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MEMO TO: Members of the IPSASB
FROM: Juan Zhang

SUBJECT: Updating IPSAS 5, “Borrowing Costs’

OBJECTIVE OF THIS SESSION

To approve the Exposure Draft (ED) of proposed amendmentsto IPSAS 5, “Borrowing
Costs’.

AGENDA MATERIAL

Papers
9.1 Copy of 17 July Memorandum from Staff
9.2 “Cut and Paste” of respondents’ comments

9.3 Draft ED of Proposed Amendmentsto IPSAS5, “Borrowing Costs’ (marked-up)
ACTION REQUIRED

The Board is asked to:

. Review the analysis of responses to the question of removal/retention of the expensing
optionin IPSAS5;

. Consider the “applicable expenditures’ issuein IPSAS 5 identified at the July 2007
meeting; and

. Review and approve the ED of proposed amendmentsto IPSAS 5.

BACKGROUND

At the IPSASB’s meeting in July 2007, Staff was asked to develop an issues paper, analyzing
the arguments for departing IPSAS 5, “Borrowing Costs’ from IAS 23, “Borrowing Costs’.
In particular, the issue of whether to remove from IPSAS 5 the option of immediate
recognition as an expense of borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset was highlighted as an area that needed
additional analysis.

Following the July 2007 meeting, staff sought the views of members and technical advisers
and the reasons for those views on removal/retention of the expensing option in IPSAS 5 (see
Agendaltem 9.1). A response was requested by 3 August 2007. As at the end of August, 15
responses were received. Agenda Item 9.2 provides a*“ cut and paste”’ of these responses.
Copies of full responses are available from staff on request. Staff’s analysis of the comments
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aswell as views on the adequacy of the public sector reasons raised for retaining the
expensing option are addressed below in this memorandum. As with al summaries and
analysis, staff has exercised judgment in classifying responses, and interpreting and
presenting the major points by respondents.

Agendaltem 9.3 isadraft ED of proposed amendmentsto IPSAS 5 for the IPSASB’ sreview
and approval at the meeting. The ED reflects the staff view that the expensing option should
be removed from IPSAS 5 so as to converge with IAS 23. The changesto IPSAS 5 that reflect
the IASB’ s most recent changes to former IAS 23 and the improvements of other aspects of
IPSAS 5 have been marked-up. Necessary text boxes have been included to assist the
IPSASB in understanding the rationale for staff proposals. These text boxes will be omitted in
thefinal ED.

In addition, this memorandum considers the “ applicable expenditures’ issue identified at the
July 2007 meeting and provides Staff views.

ANALYSISOF RESPONSESTO THE EXPENSING |ISSUE
General Points

There were diverse opinions on whether to remove the expensing option from arevised
IPSASS.

5 of the 15 respondents (001, 005, 008, 010 and 011) expressed support for removal of the
expensing option. These respondents did not think there are convincing public sector reasons
to warrant a departure from 1AS 23 by retaining the expensing option in IPSAS 5.
Respondents 001, 005 and 010 commented on the central borrowing issue raised at the July
2007 meeting. Respondents 001 and 005 noted that thisis not a problem encountered only by
public sector entities. They also noted that existing IPSAS 5 considers this issue and ways to
deal with such a situation in its discussion of the capitalization option (paragraphs 22 and 26-
29). Respondent 010 drew attention to the “directly attributable” phrase and suggested that
borrowing costs are not “directly attributable” and therefore not subject to the capitalization
model where the borrowing costs are pooled and separate from the accounting for acquisition,
because no attribution of costsis possible.

Consistency with statistical accounting was another issue identified at the July 2007 meeting.
Statistical accounting generally treats borrowing costs as an expense. Respondent 001
expressed concern at an implied hierarchy that would treat the requirements of GFS statistical
accounting as of higher importance than IFRS and further questioned whether thereis a clear
policy going forward that the IPSASB will apply the principle that GFS Statistical
Accounting requirements take precedence over |FRS-convergence.

Respondent 001 considered that capitalization is the “correct” approach conceptually.
Respondent 005 felt that the capitalization model might be even more suitable for the public
sector than for the private sector because the concept of “intergenerational equity” should be
reflected in public sector financia reporting and because of the long lives of the majority of
public sector assets.
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7 of the 15 respondents (002, 003, 004, 006, 012, 013 and 015) expressed a general view that
the expensing option in IPSAS 5 should be retained and cited public sector reasons in support
of thisview. Respondents 006 and 013 noted that, if an option was to be removed, they would
even support removal of the capitalization option. However, Respondent 006 also expressed a
view that while the capitalization of borrowing costsis clearly not applicable for assets
measured at fair value/market value it can be applicable for assets measured at historical cost
(historical cost is not ameasurement basis under statistical accounting).

The other 3 respondents (007, 009 and 014) did not directly express support for, or opposition
to, removal of the expensing option. They further addressed the concern raised at the July
meeting about how to include borrowing costs in Depreciated Replacement Cost (DRC) if the
capitalization of borrowing costs is required as the sole approach under IPSAS 5.

The reasons provided for retaining the expensing option, along with the concerns raised if this

option is removed, have been classified into 4 broad areas:

e Difficultiesin capitalizing borrowing costs where borrowing is administered centrally;

e Convergence with the statistical bases of financia reporting which generally treats
borrowing costs as an expense;

e Practical issue of how to include borrowing costs in Depreciated Replacement Cost
(DRC) vauation; and

e  Other issues.

These public sector reasons/concerns are analyzed below in order to assess their adequacy to
justify adeparture from IAS 23.

Analysis of Public Sector Reasons/Concer ns
1) Difficultiesin capitalizing borrowing costs where borrowing is administered centrally

A number of respondents discussed the difficultiesin capitalizing borrowing costs where
borrowing is administered centrally.

Respondents 002, 003, 004 and 007 expressed concern about the difficulties of capitalizing
borrowing costs where funds are borrowed centrally by a government and then transferred
in avariety of ways (by appropriations, loans, grants or equity contributions) to other
public sector entities which would actually use the funds to finance the acquisition,
construction or production of qualifying assets but would not be charged with interest.

Respondent 006 considered it extremely challenging to determine an appropriate
borrowing rate to apply to the acquisition of an individual asset under certain
circumstances, such as when borrowing is undertaken generally rather than for specific
projects and managed on a portfolio basis. Respondent 014 suggested providing additional
implementation guidance on how to determine which rate should be used where borrowing
isdone only by central government.
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While acknowledging that this central borrowing model can also occur in the private
sector, especially certain large business enterprise groups, Respondents 006 and 013
commented that such procedures in the public sector would be more widespread and thus
higher compliance costs would arise if the capitalization model is mandatory.

Respondents 006 and 013 also noted that under the capitalization model asset values
reported on a consolidated basis would differ, in the case of funds borrowed centrally,
from those reported for an individual entity. This might lead to confusion and uncertainty
for users of financia reports. Respondent 013 further questioned which asset values
should, in such circumstances, be used for the disaggregated disclosure of the financial
reports of the whole of government for statistical purpose. The first option is to use asset
values derived from the individual reporting of consolidated entities. Such values would
usually not include capitalized borrowing costs. In the view of Respondent 013, such asset
values seem to be more reliable, robust and understandable but would need to be
reconciled to total asset values by adjusting for central borrowing costs capitalized. The
aternative isto use asset values derived by allocating centrally incurred borrowing costs to
individual assets. In the view of Respondent 013, such asset values are more likely to be
arbitrary and confusing, and would increase variance from statistical information.

Respondent 012 expressed the view that the expensing option should be maintained as
public sector entities usually borrow through a centralized entity which is not subject to
market transactions such as the sale of corresponding assets, mergers, acquisition etc.
Therefore, the economic nature of the borrowing cost is different in the public sector—it is
an out of pocket cost which is usually non-reimbursable and not otherwise affected by
market transactions in future periods.

Analysis

As Respondents 001 and 005 indicated, the central borrowing model is not a feature only
in the public sector. In its commentary on the capitalization option (paragraphs 22 and 26-
29) the current IPSAS 5 has appropriately discussed this difficulty and methods of dealing
with such a situation. In accordance with paragraphs 26-29, when a controlling entity
borrows funds which are transferred with no allocation of borrowing costs to a controlled
entity, no capitalization of borrowing costs occurs at the individual entity level because
neither the controlling entity nor the controlled entity would meet the criteria for
capitalization of borrowing costs (no borrowing costs incurred or no qualified assets), and
capitalization of borrowing costs only occurs in the consolidated statements at the
economic entity level if the economic entity meets the required criteria. Paragraph 27 also
discusses the case of funds transferred with only partial allocation of borrowing costs to a
controlled entity.

Paragraphs 21-25 and 29 of existing IPSAS 5 discuss the determination of the amount of
borrowing costs to be capitalized as well as the difficulties related to central borrowing
cases. Paragraph 29 specifically discusses the determination of a capitalization rate at the
economic entity level and the controlled entity level. Staff considers that these
requirements and commentary are sufficient and should apply to both the individual entity
level and the economic entity level. Staff is not persuaded that the determination of the
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capitalization rate applicable to the consolidated financial statements in the public sector
context is more challenging than in the private sector context.

Respondent 010’ s point of having regard to the “directly attributable” phrase would help
allay some reservations about the difficulty in and costs of implementing the capitalization
model. In accordance with the principle of IPSAS 5/IAS 23, borrowing costs are eligible
for capitalization only in the case where they are directly attributable to the acquisition,
constructions or production of aqualifying asset (i.e. where they would have been avoided
if the outlays/expenditures on the qualifying asset had not been made). This means
capitalization is not implemented where the incurring of borrowing costsis not related to
the incurring of the outlays/expenditures on a qualifying asset and capitalization only
appliesto the situation where a direct link between the borrowing costs and the incurring
of the outlays/expenditures on a qualifying asset exists.

It was noted that in the “due process’ of revising IAS 23 many respondents argued that the
costs of implementing the capitalization model would be burdensome. However, as noted
by the IASB, “thereis an unavoidable cost of complying with any new financia reporting
standard” and “it has not been told that preparers who elected to capitalize borrowing costs
under the previous version of |AS 23 found doing so unnecessarily burdensome”. The
IASB further concluded that the additional benefitsin terms of higher comparability,
improvements in financial reporting and achieving convergence in principle with US
GAAP exceed any additional costs of implementation.

While central borrowing procedures may be more common in the public sector than in the
private sector, based on the above analysis, the additional compliance costs for public
sector entities would not be significantly different from those for private sector entities as a
result of the removal of the expensing option. The additional benefits arising from the
removal of the expensing option from IPSAS 5 in terms of higher comparability,
improvementsin financial reporting and achieving convergence with IFRS justify the
additional compliance costs.

In the case of funds borrowed centrally where the capitalization model is adopted, it is
acknowledged that the asset value reported on a consolidated basis would differ from that
reported on a separate/individual reporting basis. However, in accordance with the
consolidation procedures required by IPSAS 6, “ Consolidated and Separate Financial
Statements’, a number of accounting transactions or events can be subject to consolidation
treatments that result in the carrying amount of the item in the consolidated financial
statements differing from the carrying amount of the same item reported in the
separate/individual financial statements e.g. the elimination of surpluses and deficits
arising from transactions within the economic entity that are recognized in certain assets,
such asinventory and fixed assets. From atechnical perspective, when revenues and
expenses related to transfers (funded originally by economic-entity-outside borrowings)
between entities within the economic entity are eliminated, the funds originally borrowed
by the entity which administers borrowings centrally can be regarded as funds borrowed by
the economic entity and used directly for acquiring qualifying assets of the economic
entity. Therefore, it is reasonable to include the capitalized borrowing costs in qualifying
assets at the consolidation level if the economic entity meets the criteriafor capitalization.
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Turning to the question of which asset value should, in the above circumstances, be used
for the disaggregated disclosure of the financia reports of the whole of government for
statistical purposes, Staff is of the view that the disclosure of financia information for
statistical purposes should comply with the statistical bases of financial reporting.
Accounting and statistical bases for reporting financial information have different
objectives, and treat some transactions and events differently. There are many issues other
than borrowing costs, such as the recognition of costs associated with research and
development, the recognition of decommissioning/restoration costs and the measurement
of assets, which would result in the asset value under the accrual basis of accounting
differing from that under the statistical bases because of the different requirements for
dealing with these items. The difference in asset values under the two bases caused by
capitalization of borrowing costsis not an adequate public sector reason to justify
departure from IFRSs.

Staff does not support the view that the expensing option should be maintained as
borrowing costs in the public sector are out of pocket costs which are usually non-
reimbursable or otherwise unaffected by market transactions. Any vendor in the market
normally tries to seek a price for an asset that covers al the costs incurred, including
financing costs incurred during the asset-devel opment phase, irrespective of whether
borrowing costs are capitalized or not. In other words, we could not see an explicit link
between the capitalization/expensing of borrowing costs and the reimbursable/non-
reimbursable nature of borrowing costs. Moreover, the capitalization of borrowing costs
would, for both the public sector and the private sector, enhance comparability between
assets internally devel oped and those acquired from third parties, because the purchase
price of a completed asset would include financing costs incurred by the third party during
the development phase.

Staff therefore does not think that the existence of central borrowing procedures constitutes
asound reason for a different treatment from IAS 23.

2) Convergence with the statistical bases of financial reporting which generally treats
borrowing costs as an expense

Respondents 002, 004, 006 and 013 were of the view that convergence with the statistical
bases of financial reporting, which generally treats borrowing costs as an expense,
constitutes areason for retaining in IPSAS 5 the expensing option. These respondents
reiterated the IPSASB’ s commitment to convergence with statistical bases of financial
reporting where appropriate. Respondent 006 noted that the IPSASB Research Report
IPSASs and Statistical Bases of Financial Reporting: An Analysis of Differences and
Recommendations for Convergence (dated January 2005), which mainly reflected the work
of the Task Force on Harmonization of Public Sector Accounting (TFHPSA), considered
the question of borrowing costs and recommended that "to strengthen convergence,
IPSASB should consider removing the option to capitalize" (see item 10.4 of the Matrix

page 65).
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Respondents 007, 014 and 015 considered it necessary to discuss the issue of convergence
with statistical bases while exploring the expensing issue in IPSAS 5. Respondent 015 also
noted that the issue for the IPSASB to consider on this point is the relative weighting given
to IFRS-convergence and convergence with statistical bases. This may be an issue for the
Rules of the Road project.

Analysis

Staff is mindful of the IPSASB’ s commitment to convergence with the statistical bases of
financia reporting where appropriate. However, if convergence with the statistical basesis
relied upon as a reason for departure from IFRS, a signal would possibly be given to
constituents that the IPSASB, in developing its standards, has adopted a principle that
convergence with the statistical bases of financial reporting takes precedence over IFRS-
convergence. The IPSASB has not adopted this principle. Therefore, it would be
inappropriate to use such a commitment as areason for deviation from |AS 23.

Staff noted that the policy of convergence with statistical bases was strongly supported by
Respondent 006. However, this respondent also expressed aview that capitalization of
borrowing costsis not applicable for assets measured at fair value/market value but can be
applicable for assets measured at historical cost (which is not a measurement basis under
statistical accounting). Thisis avery important point. Whilerevised IAS 23 removed the
expensing option it does not require the capitalization model to be used for a qualifying
asset measured at fair value (see paragraph 4 of IAS 23).Thiswould mean that IAS 23
limits the capitalization of borrowing costs to qualifying assets measured at cost. Since
market value (rather than historical cost) is the measurement basis and also borrowing
costs are generally required to be recognized as an expense under the statistical accounting,
Staff is of the view that Respondent 006’ s reservations would be largely addressed if itis
accepted in IPSAS 5 that, like IAS 23, assets carried at fair value are outside the scope and
the required treatment (capitalization of borrowing costs) only appliesto assets carried at
historical cost.

3) Practical issue of how to include borrowing costsin Depreciated Replacement Cost
(DRC) valuation

The concern about the practicality of including borrowing costs in valuations obtained
through the DRC method was raised by Respondents 007, 009, 013, 014 and 015.

Respondent 007 noted that if the expensing option is removed from IPSAS 5 the
capitalization model will be required and, therefore, decisions will need to be made asto
how to incorporate borrowing costs into DRC which is presently used to determine the
revalued carrying amounts of many public sector assets. This respondent set out a series of
technical questions to be answered in relation to the inclusion of borrowing costsin DRC
valuation. He expressed a concern that, because of the current lack of guidance on this
issue, if the expensing option is removed the reliability of DRC valuations would be
significantly undermined in situations where preparers would be free to incorporate
borrowing costs on any basis they choose. The respondent therefore concluded that the
expensing option should not be removed until the relevant technical issues can be properly
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explored with the international valuation profession. The respondent al so suggested that,
similar to the approach in New Zealand Standards, a consequential amendment to IPSAS
17 inserting an explicit link between the capitalization of borrowing costs and the need to
Incorporate borrowing costs into DRC valuations be made if capitalization of borrowing
costs becomes the sole method under IPSAS 5.

Respondent 015 expressed a similar concern about the technical difficultiesin including
borrowing costs in DRC. Respondent 013 questioned whether DRC should include
additional borrowing costs if borrowing costs are capitalized and if so on what basis.

While expressing the above concern Respondent 007 provided a possible solution to it—
making it clear in IPSAS 5 that assets carried on the revaluation model are excluded from
the scope if the expensing option is removed.

Respondent 013 suggested that there is little benefit in including borrowing costs in the
initial cost of aqualifying asset, if that asset is subsequently to be carried at revaluation on
aDRC basis.

Respondent 014 highlighted the guidance in New Zealand Standards on how to determine
the amount of borrowing costs to be included as a component of DRC and suggested the
IPSASB further explore and develop guidance on thisissue.

Analysis

DRC is at the bottom of the fair value hierarchy in both IAS 16, “Property, Plant and
Equipment” and the equivalent IPSAS 17. It isimportant to note that, if inclusion of
borrowing costsin DRC valuation is an issue as a consequence of removal of the
expensing option, it is not a public sector specific issue, athough it islikely that DRC
revaluation is used more widely in the public sector than in the private sector.

As mentioned above, |AS 23 includes the scope exclusion for “a qualifying asset measured
at fair value, for example abiological asset”. Staff has consulted with individual staff from
the IASB and obtained an informal view that this scope exclusion in IAS 23 appliesto the
assetsin IAS 16 when they are measured at fair value but does not apply when they are
measured at cost. Thiswould mean the scope exclusion in IAS 23 applies to assets carried
on revaluation model using DRC since DRC is at the bottom of the fair value hierarchy in
IAS 16. Staff does not think there is any public sector specific reason for departure from
the scope exclusion in IAS 23. Therefore, consistent with the solution proposed by
Respondent 007, staff considersthat inclusion in arevised IPSAS 5 of the same scope
exclusion as |AS 23 would address the DRC concern.

It would be necessary to make certain changes in wording when transferring the above
scope exclusion in IAS 23 to IPSAS 5. Staff proposes something like “aqualifying asset
measured at fair value, for example an asset measured at fair value under IPSAS 17” be
included in IPSAS 5 as a scope exclusion in response to the concern about DRC (the
proposed scope exclusion has been reflected in Agenda ltem 9.3).
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In regard to the concern over the temporary capitalization of directly attributable
borrowing costs for assets measured subsequently on the revaluation model, Staff does not
consider thisis apublic sector specific technical issue. Both IPSAS 17 and IAS 16 specify
that an item of property, plant and equipment should be measured at its cost on initial
recognition and subsequently be measured on either the cost model or the revaluation
model. It may practically be that revaluation occurs more commonly in the public sector
than in the private sector but this does not mean public sector entities would incur higher
additional compliance costs than private sector entities when using the capitalization
method. Staff considersthat, if the expensing option is removed from IPSAS 5, the
additional benefitsin terms of higher comparability for assets measured at cost across
public/private sector entities and achieving convergence with IFRS justify the additional
compliance costs of capitalizing borrowing costs in the original costs of qualifying assets.

4) Other |ssues

Respondents 004, 006 and 013 considered that there are some conceptual reasons for
retaining the expensing option.

Respondents 004 and 006 argued that if the expensing option is removed, comparability
would not be enhanced because the capital structure of an entity could affect the cost of an
asset. Respondent 006 al so noted that prescribing the capitalization of borrowing costs
seems to run counter to two general tendenciesin global accounting development—the
movement towards fair value accounting and the need to develop more appropriate
performance reporting.

Respondent 013 expressed the view that borrowing costs should be an entity cost not
attributable to individual assets. This respondent opposed the attribution of borrowing
costs to qualifying assets even for for-profit entities.

Analysis

The same, or similar, conceptual arguments as those of Respondents 004, 006 and 013 were
also submitted to the IASB when revising |AS 23. The IASB addresses these arguments in
the Basis for Conclusions.

Regarding the comparability argument, the IASB acknowledged that capitalizing
borrowing costs does not achieve comparability between assets financed by borrowings
and those financed by equity, but concluded that capitalization achieves comparability
among all non-equity financed assets, which is an improvement.

Regarding the attribution of borrowing costs, the IASB concluded that borrowing costs that
are directly attributable to the acquisition, construction or production of a qualifying asset
are part of the cost of that asset. The cost of an asset should include all costs necessarily
incurred to get the asset ready for itsintended use or sale, including the cost incurred in
financing the expenditures for acquisition, construction or production of a qualifying asset.
The IASB reasoned that the immediate expensing of borrowing costs relating to qualifying
assets does not give afaithful representation of the cost of the asset.
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In any event, these conceptual reasons are clearly not public sector specific.

Staff Proposal

Based on the above analysis, Staff is of the view that the public sector reasons/concerns raised
by respondents are not adequate to warrant a departure from |AS 23 by retaining the
expensing option in IPSAS 5. Staff therefore proposes that the ED of proposed amendments
to IPSAS 5(Item 9.3), reflecting the most recent changesto |AS 23, be approved for issuance
for public comment.

Action requested: Confirm that there is no public sector specific reason to depart from IAS
23 by retaining the expensing option in IPSAS 5.

THE “APPLICABLE EXPENDITURES’ ISSUE IDENTIFIED AT THE JULY 2007
MEETING

Background

At the July 2007 meeting, there was arequest from individual members that consideration be
given to whether the original decision, when developing existing IPSAS 5, to entirely exclude
from paragraph 32 the sentence “ Expenditures are reduced by any progress payments
received and grants received in connection with the asset (see IAS 20 Accounting for
Government Grants and Disclosure of Government Assistance)” in the corresponding
paragraph 18 of IAS 23 is appropriate. The suggestion was that the above sentence should be
included in IPSAS 5 but without its reference to IAS 20. The reasons for this were:

[.  Any progress payment or grant received would reduce the expenditures on which
borrowing costs directly attributable to the acquisition, construction or production of a
qualifying asset are incurred; and

1. Deducting the amount of asset-related grants from the expenditures on which borrowing
costs are treated as being incurred in relation to a qualifying asset does not mean the
grant would have been deducted from the carrying amount of the qualifying asset (asit
could be under an option in IAS 20). In other words, the non-adoption of IAS20in
IPSASsisirrelevant to the measurement of borrowing costs.

After the meeting, Staff reviewed the IPSASB meeting minutesin relation to the first stage of
its standards program. IPSAS 5 was approved for publication at the Merida meeting in
January 2000. In the minutes for that meeting Staff was directed to “ del ete the second
sentence as it describes the treatment in IAS 20, consistent with the earlier decision to delete
reference to IAS 20 from this paragraph”.

Analysis
Staff considers that the above sentence, along with the reference to IAS 20, was originally

deleted in IPSAS 5 because of both conceptual reservations about IAS 20 and the diversity of
funding sourcesin the public sector context.
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IAS 20 requires an entity to account for the government grants related to assets either by
setting up the grant as deferred income or by deducting the grant in arriving at the carrying
amount of the asset. It was noted that the IASB had acknowledged that IAS 20 is flawed and
needs to be updated but resource availability had stopped it from doing so in the past. Because
of these conceptual reservations, the PSC (the IPSASB’ s predecessor), when developing
IPSAS 5, did not want to endorse a treatment derived from IAS 20, or include a cross
referenceto |AS 20. In addition, IAS 20 only deals with government grants and government
assistance. Many government entities may receive grants from other sources — private
companies, multilateral banks, bilateral or multilateral aid agencies etc, and also may receive
donations, gifts, bequests etc. The PSC considered it inconsistent to reduce outlays on a
qualifying asset by government grants as defined in IAS 20, but not by other grants and other
funding sources received in connection with the asset.

The PSC/IPSASB subsequently developed IPSAS 23, “Revenue from Non-Exchange
Transactions (Taxes and Transfers)” which establishes broad principles for dealing with all
revenue from non-exchange transactions, including taxes and transfers (such as grants,
bequests, gifts, donations etc). The approach adopted in IPSAS 23 is quite different from that
in1AS 20. Given the development of IPSASs and in response to the above request from the
July 2007 meeting, Staff thinksit isworth reconsidering the appropriateness of omitting that
entire sentence in IPSAS 5.

Staff observes that paragraph 32 of current IPSAS 5/paragraph 18 of IAS 23 is a commentary
on how to determine the amount of outlays/expenditures on a qualifying asset to which the
capitalization rate is applied when computing the amount of borrowing costs to be capitalized
where funds are borrowed generally and used for obtaining the asset. In this context, the
expenditure-reduced sentence in IAS 23 purports only to determine the expenditures on a
qualifying asset used for computation of borrowing costs to be capitalized, not to determine
the carrying amount of the qualifying asset which is specified by other IASs. In other words,
whichever approach is adopted for accounting for grantsin IAS 20/IPSAS 23 isirrelevant to
the measurement of borrowing coststo be capitalized in IAS 23/IPSAS 5. The reference to
IAS20in IAS 23 has an implication only in respect of the definition of grants.

From atechnical perspective, where the outlays/expenditures on a qualifying asset are funded
by both borrowings and non-borrowing funding sources, it is reasonabl e to deduct the non-
borrowing funding component from the outlays/expenditures to which the capitalization rate
is applied when computing the capitalization amount of borrowing costs. For example, Entity
A constructs an office building. The total outlay in the period is $100 million. The central
government has provided a cash grant of $10 million. Entity A has received progress
payments of $60 million. The rest of the outlay is funded by Entity A’s general borrowings. In
this case, the amount of outlays to which the capitalization rate is applied is $30 million ($100
million-$10 million-$60 million).

However, given the diversity of asset-related funding sourcesin the public sector, it would be
inappropriate to transfer the key sentence in IAS 23 to IPSAS 5 without any changes. Staff
proposes theinclusion in revised IPSAS 5 of amodified sentence like * Outlays are reduced
by any progress payments received and assets received subject to stipulations on transferred
assets specifying the acquisition of the qualifying asset (see IPSAS 23, “ Revenue from Non-
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Exchange Transactions (Taxes and Transfers)”)”. This would enhance convergence with IAS
23, address the concern about the diversity of funding sources in the public sector, and also
ensure conceptual consistency between IPSASs.

Staff is of the view that there is no public sector specific reason to warrant continuing
exclusion of that key sentence from IPSAS 5, and proposes a modified sentence as set out
above be added to paragraph 32 of exiting IPSAS 5. The proposed sentence has been reflected
in the draft ED at Agenda ltem 9.3. As a consequence, the difference between the proposed
sentence in IPSAS 5 and the corresponding sentence in IAS 23 has been identified in the
“Comparison with IAS 23" and the rationale for this difference has been addressed in the
Basisfor Conclusionsin the draft ED.

Action requested: Confirm that the originally omitted outlay-reduced sentence should be
added to paragraph 32 of existing IPSAS 5 in the wording like “Outlays are reduced by any
progress payments received and assets received subject to stipulations on transferred assets
specifying the acquisition of the qualifying asset (see IPSAS 23, “Revenue from Non-
Exchange Transactions (Taxes and Transfers)”)”.
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| NTERNATIONAL FEDERATION

OF ACCOUNTANTS
545 Fifth Avenue, 14th Floor Tel: (212) 286-9344
New York, New York 10017 Fax: (212) 286-9570

Internet: http:/ /www.ifac.org

DATE: 17 July 2007
MEMO TO: Members, Technica Advisors and Observers of the IPSASB
FROM: John Stanford/Juan Zhang

SUBJECT: Views on Scope of ED 30, “Impairment of Cash-Generating Assets’
and on Removal of Expensing Option in IPSAS 5, “Borrowing Costs’

PURPOSE OF MEMORANDUM
e Toobtain the views of membersand technical advisorsand the reasonsfor those
views on:
¢ whether the scope of an IPSAS developed from ED 30, “Impairment of Cash-
Generating Assets’ should include property, plant and equipment carried on the
revaluation model under IPSAS 17, “Property, Plant and Equipment”; and
e theremoval of the option permitting entities to expense borrowing costs directly
attributable to qualifying assetsin IPSAS 5, “Borrowing Costs”:

Although this memorandum is primarily addressed to Members and TAs the views of
Observers are very welcome on any of the issues raised.

ACTION REQUIRED

e The Committeeis asked to provide views on these topics to John Stanford (ED 30) at
john.stanford@cipfa.org and Juan Zhang (IPSAS 5) at juanzhang@ifac.org by
Friday 3'¢ August.

SCOPE OF ED 30, “IMPAIRMENT OF CASH-GENERATING ASSETS’

The major issue to be resolved in the development of an IPSAS based on ED 30,
“Impairment of Cash-Generating Assets’ iswhether assets carried on the revaluation
model under IPSAS 17, “Property, Plant and Equipment” should be within the scope
(Agenda Item 5). Such assets were excluded from ED 30 with arationale provided in
paragraph BC 4 of the Basis for Conclusions. In his summing up of this agenda item at
Montreal the Chairman emphasized that a number of constituents have laid down a
challenge to IPSASB to justify the approach in ED 30. The view of the Montreal meeting
was that the current rationale, as drafted, is inadequate.

At the Montreal meeting it was agreed that Staff should seek the views of Members, and
TAs as to whether such assets should be within the scope and, as importantly, their
reasons for supporting their position. It is not intended at this stage to reopen the scope of
IPSAS 21, “Impairment of Non-Cash-Generating Assets’, although this might be
addressed | ater.
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At the Montreal meeting it was also decided to defer discussion of the further issue of
whether the following items should be within the scope:
e biological assetsrelated to agricultural activity that are measured at fair value less
estimated point-of-sale costs; and

e non-current assets (or disposal groups) held for sale in accordance with the
relevant international or national accounting standard dealing with non-current
assets held for sale and discontinued operations.

Members and TAs areinvited to comment on whether they think that these items should
be within the scope of an IPSAS and to provide their arguments in support of, or against,
inclusion.

A few Members have already provided Staff with written views subsequent to the
Montreal meeting. Staff is grateful for their very prompt responses. Members, who have
aready provided views, are asked to ignore this section of the memorandum unless they
want to modify or expand on views that have already been expressed.

REMOVAL OF OPTION OF EXPENSING BORROWING COSTSIN IPSASS5,
“BORROWING COSTS’

In discussions about the updating of IPSAS 5, “Borrowing Costs’” (Agenda Item 7) at the
meeting in Montreal, Staff was asked to prepare an issues paper for consideration at the
Beijing meeting in November 2007.

The issues paper will outline avariety of public sector specific reasons for departing from
the current version of IAS 23 by retaining in IPSAS 5 the option of immediate
recognition as an expense of borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset. The paper will also provide a Staff
analysis and view on whether these reasons are adequate to warrant the departure.

To assist in making the issues paper as comprehensive as possible, Staff wishesto obtain
inputs from Members/TAS. If you support a departure from IAS 23 by retaining in IPSAS
5 the expensing option, can you please send the rationale for your views to Staff. If you
agree with convergence with IAS 23 by removing from IPSAS 5 the expensing option, or
if you have other alternatives in dealing with this matter, could you please also let Staff
know and provide your reasons.
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IPSASS5, “Borrowing Costs’ -- Removing/Retaining the Expensing Option
“Cut and Paste” Analysis of Responses

I. Those supporting the removal of expensing option from |PSAS5

001 Gwenda Jensen
I am writing in support of deleting the option of expensing borrowing costs. The reasons for this view
areasfollows:

1) The existence of optionsin standards generally is something to be avoided in order to support
comparability of statements and same treatment of the same event/transaction.

2) The IASB equivalent standard dealing with borrowing costs no longer allows the expense option, so
deleting this option promotes "appropriate’ convergence with IASB

3) Capitalization is the 'correct’ approach conceptually

4) There are no convincing public sector reasons to differ from the IASB. One 'public sector’ reason
raised at the Board meeting were that it is difficult to allocate borrowing costs to individual
entities when borrowing is done centrally. Thisisa problem also encountered by private sector
organizations (therefore not a public sector specific difference) and there are ways to overcomeit.
The present IPSAS 5 in its discussion of the capitalization option discusses this difficulty and
waysto overcomeit. A second reason isthat GGS Statistical accounting requires that such costs
be expensed. | am somewhat concerned at the implied heirarchy of importance that would treat
the requirements of GGS Statistical accounting as of higher importance than IFRS. Where might
thislead? Asfar as| understand the Board's aims they do not include convergence with GGS
Statistical accounting, while there is an aim to avoid unnecessary differences with IFRS with a
view to appropriate convergence between IFRS and IPSAS.  (Perhaps there was something that |
missed by not being able to attend the March meeting and thisissue of GGS Statistical accounting
relevance has already been discussed?)

5) Difficult to understand decisions by the IPSASB reflect on the quality of both IPSAS and the
IPSASB. (Seebelow.)

Further comment on (5):

We at the United Nations System are operating a full compliance approach to IPSAS adoption (no
exceptions, unlike most governments). It isimportant therefore that our accountants have early
warning where possible of likely future changesto IPSAS, so that they can ensure that their
systems are compatible and that the likely impact of new standards are known. Last year, my team
warned everyone that it was likely that the ‘expense’ option would disappear from IPSAS 5 when
that standard was next 'improved,’ because that option had been removed from the IFRS-equivalent
standard and the IPSASB operates a policy of IFRS convergence, unless there are public sector
specific reasons for adifference. A UN System-wide policy to apply the ‘capitalize borrowing
costs options has been approved.

Standard setter predictability is arguably acriteria of standard setting quality - adherenceto stated
guiding principles and conceptual frameworks support a sense that the decision making is not
‘arbitrary' and can be predicted - it reduces the costs of compliance. If the IPSASB now decides not
to delete the expense option, thiswill not present a practical difficulty for us, but the immediate
guestion asked by UN System accountants will be 'what is the basis for that decision? Thereisa
risk of anegative impression of the IPSASB as not predictable in its standard setting, and of
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choosing to continue with (arguably) poor accounting, by retaining an option already rejected by
the IASB.

From asimple technical point of view, this particular issue of borrowing costs does not seem
important enough to spend alot of time on. But from this perception view and from the view of
IPSASB decision-making predictability, a decision not to delete the expense option is somewhat
more of aconcern. If thereisaclear decision going forward from here that the IPSASB will apply
the principle that GGS Statistical accounting requirements take precedence over IFRS-convergence
then that would restore predictability (but create some concerns about what it would mean in
practice!). We would adjust and work with that IPSASB decision.

005 Tadashi Sekikawa
| support for the removal of an option of expensing borrowing cost for the following reasons:

e Thereareno rational reasons to depart from the requirementsin new IAS 23

e Public sector entities seems even more suitable for adopting capitalization model than private
sector entities because; a) “equity among generation” that would be required in public sector
financial reporting may orient capitaization model, and b) Majority of assets are long-lived
nature and may be suitable for capitalization model

o  During our discussion at Montreal, different method to raise fund in public sector (e.g. the central
government issues national bonds and transfer funds to other levels of government entities)
seemed to be most prevailing reasons to insist the retention of expensing model. However, | do
not think the difference of fund raising method warrant the departure from IAS 23. Paragraphs 26
to 29 of the existing IPSAS 4 have appropriately treated such a situation, that is; no capitalization
of borrowing cost entity level because there is no borrowing cost incurred or no qualified assets,
and capitalization of borrowing cost in consolidated statements at economic entity level.

008-Frans Van Schaik
We agree with the convergence of IPSAS 5 with IAS 23. We are in favour of the removal of the
option of expensing borrowing costs.

010-lan Carruthers

I do not know of areason to depart from IAS 23 and retain in IPSAS 5 the option of immediate
expensing of borrowing costs directly attributable to the acquisition, construction or production of a
qualifying asset. The key to this may bein the 'directly attributable' phrase; ie, in UK government
departments and (most) NDPBs the borrowing costs will be pooled and separate from the accounting
for acquisition, thus there is no attribution possible. Where bodies do make a direct link then | cannot
think of a sound accounting reason for a different treatment from IAS 23.

011-Tom Henry Olsen/Harald Brandsas

We can’t see any significant public sector reasons for having a public sector reporting different from
IAS 23. The discussion in last meeting seems to be quite similar to the discussion in Europe this year
whether Europe should endorse the changed 1A S 23 because some people feel requiring capitalization
is “against the European good”. We don not see neither the European nor the public sector reasons for
having a different treatment than I1AS 23.

I1. Those expressing a general view of retaining the expensing option in |PSAS5

002 Hong L ou/Hongxia L i
Accordingly, we suggest that the option of expensing borrowing costsin IPSAS 5 be retained as it
were.
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003 Richard Neville
My rationale for leaving the option of immediate recognition of an expense of the borrowing costsin
IPSASS5is...

004 Erna Swart
We believe there are public sector specific reasons not to accept the amendments that were made to the
IAS equivaent of IPSAS5.

006 Eduardo Barredo-Capelot

We would not have a positive opinion on the subject. We believe that there is no urgency to amend
IPSAS5sotodignitto |AS 23, despite the costs of deviations between |AS-IPSAS this entails,
because of both conceptual and procedural issues.

For the reasons below, we believe that the expensing option in IPSAS 5 should be retained, and, were
it to be possible, we would even encourage the expensing of borrowing costs as the sole approach
permissible under IPSAS 5, following the recommendation (item 10.4 of the Matrix page 65) included
in the IPSASB Research Report dated January 2005 IPSASs and Satistical Bases of Financial
Reporting: An Analysis of Differences and Recommendations for Convergence.

However, and separately, to the extent that historical costsis permitted or prescribed as a valuation of
assets method (which is not the case in statistical standards), then borrowing costs directly attributable
to the acquisition, construction or production of a qualifying asset might also be included in the
valuation of these assets.

012-Andreas Bergmann
In my view, we should maintain the expensing option, as...

013-Peter Batten

Asindicated at the last meeting | am strongly in favor of retaining the option to expense borrowing
costs. Infact if an option wasto be removed | would support removal of the option to capitalise
borrowing costs.

015-Jim Paul
Do not conformthe principlesin IPSAS5 to those in IAS 23 (revised)

We think there is a public-sector-specific reason not to require capitalisation of borrowing costs. It
relates to internally constructed assets measured on the fair value basis using depreciated replacement
cost (DRC).

I11. Reasons provided for retaining the expensing option or concernsraised if this
option isremoved

Reason/Concern 1 -- Difficultiesin capitalizing borrowing costs wher e borrowing
Isadministered centrally

002 Hong L ou/Hongxia L i
Compared to private sector, it is a common practice that governments borrow money centrally.
Therefore, it is, in many cases, impracticable in allocating borrowing costs to specific qualified assets.
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003 Richard Neville

My rationale for leaving the option of immediate recognition of an expense of the borrowing costsin
IPSAS5isthat in the public sector....unlike in the private sector....the borrowing costs directly
attributabl e to the acquisition, construction or production of a qualifying asset is NOT awaysin the
same department or even known by the department concerned. Financial resources are transferred by
appropriations or votes and cover only the direct materialsinvolved in the acquisition, construction or
production of a qualifying asset. The borrowing costs are assumed by the Treasury or Department of
Finance and never allocated back to departments based on their capital acquisitions. Therefore, where
this does occur, the borrowing costs should be expensed and such an option should exist. Where the
borrowing costs are clearly known and defined, the other option of capitalizing them should be
exercised.

004 Erna Swart
Central borrowing by a government is transferred to departments and other spheres of government in
the form of transfer payments and grants. No loans are made and interest is not charged.

006 Eduardo Barredo-Capelot

Comparability. We would also observe that many governments undertake borrowing in a centralised
way. They do not generally borrow for specific projects, and manage their portfolio of debt to
minimise their overall borrowing costs (for example the balance between short and long term
securities). It seems extremely challenging to determine an appropriate borrowing rate to apply to the
acquisition of an individual asset, taking account of all of these factors. Whilst the same type of
centralised borrowing might be seen in certain large private enterprise groups, the phenomenon in
government would appear to be deeper and more widespread. In total, there seemsto be a genuine risk
of having a serious heterogeneity of expenditure measurement. We also note that economists are often
keen to relate interest expenditure to the stock of debts and monitor thisindicator closely, as part of
efficiency measurement of Treasury activities as well as a component for their forecasting.

Unresolved difficulties: consolidation. An amended IPSAS 5 would need to address more in substance
the issue of the proper conduct of consolidation, in case of capitalization of borrowing costs when the
borrowing in conducted between two public units, with the apparent implication that the valuation of
assets would be changed depending on the consolidation status of the financia report, which seems
rather odd.

007-Greg Schollum

However, thiswill not fully deal with other concerns raised by membersin Montreal in relation to
divergence from statistical bases of reporting, and the difficulties of capitalising interest in a public
sector context where often debt is managed centrally, and such debt is not ascribed to subsidiary entity
level. | believe these continue to be real issues even if the DRC concern | have expressed can be dealt
with by the scope exclusion of revalued assets.

012-Andreas Bergmann

In my view, we should maintain the expensing option, as public sector entities usually borrow through
acentralized entity (i.e. treasury, infrastructure ministry) which is - unlike private sector entities - not
subject to market transactions such as the sale of corresponding assets, mergers, acquistion, leveraged
buyouts etc. In many jurisdictions, they are not even alowed to sell a qualifying asset or an entity
holding it. Thus the economic nature of the borrowing cost is different in public sector. It is an out of
pocket cost which is usually non-reimbursable or otherwise affected by market transactions in future
periods. In the rare case of amore liberal environment, the option of allocating the cost over several
periodsis still there.
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013-Peter Batten

Structural impacts on Financial Reporting. The private sector generally only prepares general purpose
financial reports for the consolidated entity. Therefore the alocation of borrowing costs to qualifying
assetsisrelatively straightforward. Even where there are a number of divisions or subsidiaries, the
entity can decide whether it allocates borrowing costs for management purposes, or just allocates them
centrally to qualifying assets as a consolidation adjustment. Either way, outside users only see one set
of numbers. By contrast the public sector prepares general purpose financia reports complying with
accounting standards for many, often hundreds of, entities. These reports are prepared for
accountability reasons or for the information of local communities. While the government usually
raises taxes and borrows funds on a central basis, it will distribute these funds to departments and
other subsidiary entitiesin avariety of ways, including appropriations, grants, loans and equity
contributions. Consequently the funding position of each subsidiary entity, which will be reflected in
their individual financial reports, will vary and will depend on a mixture of their history and current
practice. Their attribution of borrowing costs to qualifying assetsis very unlikely to match the
attribution that would apply on a consolidated government basis. Therefore the assets that are reported
on a consolidated basis are unlikely to match the asset values reported in individual reporting entities,
thus leading to confusion and uncertainty for users of the financial reports. Any attempt to allocate
borrowing costs incurred on a central basis for qualifying assets to individual entities would be highly
complex and expensive, may not even be legally permissible, and would give little benefit.

Disaggregated reporting. In addition to the multiplicity of individual entity financia reports prepared
as discussed above, it can be reasonably argued that there is value for the user of whole of government
financial reportsin disaggregating these reports between the general government (budget) sector and
other (government business units) sectors, with assets and expenses in the former sector further
disaggregated by government business purpose consistent with those used for statistical purposes.
Withdrawal of the expensing option would raise the question of which asset values should be used for
disaggregation disclosure? Those collected from the consolidation of applicable subsidiary entities
(which usually would not have any borrowings and so no capitalised borrowing costs), which would
seem to be the more reliable, robust and understandable by users, or those values derived by alocating
centrally incurred borrowing costs to individual assets. Disclosure of the former would need to be
reconciled to total asset values by adjusting for central borrowing costs capitalised. The latter is more
likely to be arbitrary, confusing, and would increase variance from statistical information.

014- Annette Davis

It may be useful to consider implementation guidance, particularly as it appears that thiswill be a
change in accounting policy for many public sector entities. For example, how to determine which
rate should be used where borrowing is done only by central government, whether the rate should vary
depending upon the type of asset, eg construction of aroad or hospital, how it may affect the
consolidated financial statements of a government department compared with the whole of
government accounts.

Reason/Concern 2 — Convergence with the statistical bases which generally
treats borrowing costs as an expense

002 Hong L ou/Hongxia L i

If, like some membersillustrated in Montreal meeting, that IMF statistical report requires governments
to expense borrowing costs, the IPSASB has to balance both convergence objectives to reduce
apparent conflicts with either of standards. Impracticability in public sector practice and possible
conflict with government statistical reporting congtitute a public sector specific reason for departure
from requirementsin IFRSs.
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004 Erna Swart
We believe there are public sector specific reasons not to accept the amendments that were made to the
IAS equivaent of IPSAS 5. These include the following:

¢ We have an agreement to harmonise with GFS, which requires expensing of borrowing costs.

006 Eduardo Barredo-Capelot

Whereas we value the convergence of standards and are prepared to bear some of the costs attached,
we note that aside from the IASB/FASB and from the |ASB/IPSASB convergences, an important
convergence particularly relevant for the public sector is the accounting/stati stics convergence.

Asyou know, there has been a strong encouragement, most notably by the IPSASB, for an
harmonisation of approaches wherever appropriate, between the accounting and the statistical
standards, owing to the fact that users prove to be disturbed with deviations and that government
accounting data are also extensively used as inputs to preparation of economic accounts by
statisticians. This convergence has been enquired by the Task Force on Harmonisation of Public
Sector Accounts (TFHPSA).

The European System of national accounts (ESA95) and the worldwide System of National Accounts
(SNA93) both treat borrowing costs as expenses of the unit during the period in which they accrue.
Thus interest, which is perceived as a "property income", is recorded in the economic accounts as
accruing continuously over time to the creditor on the amount of principal outstanding. Interest is not
directly capitalised into the value of assets.

We note that the IPSASB Research Report IPSASs and Statistical Bases of Financial Reporting: An
Analysis of Differences and Recommendations for Convergence (dated January 2005), which mainly
reflected the work of the TFHPSA, considered the question of borrowing costs and recommended that
"to strengthen convergence, IPSASB should consider removing the option to capitalize" — seeitem
10.4 of the Matrix page 65.

In this context, we would also have some concern as to whether a proper balance was reached by
IASB when considering the advantage with SFAS versus the conceptual soundness for IAS change.
We a'so note that the consultation process was substantially abbreviated, and it appears that both the
change (and SFAS 34 itself) would not have been adopted without noticeable opposition.

Transparency. It would seem that retaining the option of expensing borrowing costs, and perhaps even
requiring the expensing of borrowing costs, would ensure that all borrowing costs are appropriately
reported in the face of the reporting statement, in line with economic accounts treatment, thereby
ensuring afull transparency of government expenditure and also providing a direct link for source data
for statisticians.

007-Greg Schollum

However, thiswill not fully deal with other concerns raised by membersin Montreal in relation to
divergence from statistical bases of reporting, and the difficulties of capitalising interest in a public
sector context where often debt is managed centrally, and such debt is not ascribed to subsidiary entity
level. | believe these continue to be real issues even if the DRC concern | have expressed can be dealt
with by the scope exclusion of revalued assets.
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013-Peter Batten

GFS/IGAAP Convergence. IPSASB has committed to convergence with government finance statistics
where appropriate. Interest costs are expensed in the GFS system, so requiring capitalisation of
borrowing costs on qualifying assets would be to introduce a further difference between the two
systems

014- Annette Davis

Initslatest strategy document, IPSASB has a policy of supporting "the convergence of accounting and
statistical bases of financial reporting where appropriate.” | think that the issues paper needs to
comment on this, particularly as the statistical bases of reporting that | am aware of expense borrowing
costs, eg Australia, where its accounting standards board (the AASB) has a similar policy to that of
IPSASB in converging financial reporting and statistical bases of reporting.

015-Jim Paul
Another factor that should be considered when deciding whether to prohibit expensing borrowing
costs is convergence with statistical bases.

The strategic themes in the IPSASB’ s Strategy and Operational Plan 2007-2009 includes
“convergence with statistical bases where appropriate’. Under Government Financial Statistics,
borrowing costs generally are treated as an immediate expense—a treatment no longer permitted under
IAS 23 Borrowing Costs.

The issue for the IPSASB to consider on this point is the relative weighting it should giveto IFRS
convergence/meeting the qualitative characteristics (on one hand) and to convergence with statistical
bases (on the other). This could be an issue for the Rules of the Road.

Reason/Concern 3 — Practical issue of how to include borrowing costsin
Depreciated Replacement Cost (DRC) valuation

007-Greg Schollum

At the IPSASB meeting in Montreal | expressed concern at the staff recommendation to remove the
expensing option from IPSAS-5 on the basis of arecent changeto IAS-23 by the IASB. While
acknowledging the very real concerns expressed by other members, my main concern is with the
practicality of requiring capitalisation in the public sector context, because of the flow on effect to
revaluations of public sector assets and the current lack of guidance as to how borrowing costs should
be incorporated into asset valuations.

This flow on effect arises because in situations where borrowing costs are capitalised, such borrowing
costs also need to be incorporated into asset revaluations or impairments will arise (all other things
being equal). In effect, if an entity capitalises borrowing costs but doesn’t then incorporate borrowing
costs into any subsequent asset revaluation, this will negate the borrowing costs being capitalised in
thefirst place.

However, currently within IPSASs there is no explicit link between capitalising borrowing costs and
the need to incorporate borrowing costs into DRC valuations. In New Zealand we have such alink by
inclusion in our Property, Plant and Equipment standard of the following paragraph:

“Borrowing costs that would be embodied in the fair value of the asset is included as a component of
depreciated replacement cost. The inclusion of such an amount as a component of depreciated
replacement cost is consistent with the principle underlying the inclusion in the initial cost of an asset
of borrowing costs eligible for capitalisation as required by NZ |AS 23. The amount to be included as
a component of depreciated replacement cost is determined on the basis of the average debt-to-equity
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ratio and average cost of debt applicable to entities undertaking the same activities as the entity
reporting.”

If the IPSASB decides to require capitalisation of borrowing costs, we will need to consider a similar
conseguential amendment to IPSAS-17.

The revaluation issue

Most public sector assets which are carried at fair value are revalued using Depreciated Replacement
Cost (DRC). DRC is at the bottom of the fair value hierarchy, and represents the most appropriate
valuation method for assets which are non-cash generating (most public sector assets are non-cash
generating). If the IPSASB removes the expensing option for borrowing costs, the Board will be
requiring capitalisation and, thereby, requiring the inclusion in DRC valuations of borrowing costs
(unless borrowing costs associated with revalued assets are excluded from the scope of IPSAS-5
which | refer to later in this memo). The problem isthat there is currently no, or little, guidance as to
how borrowing costs should be incorporated into DRC valuations. Because of the lack of guidance,
thereisavery rea prospect that unless suitable guidance can be developed the reliability of DRC
valuations will be significantly undermined in a situation where preparers will be free to incorporate
borrowing costs on any basis they choose. Thisis clearly not desirable and will cause significant
problems for the audit of DRC valuations, and will undermine the credibility of information produced
in accordance with IPSAS.

In my view, some of the questions to be answered in relation to incorporation of borrowing costsinto
DRC valuations include:

I's the amount for borrowing costs an entity specific assessment, or an assessment based on other
entities in the public sector environment?

If it is entity specific, how should existing debt be ascribed to the entity’ s various assets?

If itisn't entity specific, how meaningful is the application of an industry norm for the debt/equity
ratio to be applied?

What constitutes an industry? (e.g. what is an industry at a whole of Government level?)

Isit ‘gross’ or ‘net’ debt of the entity or industry norm to be applied?

Is the amount of borrowing costs incorporated into a DRC valuation limited to the amount capitalised
by the entity during construction?

What time period should be assumed for capitalisation for large network infrastructure assets, e.g. the
state highway network or national rail network?

No doubt there are further questions which need to be addressed in any guidance on incorporating
borrowing costs into DRC valuations. Such guidance if it could be developed could usefully be
incorporated into IPSASs as part of guidance on fair value using depreciated replacement cost.

In the meantime, until these issues can be properly explored with the international valuation
profession, the IPSASB should not consider removing the expensing option. As| explained in
Montreal, in New Zealand our standard setter (FRSB) has decided that the expensing should be
removed for public sector entities, notwithstanding there is currently little guidance in relation to
incorporation of borrowing costs into DRC valuations, and there do not appear to be answersto
guestions such as those identified above. | expect thisto cause significant problems for the NZ public
sector. | am therefore concerned to ensure that the IPSASB does not follow the same path.
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Scope of IPSAS5

As| explained at the meeting in Montreal, my concerns about the lack of guidance in relation to the
incorporation of borrowing costs will be dealt with if it is clear in IPSAS-5 that entities with an
accounting policy to revalue assets are excluded from the scope of the standard.

009-David Bean
Regarding the issue of the removal of the option of expensing borrowing costs, | found that the
arguments presented by Greg Schollum at the Montreal meeting to be quite compelling.

013-Peter Batten

Revaluations. Although the private sector often applies a cost basis to classes of physical assets, the
public sector typicaly regularly revaluesits physical assets on a basis of depreciated replacement cost.
Consequently any borrowing cost included in the original cost of a qualifying asset would soon be
replaced, rendering the information only of any value between when it isfirst put into use and when it
isfirst revalued. This seemslittle benefit for the problemsincurred. This also raises the question, if
borrowing costs are capitalised, should depreciated replacement cost include additional borrowing
costs? If so, whose and on what basis?

014- Annette Davis
Valuation issues

e It would be helpful if the issues paper discussed consequential issues that arise after the
cessation of the capitalisation of borrowing costs for PPE that is held at valuation under
IPSAS 17 (IAS 16), in particular where an asset is held at depreciated replacement cost
(DRC). The current NZ guidance is contained in the N.Z. Infrastructure Asset Valuation &
Depreciation Guidelines— Version 2.0, 2006, note that it repeats a NZ only paragraph that has
been added to NZ IAS 16 Property, Plant and Equipment. |t states:

“Where an entity capitalizes borrowing costs in accordance with the allowed alternative
treatment in NZ IAS 23 “Borrowing Costs’ then, to the extent that the valuer considers that
these costs would ordinarily form part of the fair value of the asset, external borrowing costs
during the period of construction are to beincluded in the valuation. That is, that the valuer
considers the type of replacement work that is being carried out is of a size that would
normally be expected to be funded by external borrowing. Typically, borrowing costs should
be accounted for in major infrastructure assets involving significant sums and having a
construction period greater than one year.

NZ IAS 16, paragraph 33.14 states:

“ The amount to be included as a component of depreciated replacement cost is determined on the
basis of the average debt-to-equity ratio and average cost of debt applicable to entities
undertaking the same activities as the entity reporting.”

Therefore borrowing costs are calculated at arate which reflects the standard (or market) levels of
debt and interest rates obtainable by anotional or hypothetical owner (i.e. an owner of similar
assets). However, consideration should also be given to the actual rates specific to the owner of
the asset to the extent that these are considered typical of the market. The intention is that the
borrowing costs are the amounts that would be “captured” in the fair value of the asset if a
market value existed.”
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e It may be useful to include in the issues paper a section on current valuation guidelines from
the ISV C on how borrowing costs may impact upon subsequent valuation of assets so that
constituents' are informed as to how this accounting policy change could affect other areas of
the balance sheet.

015-Jim Paul

DRC is used to measure the fair value of various infrastructure assets operated by public sector
entities. For internally constructed assets, the costs of the assets' components are necessarily incurred
over aperiod of time. If those assets are measured on the fair value basis using DRC, these costs of
components should bear an interest charge from when they are incurred until when the asset is
completed. This applies regardless of whether the prices of the components changed between
incurrence date and compl etion date.

The reason why those component costs should bear an interest charge isthat, if theinternally
constructed asset could be acquired in asingle current transaction, the vendor (external constructor)
would seek to recover the cost of the components (plus a profit margin) and the interest cost
necessarily incurred by devel oping the asset over time. Including borrowing costsin DRC reflects a
view that the process of internal construction by the reporting entity creates a new asset, which is
different in value from the sum of its components.

The main problem:

Private sector entities tend not to measure internally constructed assets at DRC. Public sector entities
tend to expense borrowing costs in respect of internally constructed assets. Thus, there existslittle
guidance or experience on how to measure the amount of borrowing coststo include in aDRC.

Significant unresolved issues regarding how to measure the borrowing costs included in DRC include:

e Estimating the typical period over which interest would be capitalised—in practice, the timing
of incurrence of component costs can vary significantly (according to when funds become
available).

o Edtimating the type of financing that would typically be used. (The market participant, i.e.,
vendor, would be hypothetical, because the asset is internally constructed due to its specialised
nature.)

e Achieving consistency of valuation of borrowing costs within a group of entities (each of
which might borrow at a different rate).

Temporary capitalisation (minor issue)

For qualifying assets that are measured using the fair value basis and for which fair valueis not
determined using DRC, some argue that prohibiting immediate expensing of borrowing costs requires
temporary capitalisation of directly attributable borrowing costs for these assets, which givesrise to
preparation costs that exceed the related benefits.

They make thisinterpretation because IAS 16 requires all items of property, plant and equipment to
initially be measured at cost, which would include directly attributable borrowing costs. Thisis
despite IAS 23 saying “an entity is not required to apply this Standard to borrowing costs directly
attributabl e to the acquisition, construction or production of ... aqualifying asset measured at fair
value ...” (paragraph 4).

AASB staff thinks the IPSASB should clarify with the IASB whether the preceding comments
correctly interpret the interaction of IAS 16 and IAS 23. In any event, thisis not a public sector
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specific problem, even though, in the private sector, it might largely be a non-issue because
revaluation occurs infrequently. In the public sector, it might largely be a non-issue because the fair
value of many assets revalued by public sector entities would be determined using DRC.

Other Reasons

004 Erna Swart

The source of funding will result in two identical assets being recognized at different costs. For
example, a school built with funds borrowed would be a qualifying asset, and one would need to
capitalize the borrowing cost. The cost of a school funded by a grant or a donation would not include
any borrowing cost.

006 Eduardo Barredo-Capelot

Selectivity. The capitalizing of actual borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset implies valuing assets differently depending on their
financing, which seems somewhat odd. We wonder whether the opportunity cost of general debt
financing or even of equity financing should not also be considered, if the costs of finance directly
attributable are to be considered.

New trends. More importantly, the soundness of prescribing the capitalization of borrowing costsin
some circumstances would need to be considered in the context of two important other projects/trends
in the accounting sphere: the movement towards fair value accounting and the need to reflect on a
more appropriate performance reporting (both existing in statistical sphere it might be argued).

Market/fair valuation. We wonder to what extent the change in consideration relates only (or not?) to
cases Where the assets are valued at historical costs, and not when these are valued at market value (as
it isthe cases under statistical standards).

1. Why should the valuation of assets be a consideration for the measurement of expenditure
(particularly for finance costs)?

2. The motivation for change (except for the convergence to SFAF 34) clearly focuses on aneed to
include borrowing costs in the valuation of assets when asset are measured on an historical costs basis.
This motivation is clearly not applicable to fair valuation models.

In this respect the development of performance reporting distinguishing more systematically income
before re-measurement and re-measurement, as well as operating versus financing sections, might help
in renovating IPSAS 5 (and |AS 23) in away that might conciliate various views. Clearly from our
view, borrowing costs are of a nature of income before re-measurement in financing. (Borrowing costs
directly attributable to the acquisition, construction or production of a qualifying asset might also
feature in the reporting statement such as under re-measurement or elsewhere.)

013-Peter Batten

Finally, | consider borrowing costs to be an entity cost, not attributable to individual assets. What is
the robust justification for applying it to qualifying assets and not to all assets, with an offset to
liabilities. | personally oppose the attribution of borrowing costs to qualifying assets even for for-profit
entities.

An example to support my assertion that borrowing costs are not relevant to the cost of the qualifying
assetsisasfollows. Consider three public access hospitals to be built in different parts of alarge
country. The construction and running of these hospitals is a state responsibility, although ultimately
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in reality they will be funded from the tax revenues of the central government. The three hospitals are
in similar climatic conditions and have similar size and use criteria, so the design and construction
contract tender is won for each of them by the same multinational construction company, based on a
hospital that it has recently built in the country and isin successful operation. Allowing for slight site
differences the construction cost and payment schedule is essentially the same.

However, the financial structure of the three acquiring entitiesis different. Thefirst isanot-for-profit
religious order that receives a grant from the state government in order to construct the hospital. Itis
thus fully funded and does not incur any borrowing costs. The second isanew hospital board
incorporated especially to acquire and run the new hospital. It's state government arranges a specific
interest bearing loan for the entity, with draw-downs arranged to match the expected payments over
the multi year construction period. The third hospital is acquired by a multi-hospital district agency.
It receives all inclusive funding for its existing hospitals, so it has a cash surplus which will cover the
first half of the construction payments. It only has to undertake borrowings during the second half of
the construction phase. If capitalisation of borrowing costsis required, then each of these hospitals
will finish up with adifferent capital cost and subsequent depreciation charges, and yet in substance
the cost of each hospital isidentical.
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REQUEST FOR COMMENTS

The International Public Sector Accounting Standards Board, an independent standard-setting body within
the International Federation of Accountants (IFAC), approved this Exposure Draft, Proposed Amendments
to IPSAS 5, “ Borrowing costs’, for publication in MM, YYY'Y. The proposals in this Exposure Draft may
be modified in light of comments received before being issued in final form.

Please submit your comments, preferably by email, so that they will be received by MM DD, YYYY. All
comments will be considered a matter of public record. Comments should be addressed to:
The Technical Director
International Public Sector Accounting Standards Board
International Federation of Accountants
277 Wellington Street, 4th Floor
Toronto, Ontario M5V 3H2 CANADA

Email responses should be sent to: publicsectorpubs@ifac.org

Copies of this exposure draft may be downloaded free-of-charge from the IFAC website at
http://www.ifac.org.
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INTRODUCTION

Introduction to the International Public Sector Accounting Standards

The International Federation of Accountants International Public Sector Accounting Standards Board
(IPSASB) develops accounting standards for public sector entities referred to as International Public Sector
Accounting Standards (IPSASs). The IPSASB recognizes the significant benefits of achieving consistent
and comparable financial information across jurisdictions and it believes that the IPSASs play akey rolein
enabling these benefits to be realized. The IPSASB strongly encourages governments and national
standard-setters to engage in the development of its Standards by commenting on the proposals set out in
Exposure Drafts.

The IPSASB issues IPSASs dealing with financia reporting under the cash basis of accounting and the
accrual basis of accounting. The accrual basis IPSASs are based on the International Financial Reporting
Standards (IFRSs), issued by the International Accounting Standards Board (IASB), where the
requirements of those Standards are applicable to the public sector. They also deal with public sector
specific financial reporting issues that are not dealt with in IFRSs.

The adoption of IPSASs by governments will improve both the quality and comparability of financial
information reported by public sector entities around the world. The IPSASB recognizes the right of
governments and national standard-setters to establish accounting standards and guidelines for financial
reporting in their jurisdictions. The IPSASB encourages the adoption of IPSASs and the harmonization of
national requirements with IPSASs. Financial statements should be described as complying with IPSASs
only if they comply with all the requirements of each applicable IPSAS.

Due Process and Timetable

An important part of the process of developing IPSASs is for the IPSASB to receive comments on the
proposals set out in Exposure Drafts from governments, public sector entities, auditors, standard-setters and
other parties with an interest in public sector financial reporting. Accordingly, each proposed IPSAS isfirst
released as an Exposure Draft, inviting interested parties to provide their comments. Exposure Drafts will
usually have a comment period of four months, although longer periods may be used for certain Exposure
Drafts. Upon the closure of the comment period, the IPSASB will consider the comments received on the
Exposure Draft and may modify the proposed IPSAS in the light of the comments received before
proceeding to issue afinal Standard.

Background and Purpose of the Exposur e Dr aft

In late 1997, the IPSASB’s predecessor — the Public Sector Committee (PSC)! — commenced a program for
the development of IPSASs based on International Accounting Standards (IASs) on issue at August 1997,
or their subsequently revised versions, to the extent the requirement of the IASs are relevant for the public
sector. The IPSASs maintained the requirements, structure and text of the IASs unless there was a public
sector specific reason for a departure. The first phase of the standards development program was completed
in late 2002.

In late 2003, as a consequence of the IASB’s General Improvements Project, the PSC initiated its General
Improvements Project with the objective of updating 11 IPSASs to converge with improved equivalent
IASs issued in December 2003. The 11 improved IPSASs, not including IPSAS 5, “Borrowing Costs’,
were approved by the IPSASB in November 2006 and were issued in December 2006.

In early 2007, the IPSASB initiated, subsequent to its General Improvements Project completed in 2006, a
continuous improvements project to update existing IPSASs to converge with the latest related IFRSs to the
extent appropriate for the public sector. As part of the project, the IPSASB reviewed the IASB’s
amendmentsto IAS 23, “Borrowing Costs’ issued in March 2007.

1 The PSC was reconstituted as the IPSASB by the IFAC Board in November 2004.
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The objective of this Exposure Draft isto update IPSAS 5 (2000) to reflect the IASB’s amendmentsto IAS
23 in March 2007. The IASB’srevision to IAS 23 resulted from its Short-term Convergence project being
conducted jointly with the Financial Accounting Standards Board (FASB) in the United States. The Short-
term Convergence project is aimed at reducing differences between IFRSs and the US Generally Accepted
Accounting Principles (GAAP) that are capable of resolution in aréatively short time and can be addressed
outside major projects. The major change made to the former IAS 23 (1993) is to eliminate the option of
immediate recognition as an expense of borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset. However, revised IAS 23 does not require an entity to
apply the Standard to borrowing costs directly attributable to the acquisition, construction or production of
a qualifying asset measured at fair value or inventories that are manufactured, or otherwise produced, in
large quantities on arepetitive basis.

Until the proposed IPSAS 5 becomes effective, the requirements of the current version of IPSAS 5 remain
in force.

Presentation of the Proposed Amendmentsto IPSAS5

The Exposure Draft presents a marked-up copy of the full text of IPSAS 5. The proposed changes
reflecting the IASB’s most recent changes to former IAS 23 and a few improvements of other aspects of
IPSAS 5, are identified in marked-up. In addition, compared to the former IPSAS 5, the proposed amended
IPSAS 5 includes additional sections of “Introduction”, “ Appendix: Amendments to Other IPSASS’, “Basis
for Conclusions’, “Amendments to Guidance on Other IPSASs” and “ Table of Concordance”.
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REQUEST FOR COMMENTS

The Exposure Draft proposes amendments to IPSAS 5. Comments are invited on the proposals in this
Exposure Draft by MM DD, YYYY. The IPSASB invites comments on all the changes proposed in the
Exposure Draft, and would particularly welcome comments to the question set out in the “ Specific Matter
for Comment” section. Comments are most helpful if they indicate the specific paragraph or group of
paragraphs to which they relate, contain a clear rationale and, where applicable, provide a suggestion for
alternative wording.

Specific Matter for Comment

The IPSASB would particularly value comments on the following question:

1. This Exposure Draft proposes to eliminate the option in IPSAS 5 of recognizing immediately as an
expense borrowing costs directly attributable to the acquisition, construction or production of a
qualifying asset. Do you agree with the proposa ? If not, why?
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SUMMARY OF MAIN CHANGESTO IPSAS5
BORROWING COSTS

The main changes proposed are:

Equal Authority Rubric
e Toreplace the previousintroductory paragraph with a boxed equal authority rubric
similar to those contained in the 11 improved IPSA Ssissued in December 2006.

CorePrinciple

e Toreplace the previous “ objective’ section with “core principle” section (see
paragraph 1), number this section as part of the standard and change this section from
plain typeto bold type.

Scope
e Toincludein paragraph 6 a scope exclusion. An entity is not required to apply the
Standard to borrowing costs directly attributable to the acquisition, construction or
production of:
(@ aqualifying asset measured at fair value, for example an asset measured at fair
value under IPSAS 17; or
(b) inventoriesthat are produced in large quantities on arepetitive basis.

Previoudly, IPSAS 5 did not have the similar scope exclusion.

Definitions
e |Inparagraph 7:

o0 toremove the following unnecessary definitions: “accrual basis’, “assets’,
“cash”, “contributions from owners’, “ distributions to owners’, “economic
entity”, “expenses’, “government business enterprise”, “liabilities’, “net
assetgequity” and “revenue”. Accordingly, the definition guidance (paragraphs
7-12 in existing IPSAS 5) has also been deleted.

0 tochange editorially the definition of “borrowing costs” and “ qualifying asset” .

e |Inparagraph 9:
0 toamend the examples of the term “qualifying assets’. The amended examples
include “intangible assets’ and “investment properties’.
0 toclarify that financial assets, and inventories that are produced over a short
period of time are not qualifying assets. The words “ other investments’ and
“those assets” used in previous IPSAS 5 have now been replaced with the words
“financial assets’ and “inventories’ respectively.

Recognition

e Toremove the option of immediate recognition as an expense of borrowing costs
directly attributable to the acquisition, construction or production of a qualifying asset.
An entity is now required to capitalize such borrowing costs as part of the cost of that
qualifying asset as set out in paragraph 10.
Previoudly, IPSAS 5 specified two accounting treatments for the recognition of
borrowing costs directly attributable to the acquisition, construction or production of a
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qualifying asset --- a benchmark treatment and an alowed alternative treatment. The
benchmark treatment required such borrowing costs to be recognized as an expense.
The allowed alternative treatment required such borrowing costs to be recognized as
part of the cost of that qualifying asset.

e Toclarify in paragraph 11 that when an entity applies IPSAS 10,“ Financial
Reporting in Hyperinflationary Economies’ it recognizes as an expense the part of
borrowing costs that compensates for inflation during the same period in accordance
with paragraph 24 of that Standard. Previously, IPSAS 5 did not contain this
clarification.

e To amend paragraph 21 to ensure consistency with other IPSASs. The amended
paragraph would:
o0 replacethe previous words “international and/or national accounting standards’
with the words “International Public Sector Accounting Standards’; and
0 addthewords*(or recoverable service amount )” after the words “recoverable
amount”.

e Toinsert asentence of “Outlays are reduced by any progress payments received and
assets received subject to stipulations on transferred assets specifying the acquisition
of the qualifying asset (see IPSAS 23, “Revenue from Non-Exchange Transactions
(Taxes and Transfers)”)” after the first sentence in paragraph 23.

e To change editorially paragraphs 14, 16, 22, 25-27 and 29.

Disclosure

e Toremove the requirement for disclosure of the accounting policy adopted for
borrowing costs.

Transitional Provisions

e Torequirein paragraph 32 an entity to apply this standard to borrowing costs relating
to qualifying assets for which the commencement date for capitalization is on or after
the effective date when application of the standard constitutes a change in accounting
policy. Previoudly, for such a change in accounting policy, IPSAS 5 generally
encouraged an entity to adjust its financial statements in accordance with IPSAS 3,
“Accounting Policies, Changes in Accounting Estimates and Errors’ and permitted,
as an alternative, entities following the allowed alternative treatment to capitalize
only those borrowing costs incurred after the effective date of this standard which
meet the criteriafor capitalization.

e Toincludeatransitiona provision that an entity may designate any date before the
effective date and apply the standard to borrowing costs relating to all qualifying
assets for which the commencement date for capitalization is on or after that date.
Previousdly, IPSAS 5 did not include such provision.

Other Changes
e Toinclude an “Introduction” section.
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e Toinclude an authoritative appendix of amendments to other IPSA Ss that will be
impacted as aresult of the proposalsin this IPSAS.

e Toincludethe Basisfor Conclusions.

e Toincludealist of amendments to guidance on other IPSASs that will be impacted as
aresult of the proposalsin this IPSAS.

e To amend the “Comparison with IAS 23" to identify additional departuresfrom IAS
23.
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International Public Sector Accounting Standard 5, “Borrowing Costs’ (IPSAS 5) is set out in
paragraphs 1-36 and the Appendix. All the paragraphs have equal authority. IPSAS5 should be read in
the context of its core principle and the Basis for Conclusions, the “ Preface to the International Public
Sector Accounting Standards’. IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and
Errors’ provides a basis for selecting and applying accounting policies in the absence of explicit

quidance.
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I ntr oduction

INL. International Public Sector Accounting Standard (IPSAS) 5, “Borrowing Costs,” replaces IPSAS
5, “Borrowing Costs’ (issued May 2000), and should be applied for annual reporting periods
beginning on or after MM DD, YYYY. Earlier application is encouraged.

Reasons for Revising |IPSAS5

IN2. The International Public Sector Accounting Standards Board developed this revised IPSAS5 as a
response to the International Accounting Standards Board’'s amendments to International
Accounting Standard (1AS) 23, “Borrowing Costs’ in March 2007 and its own policy to converge
public sector accounting standards with private sector standards to the extent appropriate.

IN3. Therevision to |PSAS 5 reflects those changes made to the former |AS 23 as a consequence of the
IASB’s amendments to IAS 23 in March 2007, and also a few improvements of other aspects of
IPSASS.

Changes from Previous Requirements

IN4. The main changes from the previous version of IPSAS 5 are described below.

Scope

IN5. The Standard does not require an entity to apply the Standard to borrowing costs directly
attributabl e to the acquisition, construction or production of:

(a) _ agqualifying asset measured at fair value, for example an asset measured at fair value under
IPSAS17; or

(b)  inventoriesthat are produced in large quantities on arepetitive basis.

Definitions
ING. The Standard:

. Modifies the definition of “Borrowing Costs’ and “qualifying asset”;

. Removes the following unnecessary terms: “accrual basis’, “assets’, “cash”, “ contributions
from owners’, “distributions to owners’, “economic_entity”, “expenses’, “government
business enterprise’, “liabilities’, “net assetgequity” and “revenue’. These terms are
defined in other IPSASs and are reproduced in the “ Glossary of Defined Terms IPSASs 1-
24"

° Includes “intangible assets” and “investment properties’ as the examples of the term

“qualifying assets’ and clarifies that financial assets and inventories that are produced over
ashort period of time are not qualifying assets.

Recognition

IN7. The Standard removes the previous option of immediate recognition as an expense of borrowing
costs directly attributable to the acquisition, construction or production of a qualifying asset. The
Standard now requires an entity to capitalize such borrowing costs as part of the cost of that
qualifying asset.

IN8. The Standard clarifies that when an entity applies IPSAS 10, “ Financial Reporting in
Hyperinflationary Economies’ it recognizes as an expense the part of borrowing costs that
compensates for inflation during the same period in accordance with paragraph 24 of that
Standard. Previously, IPSAS 5 did not contain this clarification.

IN9. The Standard requires that the outlays on a qualifying asset to which the capitalization rate is
applied, are reduced by any progress payments received and assets received subject to stipul ations
on transferred assets specifying the acquisition of the qualifying asset (see IPSAS 23, “Revenue
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from Non-Exchange Transactions (Taxes and Transfers)”). Previously, IPSAS 5 did not contain
this requirment.
IN10. Paragraphs 14, 16, 22, 25-27 and 29 have editorially been modified.

Disclosure

IN11. The Standard removes the previous requirement for disclosure of the accounting policy adopted
for borrowing costs.

Transitional Provisions

IN12. The Standard requires an entity to apply this standard to borrowing costs relating to qualifying
assets for which the commencement date for capitalization is on or after the effective date when
application of the standard constitutes a change in accounting policy. Previously, for such a
change in accounting policy, an entity is generally encouraged to adjust its financial statementsin
accordance with IPSAS 3, “Accounting Policies, Changes in Accounting Estimates and Errors’
and is permitted, as an alternative, to capitalize only those borrowing costs incurred after the
effective date of this standard which meet the criteriafor capitalization.

IN13. The Standard provides a new transitional provision that an entity may designate any date before
the effective date and apply the standard to borrowing costs relating to all qualifying assets for
which the commencement date for capitalization is on or after that date.
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| 34.

| 45.

|

2:3.

ijeeuveCore Prlncuol

wmﬂs—a&a&a#ewed—a&%maﬂ%%ea&#%&h&e&p&ah%&ﬂen—eﬁBborrowmg costs that are
directly attributable to the acquisition, construction or production of a qualifying asset_form

part of the cost of that asset. Other borrowing costs ar e recognized as an expense.

Scope
12,

An_entity that prepares and presents financial statements under the accrual basis of
accounting shall apply tFhis Standar d sheuld-beapphed-in accounting for borrowing costs.

This Standard applies to all public sector entities other than Government Business
Enterprises.

The “Preface to International Public Sector Accounting Standards’ issued by the International
Public Sector Accounting Standards Board (IPSASB) explains that Government Business
Enterprises (GBES) apply International Financial Reporting Standards (IFRSs) which are issued
by the International Accounting Standards Board (IASB). GBEs are defined in IPSAS 1,
“Presentation of Financial Statements’.

Theis Standard does not deal with the actual or imputed cost of net assets/equity. Where
jurisdictions apply a capital charge to individual entities, judgment will need to be exercised to
determine whether the charge meets the definition of borrowing costs or whether it should be
treated as an actual or imputed cost of net assets/equity.

An entity is not required to apply the Standard to borrowing costs directly attributable to the
acquisition, construction or production of:

(&) agqualifying asset measured at fair value, for example an asset measured at fair value under
IPSAS 17 ; or

(b)  inventoriesthat are produced in large quantities on arepetitive basis.

This Parais drawn from Para 4 of IAS 23. The wording of (a) and (b) is slightly different from
IASB’s. The equivalent wording in IAS 23 is:

(@ aqualifying asset measured at fair value, for example abiological asset; or
(b) inventories that are manufactured, or otherwise produced, in large quantities on a
repetitive basis.

Staff has changed the example in (8) considering the IPSASB has not dealt with biological
assets and aso in response to the DRC concern as addressed in the memorandum (Item 9.0).
Staff has also changed the wording of (b) as exiting IPSAS 5 uses “produced” (see Para 9)
instead of “manufactured, or otherwise produced” that isused in IAS 23.

Definitions

The-following-terms-are-used-in-tThis Standard uses the following terms with the meanings
specified:

| 57.
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Borrowing costs are interest and other expensecosts ineurred-bythat an entity incurs in
connection with the borrowing of funds.

A Qqualifying asset is an asset that necessarily takes a substantial period of time to get ready
for itsintended use or sale or_distribution (non-exchange transactions).

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

Borrowing Costs
| 6:8. Borrowing costs may include:
(8 Interest on bank overdrafts and short-term and long-term borrowings;
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(b)  Amortization of discounts or premiums relating to borrowings;

(©)  Amortization of ancillary costs incurred in connection with the arrangement of borrowings,

(d)  Finance charges in respect of finance leases recognized in accordance with IPSAS 13,
“Leases’; and

(e)  Exchange differences arising from foreign currency borrowings to the extent that they are
regarded as an adjustment to interest costs.

Qualifying Assets
13.9. Examples-of-gualifying-assets-areDepending on the circumstances, any of the following may be

qualifying assets.

(@ Inventories

(b)  eOfficebuildings;

(c) hHogpitals;

(d) #nfrastructure assets such as roads, bridges
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(e)  Pandpower generation faC|I|t|&e

(f)  Intangible assetsand i :
conditionready for use or sale

(@)  Investment properties.

Financial assets, Other-ihvestments;-and these-assetsinventories that are reutinely-produced over a

short period of time, are not qualifying assets. Assets that are ready for their intended use or sale
or distribution (non-exchange transactions) when acquired alse-are not qualifying assets.

Recognition

17:10.

Beorrowing—costsAn _entity sheuld—shall capitalise _borrowing costs that are directly
attributable to the acquisition, construction or production of a qualifying asset as part of the
cost of that asset. An entity shall recognise other borrowing costs be-recoghized-as an

expensem the perlod in which |t |ncursthem%hey—ape+neapped—exeept—te#}eextem+hat—thef

Under-the-allowed-alternative-treatment,—bBorrowing costs that are directly attributable to the
acquisition, construction or production of an qualifying asset are included in the cost of that asset.
Such borrowing costs are capitalized as part of the cost of the asset when it is probable that they
will result in future economic benefits or service potential to the entity and the costs can be
measured reliably. -When an entity applies IPSAS 10,“ Financial Reporting in Hyperinflationary
Economies’, it recognises as an expense the part of borrowing costs that compensates for inflation
during the same period in accordance W|th paraqraph 24 of that StandardOther-berrewing-costs-are

Borrowing Costs Eligible for Capitalization
21,12,

22:13.

The borrowing costs that are directly attributable to the acquisition, construction or production of a
qualifying asset are those borrowing costs that would have been avoided if the outlays on the
qualifying asset had not been made. When an entity borrows funds specifically for the purpose of
obtaining a particular qualifying asset, the borrowing costs that directly relate to that qualifying
asset can be readily identified.

It may be difficult to identify a direct relationship between particular borrowings and a qualifying
asset and to determine the borrowings that could otherwise have been avoided. Such a difficulty
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| 2718,

28:19.

| 29.20.

23:14.

24:15.

25:16.

occurs, for example, when the financing activity of an entity is co-ordinated centrally. Difficulties
also arise when an economic entity uses a range of debt instruments to borrow funds at varying
rates of interest, and transfers those funds on various bases to other entities in the economic entity.
Funds which have been borrowed centrally may be transferred to other entities within the
economic entity as a loan, a grant or a capital injection. Such transfers may be interest-free or
require that only a portion of the actual interest cost be recovered. Other complications arise
through the use of loans denominated in or linked to foreign currencies, when the economic entity
operates in highly inflationary economies, and from fluctuations in exchange rates. As aresult, the
determination of the amount of borrowing costs that are directly attributable to the acquisition of a
qualifying asset is difficult and the exercise of judgment is required.

To the extent that an entity borrows funds ape%eweweeLspecmcally for the purpose of
obtaining a qualifying asset, A g

asset—shodld—bethe entiy shall determlned the amout of borrowmq costs eI|Q|bIe for
capitalisation as the actual borrowing costs incurred on that borrowing during the period
less any investment income on the temporary investment of those bor rowings.

The financing arrangements for a qualifying asset may result in an entity obtaining borrowed
funds and incurring associated borrowing costs before some or all of the funds are used for outlays
on the qualifying asset. In such circumstances, the funds are often temporarily invested pending
their outlay on the qualifying asset. In determining the amount of borrowing costs eligible for
capitalization during a period, any investment income earned on such funds is deducted from the
borrowing costs incurred.

To the extent that funds-arean entity borrowes fundsd generally and used-use them for the

purpose of obtaining a qualifying asset, the entity shall the-ameunt—of -berrewing-costs

eligible-for—capitatization-sheuld-be-determined the amount of borrowing costs eligible for
capitalization by applying a capitalization rateto the outlays on that asset. The capitalization

rate should—shall be the weighted average of the borrowing costs applicable to the
borrowings of the entity that are outstanding during the period, other than borrowings
made specifically for the purpose of obtaining a qualifying asset. The amount of borrowing
costs that an entity capitalizeds during a period should not exceed the amount of borrowing
costsit incurred during that period.

Only those borrowing costs applicable to the borrowings of the entity may be capitalized. When a
controlling entity borrows funds which are passed on to a controlled entity with no, or only partial,
allocation of borrowing costs, the controlled entity may capitalize only those borrowing costs
which it itself has incurred. Where a controlled entity receives an interest-free capital contribution
or capital grant, it will not incur any borrowing costs and consequently will not capitalize any such
costs.

When a controlling entity transfers funds at partial cost to a controlled entity, the controlled entity
may capitalize that portion of borrowing costs which it itself has incurred. In the financia
statements of the economic entity, the full amount of borrowing costs can be capitalized to the
qualifying asset, provided that appropriate consolidation adjustments have been made to eliminate
those costs capitalized by the controlled entity.

When a controlling entity has transferred funds at no cost to a controlled entity, neither the
controlling entity nor the controlled entity would meet the criteria for capitalization of borrowing
costs. However, if the economic entity met the criteria for capitalization of borrowing costs, it
would be able to capitalize the borrowing costs to the qualifying asset in its financial statements.

In some circumstances, it is appropriate to include all borrowings of the controlling entity and its
controlled entities when computing a weighted average of the borrowing costs, in other
circumstances, it is appropriate for each controlled entity to use a weighted average of the
borrowing costs applicable to its own borrowings.
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Excess of the Carrying Amount of the Qualifying Asset over Recover able Amount

30.21. When the carrying amount or the expected ultimate cost of the qualifying asset exceeds its
recoverable amount_(or recoverable service amount) or net realizable value, the carrying amount is
written down or written off in accordance with the requirements of other international-andfor
national—acecounting—standardsinternational  Public Sector Accounting Standards. In certain
circumstances, the amount of the write-down or write-off is written back in accordance with those
other standards.

The changes to this Para do not reflect the IASB’s changes to 1AS 23. Given that IPSAS 12,
“Inventories,” IPSAS 21, “Impairment of Non-Cash Generating Assets’ and the proposed
IPSAS on Impairment of Cash-Generating Assets provide the requirements of the write-down
or write-off of the carrying amount of qualifying assets, staff proposes that the term
“international and/or national accounting standards’ be replaced with “International Public
Sector Accounting Standards’. It is also proposed that the words “(or recoverable service
amount)” be inserted after the words “recoverable amount” to ensure consistency with IPSAS
21.

Commencement of Capitalization

3122. Theecapitatization-ofAn entity shall begin capitalising borrowing costs as part of the cost of a
qualifying asset on the commencement date. The commencement date for capitalisation is
the date should-commencewhen the entity first meetsall of the following conditions:

(a) ©Outlaysit incursoutlaysfor the asset-arebeinginedrred;
(b) _ Berrewingit incurs borrowing costsare-benginedrred; and

(c)  Aetivities-it_undertakes activities that are necessary to prepare the asset for its
intended use or sale or_distribution (non-exchange tr ansactions)-are-a-progress.

32.23. Outlays on a qualifying asset include only those outlays that have resulted in payments of cash,
transfers of other assets or the assumption of interest-bearing liabilities. Outlays are reduced by
any progress payments received and assets received subject to stipulations on transferred assets
specifying the acquisition of the qualifying asset (see IPSAS 23, “Revenue from Non-Exchange
Transactions (Taxes and Transfers)”). The average carrying amount of the asset during a period,
including borrowing costs previously capitalized, is normally a reasonable approximation of the
outlays to which the capitalization rate is applied in that period.

The insertion of the above sentence does not reflect the IASB’s changes to 1AS 23. The
reason for thisinsertion is addressed in the memorandum (Item 9.0).

33:24. The activities necessary to prepare the asset for its intended use or sale or distribution (non-
exchange transactions) encompass more than the physical construction of the asset. They include
technical and administrative work prior to the commencement of physical construction, such asthe
activities associated with obtaining permits. However, such activities exclude the holding of an
asset when no production or development that changes the asset’s condition is taking place. For
example, borrowing costs incurred while land is under development are capitalized during the
period in which activities related to the development are being undertaken. However, borrowing
costs incurred while land acquired for building purposes is held without any associated
development activity do not qualify for capitalization.

Suspension of Capitalization

34.25. Capitatization-An entity shall suspend capitalization of borrowing costs should-be suspended
during extended periods in which it_suspends active development of a qualifying assetis

raterruetedandeasenseel
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35:26.

Berrowing-An entity may incur borrowing costs may-be-Hedrred-during an extended period in
which it suspends the activities necessary to prepare an asset for its intended use or sae or
distribution (non-exchange transactions)-are-interrupted. Such costs are costs of holding partially
completed assets and do not qualify for capitalization. However, an entity does not normally
suspend capitalising eapitalization-of-borrowing costs-is-net-nermathy-—suspended during a period
when it carries out substantial technical and administrative work-is-being-carried-out. An entity
also does not suspend capitalising Capitalization-ef-borrowing costs-is-also-net-suspended when a
temporary delay is a necessary part of the process of getting an asset ready for its intended use or
sale or dlstrlbutlon (non- exchanqe transactlons) For example, capitaization continues during an

es . nthe extended period during-whichthat high
water Ievels delay constructlon of a brldge if such high water levels are common during the
construction period in the geographical region involved.

Cessation of Capitalization

36:27.

3+28.

38:29.

39:30.

Capitalization—An_entity shall cease capitalising ef-borrowing costs sheuld—cease-when
substantially all the activities necessary to prepare the qualifying asset for itsintended use or
saleor distribution (non-exchange transactions) are complete.

An asset is normally ready for its intended use or sale or distribution (non-exchange transactions)
when the physical construction of the asset is complete even though routine administrative work
might still continue. If minor modifications, such as the decoration of a property to the purchaser’s
or user’s specification, are al that is outstanding, this indicates that substantially all the activities
are compl ete.

When an_entity completes the construction of a qualifying asset is-completed-in parts and
each part is capable of being used while construction continues on other parts, eapitatization
of—borrowing—eesisthe entity shewld—shall cease capitalizing borrowing costs when_it

completes substantially all the activities necessary to preparethat part for itsintended use or
sale or_distribution (non-exchange tr ansactions)-are-cempleted.

An office development comprising several buildings, each of which can be used individually, isan
example of a qualifying asset for which each part is capable of being used while construction
continues on other parts. Examples of qualifying assets that need to be complete before any part
can be used include an operating theatre in a hospital when al construction must be complete
before the theatre may be used; a sewage treatment plant where several processes are carried out in
seguence at different parts of the plant; and a bridge forming part of a highway.

Disclosure

40:3L.

Fhefinancial-statementsAn entity sheuldall disclose:
(8 Theaccountingpolicy-adopted-for-borrowingcosts;
(b)  Theamount of borrowing costs capitalized during the period; and

(c) The capitalization rate used to determine the amount of borrowing costs €ligible for
capitalization (when it was necessary to apply a capitalization rate to funds borrowed
generally).

Transitional Provisions

32. When application of this Standard constitutes a change in accounting policy, an entity shall
apply the Standard to borrowing costs relating to qualifying assets for which the
commencement date for capitalisation ison or after the effective date.

33. However, an entity may designate any date befor e the effective date and apply the Standard

to borrowing costs relating to all qualifying assets for which the commencement date for
capitalisation ison or after that date.
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encodraged-An entity shall ap
DD, YYYY. Earlier application is per mitted. |f an entity applies the Standard from a date
before MM DD, YYYY it shall disclose that fact.

43:35. When an entity adopts the accrual basis of accounting, as defined by International Public Sector
Accounting Standards, for financial reporting purposes, subsequent to this effective date, this
Standard applies to the entity’ s annua financial statements covering periods beginning on or after

the date of adoption.

Withdrawal of IPSAS5 (issued 2000)
36. This standard supersedes IPSAS 5, “Borrowing Costs’ issued in 2000.
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This section, Amendments to Other IPSASSs, is newly added as part of this standard
following the IPSASB’s policy. Only the relevant Paras in other IPSASs that are
impacted as a result of the proposals in this standard are shown up in marked-up
format.

Appendix

Amendmentsto Other |PSASs

The amendments in this appendix shall be applied for annual financial statements covering periods
beginning on or after MM DD, YYYY. If an entity applies this Sandard for an earlier period, these
amendments shall be applied for that earlier period.

Al InIPSAS 1, “Presentation of Financial Statement,” the last sentence of paragraph 134 is deleted.
A2. InIPSAS 2, “Cash Flow Statements,” paragraph 41 is amended to read as follows:

41 The total amount of interest paid during a period is disclosed in the cash flow statement
whether it has been recognised as an expense in the statement of financial performance or
capitalised in accordance with the-allowed-alternative-treatment-in IPSAS 5, “Borrowing
Costs'.

A3. In IPSAS 11, “Construction Contracts,” paragraph 26 is amended to read as follows:

26 Costs that may be attributable to contract activity in general and can be allocated to specific
contracts include:

(@  Insurance;
(b)  Costs of design that are not directly related to a specific contract; and
(c)  Construction overheads.

Such costs are alocated using methods that are systematic and rational and are applied
consistently to all costs having similar characteristics. The allocation is based on the normal
level of construction activity. Construction overheads include costs such as the preparation
and processing of construction personnel payroll. Costs that may be attributable to contract
act|V|ty in general and can be allocated to speC|f|c Contracts also mclude borr0W| ng costs

A4, In IPSAS 17, “Property, Plant and Equipment,” paragraph 37 is amended to read as follows:

37 The cost of an item of property, plant and equipment is the cash price equivalent or, for an
item referred to in paragraph 27, its fair value at the recognition date. If payment is deferred
beyond normal credit terms, the difference between the cash price equivalent and the total
payment is recognised as interest over the period of credit unless such interest is recognized

-the—ecarrying—ameount-ofthe-itemcapitalised in accordance with the-alewedalternative
treatmentiA-IPSAS 5.
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Basisfor Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS5, “ Borrowing Costs.”
This Basis for Conclusions only notes the IPSASB’'s reasons for departing from
provisions of the related International Accounting Standard.

Background

BC1. The Internationa Public Sector Accounting Standards Board (IPSASB)’s
International Financial Reporting Standards (IFRSs) Convergence Program is an
important element in IPSASB’s work program. The IPSASB’s policy is to
converge the accrual basis International Public Sector Accounting Standards
(IPSASs) with IFRSs issued by the International Accounting Standards Board
(IASB) where appropriate for public sector entities.

BC2. Accrual basis|PSASsthat are converged with IFRSs maintain the requirements,
structure and text of the IFRSs, unless there is a public sector specific reason for a
departure. Departure from the equivalent IFRS occurs when requirements or
terminology in the IFRS are not appropriate for the public sector, or when
inclusion of additional commentary or examplesis necessary to illustrate certain
requirements in the public sector context. Differences between IPSASs and their
equivalent IFRSs are identified in the * comparison with IFRS' included in each
IPSAS.

BC3. IPSASS5, “Borrowing Costs’, issued in May 2000, was based on 1AS 23,
“Borrowing Costs’ (revised in 1993). In March 2007, the |ASB issued arevised
version of IAS 23 superseding the version of 1993. The lASB’srevisionto IAS
23 resulted from its Short-term Convergence project being conducted jointly with
the Financial Accounting Standards Board (FASB) in the United States. The
Short-term Convergence project is aimed at reducing differences between IFRSs
and the US Generally Accepted Accounting Principles (GAAP) that are capable
of resolution in arelatively short time and can be addressed outside major
projects. The major change made to the former 1AS 23 (1993) isto eliminate the
option of immediate recognition as an expense of borrowing costs directly
attributable to the acquisition, construction or production of a qualifying asset.

BC4. Inearly 2007, the IPSASB initiated, subsequent to its General Improvements
Project completed in 2006, a continuous improvements project to update existing
IPSASs to converge with the latest related IFRSs to the extent approporiate for
the public sector. As part of the project, the IPSASB reviewed the IASB’s
amendmentsto IAS 23 issued in March 2007 and generally concurred with the
IASB’ s reasons for amending the IAS and with the amendments made. (The
IASB’s Basis for Conclusions are not reproduced here. Subscribersto the IASB’s
Comprehensive Subscribtion Service can view the Basis for Conclusions on the
IASB’swebsite at www.iash.org)

BC5. IPSAS 5 varies from IAS 23 in some limited cases. This Basis for Conclusions
explains the public sector specific reasons for these departures.

Outlay(s)

BC6. IPSASS5 usesthe term “outlay(s)” to replace the equivalent term “ expenditure(s)”
in 1AS 23. The term “expenditures’ in IAS 23 refers to those expenditures that
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result in payments of cash, transfers of other assets or the assumption of interest-
bearing liabilities. However, the term “expenditure’ has a narrower meaning in
the public setor context, referring specifically to payments of cash.

Applicable Outlays

BC7. In its discussion about the expenditures on a qualifying asset to which the
capitalization rate is applied, IAS 23 requires expenditures to be reduced by any
progress payments received and grants received in connection with the asset as
defined in IAS 20, “Accounting for Government Grants and Disclosure of
Government Assistance”. In addition to government grants as defined in IAS 20,
public sector entities may receive a variety of other funding sources and use them
specifically to obtain a qualifying asset. For example, many government entities
may receive grants from private companies, multilateral banks, bilateral or
multilateral aid agencies etc, and also may receive donations, gifts, bequests etc.
The IPSASB was of the view that, in the public sector context, it would be
inconsistent to reduce outlays on a qualifying asset by government grants, but not
by other grants and other funding sources received in connection with the
qualifying asset.

BC8. IPSAS 23, “Revenue from Non-Exchange Transactions (Taxes and Transfers)”
establishes broad principles for dealing with all revenue from non-exchange
transactions, including taxes and transfers (such as grants, bequests, gifts,
donations etc). The IPSASB concluded that, in IPSAS 5, the outlays on a
qualifying asset to which the capitalization rate is applied, should be reduced by
any progress payments received and assets received subject to stipulations on
transferred assets specifying the acquisition of the qualifying asset as described in
IPSAS 23. Thisisreflected in paragraph 23.
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This section, “Amendments to Guidance on Other IPSASS’, is new. In the revised IAS 23, “ Amendments
to Guidance on Other Pronouncements’ (not part of the standard and without effective date for it), is
separately listed and distinguished from “Amendments to Other pronouncementment” (as part of the
standard and with an effective date for it).

Amendmentsto Guidance on Other IPSASs

The following amendments to guidance on other IPSASs are necessary in order to ensure consistency with
therevised IPSASS5.

IGA1 In the Guidance on Implementing IPSAS 3, “ Accounting Policies, Changes in Accounting Estimates
| and Errors,” Example 2 is del eted.
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Table of Concordance

This table shows how the contents of the superseded version of IPSAS 5 and the current
version of IPSAS5 correspond. Paragraphs are treated as corresponding if they broadly

address the same matter even though the guidance may differ.

Superseded| Current
IPSAS5 | IPSAS5
par agr aphs/par agraph
34 25
35 26
36 27
37 28
38 29
39 30
40 31
41 32
42 34
43 35
None 6
None 33
None 36

Superseded| Current
IPSAS5 | IPSAS5
par agraphsjpar agraph

Objective 1
2
2 3
3 4
4 5
5 7
6 8

7 None

8 None

9 None

10 None

11 None

12 None
13 9

14 None

15 None

16 None

Superseded| Current
IPSASS5 | IPSASS
par agraphsjpar agraph
17 10
18 None
19 11
20 None
21 12
22 13
23 14
24 15
25 16
26 17
27 18
28 19
29 20
30 21
31 22
32 23
33 24
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Comparison with [AS 23

International Public Sector Accounting Standard {IPSAS) 5, “Borrowing Costs’ is drawn primarily from
International Accounting Standard {IAS) 23, “Borrowing Costs:”_(revised in 2007). The main differences
between IPSAS 5 and IAS 23 are asfollows:

» Commentary additional to that in IAS 23 has been included in paragraphs 13, 17-19, 30 and 35 of
IPSAS 5 to clarify the applicability of the standards to accounting by public sector entities.

* IPSASS5 uses different termi nology, in certain instances, from IAS 23 The most significant examples
are the use of the terms ‘ an al al
Hrgnckalpestion—ond-“net a&ets/eqwtyl” “economlc ent|tv,” ) controllmq entity” and “ controlled

entity” in IPSAS 5. The equivalent terms in IAS 23 are “enterprise—rcome—Hrcome-statement,™
“balance-sheet™and-“ equity-,” “group,” “parent” and “subsidiary.”

» |PSAS5 usestheterm “outlay(s)” to replace the equivaent term “expenditure(s)” in IAS 23.

* |n determing the outlays on a qualifying asset to which the capitalization rate is applied, IPSAS 5
requires outlays to be reduced by any progress payments received and assets received subject to
stipulations on transferred assets specifying the acquisition of the qualifying asset. IAS 23 requires
expenditures to be reduced only by progress payments received and government grants received in
connection with the asset.
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