact that the amounts are
those due but excluding tax not expected to be collected. The exact passage between
amounts due and expected to be collected differs between the systems (see IPSAS
guidelines on the tax gap issue).

Possible solutions: Thereis no need of major change in the SNA. Should the
recommendation to record the tax when the taxable event occurs be reinforced,
leaving however still room for flexibility? Should the way amounts not expected to be
collected be harmonized? There are three options proposed by the new ESA (assessed
amounts adjusted by a coefficient, time adjusted cash, capital transfer). Should they
be limited to the first two?

Issue 3: Tax credits: there are no guidelines on tax credits in the SNA. Guidelines would be
useful

Other guidelines: GFSM and OECD revenue statistics converge on the
recommendation that the tax credit isto be deduced from the tax value, but that any amount
exceeding the tax liability and paid by general government should be classified as
expenditure. The IFAC-PSC tries to distinguish more “tax expenditures’ and “expenses paid
through the tax system” which should be expensed.

Possible solution: Should the principle stated by GFSM and OECD Revenue statistics
be adopted in the SNA? Should this principle be augmented by a definition of what is atax
credit? Does the recording of personal tax credits raise specific questions, compared to
corporate tax credits?

35 Public/Private Sector Delineation

The definition of the public sector and the rules for identifying and classifying units to the
public sector and its sub-sectors (general government sector and public corporations) are
essential to the compilation of government finance statistics. Establishing which related
governmental entities are to be included in the public sector is problematical. This requires
determining who controls each entity. Once public sector entities have been identified it is
necessary to classify them as either engaging in market or non-market production.

In addition, there isarange of units for which thereislittle or no guidance in the 1993 SNA,
for example, special purpose vehicles, joint ventures, and corporations jointly controlled by
severa government units or public corporations. Consideration, clarification, and elaboration
of the definitions of the public sector, inclusive of control, and economically significant
prices and more specific guidance on classification of unitswould be useful. Should there be
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more convergence (which seems feasible) in the definition of control between the statistical
guidelines and the International Public Sector Accounting Standards? Should the SNA
provide clarification and elaboration of the definition of economically significant prices?
Should the SNA provide more specific guidance on the classification of units? (seeissues 4.2
on privatization)

36. Contingent assets and guar antees

Guarantees provided by governments may sometimes have a substantial market value (that is
if they arelikely to be called). It isaconcern that government may carry out substantial
subsidizing schemes that would remain unaccounted for until settlement. To the extent that
guarantees are likely to be called, one issue is the time of recording. Should they be
accounted for (expensed) at the time the guarantees are provided (in the form perhaps of an
insurance service or of aderivative) or only when called. It should be noted that guarantees
are one form of contingent assets and that contingent assets are not recognized in the balance
sheet. Should guarantees be expensed before time of call? Should it be at time of grant or
spread over the lifetime of the guarantee? Should the treatment follow afinancial derivative
treatment or come closer to insurance?
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SECTION C of ANNEX |
Brief description of EDGs (except for the EDG of the TFHPSA)

1 Treatment of share (stock) options:_http://www21.oecd.org/std/shares.htm.
Employee stock options are an increasingly common tool used by companies to motivate
their employees. Given that the 1993 SNA does not provide guideline to thisissue, the
guestion raised is whether stock options should be considered as compensation of employees
and therefore as a cost to employers. Experts at the OECD meeting on national accountsin
October 2002 arrived at the consensus to include employee stock options in compensation of
employees. Further harmonization with international business accounting standardsis
required.

2. Treatment of non-performing loans:
http://www.imf.org/external/np/sta/npl/eng/discuss/index.htm
The treatment of non-performing loans is a topic on which the Thai authorities had asked the
ISWGNA for clarification as to what extent unpaid interest should be accrued (considering
that the financial intermediation services indirectly measured on such interest may affect the
GDP). . The purpose of the EDG isto determine what criteria should be applied to the
writing-off of non-performing loans and to make sure that they are consistent with the other
major macroeconomic statistical systems (balance of payments, government finance, and
money and banking statistics). The conclusion of the group will be documented in a report
that will be circulated for consideration by bodies such as the ISWGNA and the IMF Baance
of Payments Statistics Committee.

3. Treatment of nominal holding gains and interest on financial assets (under high
inflation): http://www.worldbank.org/data/working/iswgna _background.html.
Peter Hill and Andre Vanoli have written to the ISWGNA, with regard to the treatment of
nominal holding gains and interest on financial assets under conditions of high inflation, as
described in the 1993 SNA Chapter X1X, Annex B and subsequently in the OECD
publication "A Manual on Inflation Accounting” written by Peter Hill along adifferent line
from that taken in Annex B in the 1993 SNA. Andre Vanoli has written a paper for
discussion at the 1998 IARIW conference which raised issues regarding the inflation
accounting treatment. Peter Hill has responded with a paper aso submitted to the 1998
IARIW conference, essentially giving counter-arguments and in turn raising issues regarding
Annex B. The EDG on thisissue did not arrive at a distinct conclusion. Thisissue will be put
forward to the Advisory Expert Group on National Accounts.

4, Cost of transferring owner ship of assets: http://www21.oecd.org/std/transfsna.htm
ThisEDG is now closed. The conclusion of the moderator (Peter van de Ven, Statistics
Netherlands) is that there is no case for changing the 1993 SNA treatment of the costs
incurred in transferring ownership of assets. The relevant part of hisreport of 10 March 2000
to the ISWGNA reads ... it isrecommended to leave the 1993 SNA unchanged, as there are
convincing arguments for as well as against the recommendations of the present international
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guidelines". The ISWGNA discussed thisissue at its meeting in April 2001 and agrees with
this conclusion and so has decided to close the EDG.

5. Accrual accounting of interest: http://www.imf.org/external/np/sta/nalinterest/

This discussion group on the concept and measurement of interest has been instituted
pursuant to a decision of the ISWGNA, which met at atechnical level in April 1999 in
Washington, D.C. The main question raised is whether interest is measured from the point of
view of the debtors or the creditors. The ISWGNA supported the conclusion of the moderator
of this EDG on this subject that the SNA accrues interest on the basis of the debtor approach.
The ISWGNA'’s conclusion was approved by the Statistical Commission in March 2003.

6. EDG of Canberrall group on non-financial assets:

http://webdominol.oecd.org/ COMNET/STD/Canberra.nsf/\Wel come?openframeset
This EDG has 3 subgroups:. (1) conceptual issues mainly linked to intangible assets; (2)
measurement issues related to research and development in the framework of the national
accounts and (3) obsolescence, capital input and measurement issues associated with
constructing data series of the stocks, depreciation, and capital services of tangible and
intangible fixed assets. Chair: Peter Harper from Australia. Contact marie.viriat@oecd.org
for registration and password.

7. EDG on financial servicesin the national accounts:
http://webdominol.oecd.org/std/finservice.nsf
This EDG is devoted to discussions on financial servicesin the national accounts. The
business of financial corporations has undergone a structural transformation towards arising
importance of the portfolio management of financial assets. This generates holding gains and
losses, that, typically, national accounts exclude from the production boundary and therefore
income. The task force will consider whether and how the production boundary can be
adapted to thisrising activity, and how this could influence income. The first meeting of the
task forceisin June 2002. A first draft of the study was discussed during the OECD National
Accounts Expert Meeting of 8-11 October 2002, in Paris. The final report is expected in late
2003.
Chair: Switzerland, Moderator: paul.schreyer@oecd.org

8. EDG on softwar e: http://webdominol.oecd.org/std/software.nsf

This EDG is devoted to discussions on the implementation of the 1993 SNA
recommendation to capitalize software. Studies have shown that statistical offices have
varied considerably in the practical measurement of GFCF in software, with a significant
impact on GDP. The objective of this joint OECD/Eurostat task force isto produce a set of
recommendations that will lead to better international comparability. The final report of the
OECD task force was submitted and approved at the OECD National Accounts Expert
meeting of 8-11 October 2002. The ISWGNA supported the recommendations of the task
force. The EDG on software is closed. Chair: USA, Moderator:_francois.lequiller@oecd.org.

9. EDG on measurement of non-life insurance services.
http://webdominol.oecd.org/std/inservice.nsf
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This EDG is devoted to discussions on the measurement of non-life insurance services, with
a special focus on the treatment of catastrophic losses. The output of insurance services as
calculated using the 1993 SNA a gorithm depends on the balance of premiumsto claims (on
an accrua basis) and can therefore be extremely volatile (even negative) following major
catastrophes. The massive claims generated by the 11 September terrorist attack, is arecent
example. It had impacts on GDP and balance of payments (reinsurance). The objective of the
task forceis to propose measures that would be more consistent with the perception of
production in this activity. In particular, medium to long-term aspects of non-life insurance
are to be taken into consideration. The first meeting of the task force wasin June 2002. A
first draft of the study was discussed during the OECD National Accounts Expert Meeting of
8-11 October 2002, in Paris. The final report is expected in late 2003.

Chair: France. Moderator:_francois.lequiller@oecd.org

10. EDG on the treatment of pension schemes:
http://www.imf.org/external/np/sta/ueps/index.htm

In the 1993 SNA, promises to pay future pension benefits are not recognized as liabilities of

socia security schemes and unfounded employer schemes. The EDG will investigate the

analytical relevance of recording these liabilities in the national accounts and, if appropriate,

will formulate recommendations regarding their valuation and measurement. The EDG will

also formulate proposals to reconcile the recommendations of the 1993 SNA and the IMF

Government Finance Manual regarding the treatment of (government) unfounded employer

pension schemes.

Moderator: IMF.
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ANNEX |1

The following Table is aworking draft that has extracted information from the Matrix and
presented it, in summarised form, in a manner that focuses on the convergence work that is
being encouraged to be undertaken by various Groups, whether individually or in
combination.

* Column 1 identifies the relevant Group (except in relation to the last item in the
column, which refers to the group of issues for which reconciliation islikely to
be required)

* Column 2 identifies each issue that the Matrix identifies as being pertinent to that
Group

*  Column 3 summarises the type of work that the Group is currently undertaking or
is encouraged to undertake in order to facilitate GAAP/GFSV 2001/ESA95/SNA
harmonization

* Column 4 indicates the other Groups that may also be undertaking related work.
These Groups are encouraged to work together to help ensure that a common
solution is found to each of the harmonization issues.

The Tableis designed to help each Group identify, within the scope of the Matrix, itsrolein
the harmonization process. It will also facilitate monitoring of the progress being made on
harmonization. Monitoring progress will help identify the point in time at which it may be
appropriate to consider the form and content of a reconciliation statement reconciling GAAP
and GFS numbers.

|ssue

Group’swork

Related Groups

PSC

1.1 The scope of the reporting entity and sector
reporting (particularly GGS reporting) and
accounting for controlled entities

See comments column in the
Matrix

2.2 Calculation of net worth/measurement of Distinction between contribution WGl

equity and contributions from owners for from owners and revenue

commercial government operations

3.1 Costs associated with R&D and intangible Consider IAS 38 OECD Canberrall

assets Group and IASB

3.1A Mineral exploration Consider issues OECD Canberrall
Group and IASB

3.3 Borrowing costs

Consider removing option, and
prescribing expense

3.6 Public private partnerships including BOOT

Consider issues

IASB, OECD Canberra

schemes 11 Group, WGII
4.1 Constructive obligations Progress ITC on socia policy IMF
obligations
4.2 Tax effect accounting Consider IAS 12 WGl
4.3 Employee stock options Consider IASB IASB, AEG, EDG
5 Measurement of assets and liabilites Consider removing historical cost OECD Canberrall
option from IPSAS 17 Group, IVSC

5.3 Impaired non-financial assets

Progress ED 23

5.4(c) Transaction costs relating to equity
instruments

Consider issues

5.4(d)& (e) Transaction costs relating to future
disposal of assets

Consider IAS 39, IAS 41 and
IASB ED 4

5.6 Low interest and interest free loans

Consider NXRITC

5.7 Inventory

Ask IASB to reconsider inventory
measurement

5.9 Measurement of investment in unquoted

Consider IAS 39 (whether directly

Item 11.6 Matrix of Differences
PSC Buenos Aires March 2004




page 11.100

|ssue Group’swork Related Groups

shares (less than control and significant or as hierarchy)

influence)

5.11 Biological assets (that is, living animals Consider IAS 41

and plants)

5.13 Extractive industries (except subsoil Monitor IASB OECD Canberrall

assets) Group

5.14 Subsoil assets Monitor IASB OECD Canberrall

Group

6.1 Recognition and derecognition of financial Consider IAS 39 WGII and IMF

instruments

6.3 Currency on issue/seigniorage Consider issues IMF

7.1(b) Prior period adjustment/back casting — ProgressNXR ITC WGl

taxes

7.1(c)(ii) Prior period adjustments/back casting | Consider IAS8

— correction of errors

8.1(a) Format and presentation (including Consider presentation of GFSM IMF

classification) of the cash flow statement notion of “cash surplus/deficit” in
the Statement of Cash Flows

8.1(c) Format and presentation (including Consider acomprehensive IMF

classification) of the statement of financia statement of financial performance | Inrelation to the issues

performance that splits the comprehensive that have not yet been
result into two components that addressed by PSC
align asfar as possible with the (other than the

GFSM 2001 transactions/other
economic flows approach. In
addressing how all items should be
classified between transactions and
other economic flows, PSC has not
yet considered how certain items
should be accounted for (for
example, financial instruments and
employee benefits). These will be
considered in due course in the
context of IASB standards,
including IAS 39, IAS 19, IAS 41,
IAS 38.

Consider encouraging adoption of
COFOG for presentation purposes.

transactions/other
economic flows split),
it isrelevant to note
that, asindicated
throughout this table,
other Groups are
considering various
aspects of the issues.

9.1 Terminology and definitions

Consider differences between
GFSM 2001 and IPSASs and
attempt to resolve

ISWGNA, IMF, WGII
and OECD Canberrall
Group

10.1 Uncollectible taxes — the tax gap

Progressthe NXR ITC

5.1 in broad category 10 Non cash flow Work with IMF to align guidance IMF
generating assets on the valuation of non cash
generating assets including
heritage assets
AEG/ISWGNA 1.1 The scope of the reporting entity and sector | Tests of control/boundary of the PSC and IASB

reporting (particularly GGS reporting) and
accounting for controlled entities

public sector and GGS

3.2 Defence weapons SNA to be amended. Also amend
the paper re distinguishing
inventory from P,P& E
4.3 Employee stock options EDG Topic 1 IASB (IFRS 2), PSC
AEG Topic 2
5.5 Nonperforming loans EDG Topic 5 IASB IAS 39
5.6 Low interest and interest free loans Consider partitioning loans and pPSC
comment on PSCNXRITC
6.3 Currency on issue/seigniorage Develop asingle definition
9.1 Terminology and definitions: Consider IPSASs PSC, and OECD
(a) assets; (b) current value; (g) materidlity; (i) Canberra |l Group for
net assets/net worth (b)
OECD Canberrall 3.1 Costs associated with R& D and intangible Topics 10, 25, 26 and 28 IASB reIAS 38
Group assets
3.1A Mineral exploration Topic 12 PSC and IASB
3.6 Public private partnerships including BOOT | Topic24 IASB, PSC, WGII
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schemes

4.1A Decommissioning/ restoration costs Notion of “negative asset”

5 Measurement of assets and liabilities Measurement of non-financial PSC and IVSC
assets

5.13 Extractive industries (except subsoil Topic 12 IASB and PSC

assets)

5.14 Subsoil assets Topic 12 IASB and PSC

9.1 Terminology and definitions: Topic 11 ISWGNA

(b) current value

9.1 Terminology and definitions: Topic11 PSC

(j) asset recognition criteria

5.15 in broad category 10 Depreciation vs.
consumption of fixed capital

Topic 29 — clarify that aternatives
to estimating capital consumption
using the perpetual inventory
method are acceptable. In
particular that GAAP depreciation
can be used when it is based on a
current valuation basis.

TFHPSA WG| 1.1 The scope of the reporting entity and sector | Topics1and 4
reporting (particularly GGS reporting) and
accounting for controlled entities
2.1 Outside eguity interest Topci 1
2.3(a) Distributions payable to owners as Topic1
holders of equity instruments
3.6 Public private partnershipsincluding BOOT | Topic4 IASB, PSC, OECD
schemes Canberra |l Group
4.1 Constructive obligations Topic5
4.2 Tax effect accounting Topic 3 PSC and IASB
6.1 Recognition and derecognition of financial Topic 2 PSC and IMF
instruments
7.1(b) Prior period adjustment/back casting — Topic 3 PSC NXRITC
taxes
9.1 terminology and definitions: (d) Topic 4; (e)&(f) Topic 3 PSC
(d) public sector for-profit entities; () negative | Work with PSC to align
tax revenue; (f) tax gap
10.1 Uncoallectible taxes — the tax gap Topic 3
2.4 in category 10 Privatizations Topic2
ESA95 1.1 The scope of the reporting entity and sector Boundary of GGS IMF
reporting (particularly GGS reporting) and
accounting for controlled entities
IMF 1.1 The scope of the reporting entity and sector | Boundary of GGS ESA95
reporting (particularly GGS reporting) and
accounting for controlled entities
2.2 Calculation of net worth/measurement of Distinction between contribution PSC
equity and contributions from owners for from owners and revenue
commercial government operations
4.1 Constructive obligations Comment on PSC ITC on social pPSC
policy obligations
5.6 Low interest and interest free loans Consider partitioning loans and pPSC
comment on PSCNXRITC
6.1 Recognition and derecognition of financial Consider IAS 39 derecognition PSC and WG|
instruments criteria
Clarify requirements
6.3 Currency on issue/seigniorage Consider issues PSC
8.1(a) Format and presentation (including Consider not allowing disclosure pPSC
classification) of the cash flow statement of notional cash flows relating to
finance leases effectively on the
face of the Statement of Cash
Flows
8.1(c) Format and presentation (including Depending on outcome of PSC PSC

classification) of the financial performance

deliberations, consider whether the
Statement of Government
Operations and the Statement of
Other Economic Flows should be
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combined into one Statement, and
consider whether the current
definitions of “transactions” and
“other economic flows” are
appropriate
9.1 Terminology and definitions: Work with PSC to align PSC
(h) class/category of assets
9.1 Terminology and definitions: Work with PSC to align PSC
(k) financial assets
3.5in broad category 10 “Subscriptions” to Clarify that, depending on their
international organizations nature, “subscriptions” to
international nonmonetary
organizations could give rise to
expenses
5.1 in broad category 10 Non cash flow Work with PSC to align guidance PSC

generating assets

on the valuation of non cash
generating assets including
heritage assets

Reconciliation

2.1 QOutside equity interest

2.2 Calculation of net worth/measurement of
equity and contributions from owners for
commercial government operations

2.3(b) Distributions receivable from controlled
entities

4.1A Decommissioning/ restoration costs

5.8 Investments in associates

7.1(c) Prior period adjustments/back casting

Possibly in certain circumstances
such as involuntary changesin
accounting policies and depending
on distinction between correction
of error and change of estimate
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