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Social Benefits

Objective(s) of Agenda Item

1. The objective of this session is to review an Issues Paper and a draft Consultation Paper (CP) on
Social Benefits; and to provide directions for further development.

Material(s) Presented

Agenda Item 7.1 Issues Paper, Social Benefits
Agenda Item 7.2 Draft Consultation Paper, Social Benefits (clean version)
Agenda Item 7.3 Draft Consultation Paper, Social Benefits (mark-up version)

Action(s) Requested
2. The IPSASB is asked to:

(@) Review the Issues Paper and to provide directions on how the Matters for Consideration
identified in the paper should be addressed in the Consultation Paper; and

(b) Undertake a page-by-page review the draft Consultation Paper and provide directions for staff
on the amendments that should be made.
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7.1

Issues Paper, Social Benefits

Objective of the Issues Paper

1. The objective of this session is to review this Issues Paper and draft Consultation Paper (CP) on
Social Benefits; and to provide directions for finalizing the CP.

Background

2. At its September 2014 meeting, the IPSASB discussed a complete draft of the CP. The IPSASB
provided directions to staff regarding the further development of the CP.

3. A clean version of the revised draft CP is included as Agenda Item 7.2. A version of the draft with
changes shown in mark-up is included as Agenda Item 7.3.

4, This Issues Paper seeks the IPSASB’s views on the key issues that staff has identified in revising
the CP. The IPSASB is also asked to indicate any other changes to the CP on a page by page review.

Key Issues

Chapter 1 — Introduction

5. To reflect the decision by the IPSASB at its September 2014 meeting, an additional paragraph (1.4)
has been added. This paragraph explains that the publication of an IPSAS on social benefits is
expected to result in consequential amendments to other IPSASs, and that these will be incorporated
into an Exposure Draft (ED). The IPSASB requested this addition when it decided to delete Appendix
C to the CP (Implications for Existing IPSASs). Some TBG members have questioned whether this
addition is needed.

6. An additional paragraph (1.13) has been included to explain the IPSASB’s reasons for restarting the
Social Benefits project.

7. As requested by the IPSASB at its September 2014 meeting, an additional paragraph (1.22) has
been added to the Introduction, setting out the insights into users’ information needs gained from
respondents to the 2008 CP.

8. Staff has reviewed the paragraphs relating to the Qualitative Characteristics, as requested at the
September 2014 meeting. As a result, staff has relocated the paragraphs to Chapter 4, and simplified
the wording.

Matter(s) for Consideration
1. The IPSASB is asked to indicate:
(@) Whether paragraph 1.4 should be retained;

(b)  Whether it considers that paragraph 1.22 adequately conveys the insights into users’
information needs gained from respondents to the 2008 CP; and

(c)  Whether it supports the relocation of the paragraphs discussing the QCs.
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Chapter 2 — Social Benefit Programs and Appendix A — Examples of Social Benefit Programs

9.

10.

11.

12.

13.

14.

15.

16.

17.

At the September 2014 meeting, the IPSASB directed staff to review the flow of the text in Chapter
2, and the relationship with the definitions and classification approach in Chapter 3.

The wording at the start of Chapter 2 has been amended to highlight the different perspectives on
social benefit programs that are highlighted in the chapter. To avoid confusion with the classification
approach proposed in Chapter 3, the section on the “categories of social benefits” has been renamed
“services provided as social benefits.” The discussion of the SNA classification of social benefits has
been relocated from Chapter 3 to Chapter 2 and placed in a section titled “nature of social benefits”
to assist with the flow of the text.

As requested by the IPSASB at its September 2014 meeting, staff has worked with the IMF observer
to better align this chapter with the SNA classification. To achieve this, significant changes have been
made to paragraphs 2.7, 2.8, 2.15, 2.19-2.24 and 2.26-2.29.

Staff considers that the revised wording accurately describes the SNA approach to social benefits,
but is aware that this section of the CP may be more detailed than is required by potential readers of
the CP. Staff has therefore provided a shorter version of this section in Appendix A to this Issues
Paper. This shorter version inevitably omits some nuances of the SNA approach.

At the September 2014 meeting, some Members found the diagram illustrating the SNA classification
confusing, and directed staff to revise the diagram with the assistance of the IMF observer. A diagram
that is fully consistent with the SNA classification approach has been provided by the IMF observer
and is included in Appendix B to this Issues Paper. Staff considers this diagram is unlikely to satisfy
the IPSASB's desire for a simpler diagram, and some elements the Board requested be included in
the diagram at earlier meetings are not shown.

Staff considers that the dual aims of simplifying the diagram and ensuring consistency with the SNA
approach are incompatible. Staff is therefore proposing to replace the diagram in Chapter 2 with a
diagram illustrating the IPSASB’s proposed classification in Chapter 3. This diagram can be simpler
because elements of the SNA classification are outside the scope of this project.

A footnote has been added to paragraph 3.21, summarizing the description of employment-related
social insurance programs in SNA 2008.

Additional paragraphs (A.2 — A.4) have been added to the beginning of Appendix A. These
paragraphs provide further details as to how the Appendix considers the appropriateness of each
approach in the CP for each example. This has also required some minor changes to the text that
describes the application of the CP that appears after each example.

Additional examples from Switzerland have been included in the CP. Staff considers that these
examples provide a useful contrast to the other examples in the Appendix, but notes that this
increases the overall size of an already lengthy CP. The IPSASB is therefore asked to decide whether
one or more examples could be removed without decreasing the usefulness of the examples.

Agenda ltem 7.1
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Matter(s) for Consideration
2. The IPSASB is asked to indicate:

(@) Whether it considers that the amendments to Chapter 2 (including the relocation of material
from Chapter 3) improve the flow of the text.
(b)  Whether:
0] The revisions to the section describing the SNA classification of social benefits and
the removal of the diagram improve the clarity of the section; or
(i)  The shorter version of the section in Appendix A to this Issues Paper should be
incorporated in the CP.
(c)  Whether it considers that the additional text added to Appendix A to the CP clarifies how
the Appendix considers the appropriateness of each approach in the CP for each example.

(d)  Whether it would be appropriate to remove any of the examples from Appendix A to the
CP.

Chapter 3 — Scope and Definitions

18.

19.

20.

21.

As discussed earlier, the section of Chapter 3 that dealt with the SNA classification of social benefits
has been relocated to Chapter 2. This has resulted in some further minor amendments to the
remainder of Chapter 3 to ensure consistency. Additional text has been included in paragraph 3.4 to
explain why the SNA classification was considered a useful basis for classifying social benefits in an
IPSAS.

A number changes have been made to the definitions within the project. These changes are intended
to better align the definitions with those used by the SNA. One difference in terminology is that the
SNA refers to schemes, and the draft CP refers to programs. Staff considers this is more consistent
with the terminology used elsewhere in IPSASs and in the IPSASB’s previous work on social benefits.

The definitions relating to pension benefits and non-pension benefits (and the paragraphs providing
additional information on the rationale for these definitions) have been removed. The definitions were
included at the start of this project because staff considered the distinction might prove useful when
determining the measurement requirements for a program. However, staff now considers the
distinction is addressed by elements of option 1 (revalidation) and option 3 (estimated future cash
flows) and irrelevant under option 2. Staff therefore proposes removing these definitions as this will
simplify the project.

As discussed above, staff is proposing to include a diagram illustrating the classification approach
adopted in the CP.

Matter(s) for Consideration
3. The IPSASB is asked to indicate:

(@) Whether it considers that the additional text at paragraph 3.4 achieves its intended purpose
of explaining why the SNA classification was considered a useful basis for classifying social
benefits in an IPSAS;

(b)  Whether it supports the amendments to the definitions, including the removal of the
definitions of pension benefits and non-pension benefits; and
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(c)  Whether it supports the inclusion of the diagram illustrating the classification approach
adopted in the CP.

Chapter 4 — Identification of Approaches and Chapter 5 — Option 1: Obligating Event Approach

22.

23.

24.

25.

As discussed earlier, the section of Chapter 1 that described the QCs has been relocated to Chapter
4. This is intended to improve the flow of the text. The descriptions of the QCs have been simplified
to improve readability.

The Task Based Group (TBG) considered it would assist readers of the CP if the CP explained why
supporters of the various sub-options held their views. Additional paragraphs have been added where
required to achieve this aim.

Minor editorial changes have been made to Chapters 4 and 5. This includes updating some
descriptions (for example, a non-legally binding obligation) to reflect the final wording of the
Conceptual Framework approved at the September 2014 meeting.

These amendments will be discussed in the page-by-page review.

Chapter 6 — Option 2: Social Contract Approach

26.

27.

28.

At its September 2014 meeting, the IPSASB acknowledged that there are difficulties with this
approach that will need to be discussed in the CP. These included:

o Recipients of social benefits are individuals and households, not society as a whole. Some
members considered individuals and households may therefore be the counterparty to the
social contract.

o The social contract may operate differently for different generational cohorts (for example,
children; those of working age; and those of retirement age). Intergenerational issues may need
to be addressed.

) The social contract approach realizes that it is not right to recognize a large liability without the
related asset. This may only work if the population of recipients is equal or close to the
population of resource providers.

o The approach appears to recognize a liability dependent on its financing. This is contrary to
how IPSAS usually addresses recognition.

o The assumption behind this approach is social benefits are going to be paid for by resource
providers. This is a testable assumption. It may be appropriate to recognize a liability when it
becomes legally binding or when it becomes onerous (i.e., when the assumption that resource
providers can finance the social benefits does not hold). This may be difficult to apply in
practice.

o As shown in the analysis in Appendix B, the social contract approach is the least consistent
with the Conceptual Framework.

In order to address these difficulties, staff has included additional paragraphs (6.13 — 6.24 and 6.30
—6.31) as well as including additional text in paragraphs 6.25, 6.32 and 6.33.

The TBG noted that these paragraphs addressed the concerns identified by the IPSASB at its
September 2014 meeting. However, the TBG was of the view that including these paragraphs may
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make the chapter over complex. The ISPASB is therefore asked whether any elements of the
discussion could be removed.

Matter(s) for Consideration
4. The IPSASB is asked to indicate:

(@) Whether it considers that the additional text fully addresses the difficulties with the social
contract approach identified at the September 2014 meeting; and

(b)  Whether any elements of the discussion could be removed.

Chapter 7 — Option 3: Social Insurance Approach

29. Atits September 2014 meeting, the IPSASB identified a number of areas where further development
of Chapter 7 was required. The following changes have been made to give effect to these changes:

o Paragraphs 7.3 — 7.5 have been added to clarify the distinction between a social insurance
program and an insurance contract.

o Paragraphs 7.14 — 7.24 have been added to discuss contributions in kind, imputed
contributions and contributions treated as general taxation.

o Additional text has been added at paragraphs 7.34 — 7.36 to provide further guidance on the
proposals for initial recognition. The discussion refers to loans (rather than a subsidy) provided
by a government, and includes an example that highlights the effects of the different treatments
for initial recognition considered in the CP.

. The presumption that the cost of fulfilment measurement basis should be used unless the
uncertainty over future cash flows justifies the use of the assumption price measurement basis
has been removed (see Specific Matter for Comment 11)

. Additional text has been added at paragraphs 7.54 — 7.62 to provide further guidance on the
nature of contributions, and the criteria to be used in determining whether the social insurance
approach meets users’ information needs.

. Additional paragraphs (7.65 — 7.70) have been added to the discussion of the discount rate to
be applied. These paragraphs discuss consistency with statistical reporting, liquidity
adjustments and negative interest rates.

. Additional paragraphs (7.77 — 7.79) have been added to the discussion of subsequent
measurement. These paragraphs discuss the accounting treatment of a significant revision to
a program, and are based on the IASB’s proposals for modifications to insurance contracts. An
additional Specific Matter for Comment (SMC 14) has been added regarding subsequent
measurement.

30. Further editorial amendments have been made to Chapter 7.

Matter(s) for Consideration

5. The IPSASB is asked to indicate whether it considers that the additional text fully addresses the
developments to the social insurance approach identified at the September 2014 meeting.
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Chapter 8 — Presentation

31.

32.

33.

34.

35.

As directed at the September 2014 meeting, Chapter 8 has been substantially redrafted. The revised
text now proposes a presentation objective for a social benefits IPSAS. Users’ information needs are
discussed by reference to information selection, location and organization to ensure consistency with
the Conceptual Framework.

The proposed presentation objective (at paragraph 8.4) is as follows:

An entity shall provide information that helps users of its financial statements and general purpose
financial reports assess

(@) The impact of social benefits provided on the entity’s financial performance and financial
position; and

(b)  The sustainability of social benefits provided.
To assist this assessment, an entity shall present contextual information about:
(c) The nature of social benefits provided by the entity; and

(d)  How the entity administers the provision of social benefits.

The TBG noted that the chapter had been drafted in line with the IPSASB’s directions at the
September 2014 meeting. However, the TBG considered that chapter contains too much detail for
this stage of the project, and that respondents’ answers to Specific Matter for Comment 15 would be
dependent on their preferences regarding the accounting treatment. The TBG therefore propose that
the Chapter 8 should only discuss the presentation objective, and seek respondents’ views as to
whether this is appropriate.

Staff supports this approach. Staff considers that the TBGs’ desired aim could be achieved by the
revised wording proposed in Appendix C to this Issues Paper.

Staff notes that this meeting represents the first opportunity for the ISPASB to consider presentation
objectives for specific projects since the approval of the Conceptual Framework. Staff would therefore
welcome feedback as to whether the approach taken in Chapter 8 is appropriate.

Matter(s) for Consideration
6.

The IPSASB is asked to:

(@) Indicate whether it supports the presentation objective, or alternatively to suggest
amendments;

(b) Indicate whether it:

0] Supports the discussion of information selection, location and organization in the
CP;

(i)  Supports the TBG recommendation to shorten the chapter; or
(i) Alternatively, to suggest amendments.

(c) Provide feedback to staff on whether the approach to discussing presentation taken in
the CP forms a suitable model for future projects.
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Chapter 9 — Social Security Funds, Composite Programs and Other Issues

36. Atits September 2014 meeting, the IPSASB identified a number of areas where further development
of Chapter 9 was required. The following changes have been made to give effect to these changes:

o Paragraph 9.2 has been added to acknowledge that historically, many Social Security Funds
have adopted fund accounting.

o An additional Specific Matter for Comment (SMC 16) has been added seeking examples of
composite social security programs.

o Additional text has been included in the discussion on accounting for guarantees. This section
now recognizes that some guarantees may be accounted for as insurance contracts, and that
some entities may need to account for guarantees received.

o The text on control, joint control and significant influence has been amended to ensure that no
presumption regarding control, joint control or significant influence is included in the text.

Matter(s) for Consideration

7. The IPSASB is asked to indicate whether it considers that the amended text fully addresses the
developments to Chapter 9 identified at the September 2014 meeting.

Appendix B - Evaluation of Options against the Objectives of Financial Reporting and the QCs

37. As requested at the September 2014 meeting, Appendix B has been expanded to include an
assessment of how well the options meet users’ reporting needs as set out in paragraph 2.11 of the
Conceptual Framework.

Matter(s) for Consideration

8. The IPSASB is asked to indicate whether it considers that the additional text provides an
accurate assessment of how well the options meet users’ reporting needs.

Further Review

38. The IPSASB is asked to undertake a page by page review of the draft CP, and to highlight any areas
where further development is required. A revised version of the CP will be prepared for approval at
the March 2015 meeting.

Matter(s) for Consideration

9. The IPSASB is asked to undertake a page by page review of the draft CP, and to highlight any
areas where further development is required.
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Appendix A

Alternative Wording for SNA Section of Chapter 2

Nature of Social Benefits

2.16 Different social benefit programs have different natures. Some are provided as a cash transfer to an
individual or household. Others are provided directly as a service. Some benefits are conditional on
participation in the program, usually evidenced by contributions. Other benefits are provided to all
who meet the eligibility criteria.

2.17 The nature of a social benefit program determines the economic consequences of that program for
a public sector entity. Categorizing social benefits by their nature provides useful information for this
project.

2.18 Work on categorizing social benefits by their nature has already been undertaken in the development
of the Government Finance Statistics (GFS) framework. This section of the CP therefore discusses
the description of social benefits in that framework. The GFS framework is based on the System of
National Accounts 2008 (SNA). The SNA uses a narrower definition of social benefits than that
previously developed by the IPSASB.

2.19 The SNA describes social protection using the following high level categories?:

) Social assistance; and
o Social insurance, comprising:
o Social security schemes (covering the community as a whole or large segments of the

community); and
o Employment related schemes (covering public sector employees).

In all of these cases, benefits can be provided in cash or in kind.

Social Insurance

2.20 Social insurance programs require formal participation by the beneficiaries, evidenced by the
payment of contributions (actual or imputed) to secure entitlement to benefits. Contributions may be
paid on behalf of the recipient by their employer or a family member. The SNA identifies two
categories of social insurance programs, namely social security schemes and employment-related
schemes. Employment-related schemes are outside the scope of this project

Social Security Schemes

2.21 Social security schemes are social insurance schemes covering the community as a whole, or large
sections of the community and are imposed, and controlled by a government. These schemes provide
benefits such as pensions and unemployment benefits.

L See Chapter 8 of SNA 2008 for further details.
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Social Assistance

2.22 Social assistance programs provide similar benefits to social insurance programs. However, these
benefits are being provided without any formal requirement to participate as evidenced by the
payment of contributions. Eligibility to benefits under a social assistance program is determined by
the risk event occurring and by certain eligibility criteria (such as “means-testing”)

Social Transfers in Kind

2.23 Social insurance programs and social assistance programs could provide social benefits to
households in the form of cash payments. This income can be used indistinguishably from income
from other sources. This is not the case for social transfers in kind, where the public sector provides
services directly, reimburses a third service provider for services delivered to the households, or
reimburses the households for costs associated with acquiring those services. When social benefits
are payable in kind, the household generally has no discretion over the use of the benefit.

Collective Goods and Services

2.24 This classification does not include collective goods and services. The SNA describes these collective
goods and services as “public” goods whereas social benefits are described as “private” goods.

2.25 In this context, individual goods are “private” where they are consumed by individuals or households.
Acquisition of these goods by one individual or household precludes their acquisition by other
individuals or households. Goods are “public” where they delivered simultaneously to every member
of the community and there is no rivalry in their acquisition.
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Appendix B

SNA Classification Diagram
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Appendix C

Alternative Wording for Chapter 8

8 Presentation

8.1

8.2

This chapter of the CP discusses at a high level the information to be presented in respect of social
benefits. This chapter does not propose specific requirements. These requirements are linked to
decisions regarding the approach to recognition and measurement, and therefore will be determined
once the IPSASB has considered the responses to this CP.

Determining what information should be presented in respect of social benefit programs involves
asking the question “What information do users need?” To assist in its deliberations on this question,
the IPSASB is proposing the following presentation objective for this project:

An entity shall provide information that helps users of its financial statements and general
purpose financial reports assess

(@ The impact of social benefits provided on the entity’s financial performance and financial
position; and

(b)  The sustainability of social benefits provided.
To assist this assessment, an entity shall present contextual information about:
(c) The nature of social benefits provided by the entity; and

(d)  How the entity administers the provision of social benefits.

8.3 The IPSASB welcomes respondents’ views as to whether this presentation objective will meet users’

information needs.

Specific Matter for Comment 15
Does the presentation objective adequately address users’ information needs?

Please explain your reasons for this view.
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This document was developed and approved by the International Public Sector Accounting Standards
Board® (IPSASB®).

The objective of the IPSASB is to serve the public interest by setting high-quality public sector accounting
standards and by facilitating the adoption and implementation of these, thereby enhancing the quality and
consistency of practice throughout the world and strengthening the transparency and accountability of
public sector finances.

In meeting this objective, the IPSASB sets International Public Sector Accounting Standards™ (IPSAS™)
and Recommended Practice Guidelines (RPGs) for use by public sector entities, including national,
regional, and local governments, and related governmental agencies.

IPSAS relate to the general purpose financial statements (financial statements) and are authoritative. RPGs
are pronouncements that provide guidance on good practice in preparing general purpose financial reports
(GPFRs) that are not financial statements. Unlike IPSAS, RPGs do not establish requirements. Currently
all pronouncements relating to GPFRs that are not financial statements are RPGs. RPGs do not provide
guidance on the level of assurance (if any) to which information should be subjected.

The structures and processes that support the operations of the IPSASB are facilitated by the International
Federation of Accountants® (IFAC®).

Copyright © March 2015 by the International Federation of Accountants® (IFAC®). For copyright, trademark,
and permissions information, please see page 89.
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REQUEST FOR COMMENTS

This Consultation Paper, Social Benefits, was developed and approved by the International Public Sector
Accounting Standards Board® (IPSASB®).

The proposals in this Consultation Paper may be modified in light of comments received before being issued
in final form. Comments are requested by July 31 2015.

Respondents are asked to submit their comments electronically through the IPSASB website, using the
“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that
first-time users must register to use this feature. All comments will be considered a matter of public record
and will ultimately be posted on the website. This publication may be downloaded from the IPSASB website:
www.ipsasb.org. The approved text is published in the English language.

[Summary of Preliminary Views and Specific Matters for Comment will be added once the document
is finalized]
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Executive Summary

The objective of this Consultation Paper (CP) is to initiate discussion on the possible accounting treatments
for social benefits. It considers matters such as the scope of a future IPSAS on social benefits and related
definitions, and the extent to which liabilities in respect of social benefits arise, and the recognition and
measurement of any such liabilities.

The delivery of social benefits to the public is a primary objective for many governments and accounts for
a sizeable proportion of their expenditure. Yet IPSASs do not provide guidance on how to account for social
benefits. IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets excludes provisions related to
social benefits in non-exchange transactions from its scope.

This CP defines social benefits as “benefits payable to individuals and households, in cash or in kind, to
mitigate the effect of social risks. Social risks are defined as events or circumstances that may adversely
affect the welfare of households either by imposing additional demands on their resources or by reducing
their income. Social benefits do not include collective goods and services.” This definition is intended to be
consistent with the approach adopted in statistical reporting. This CP identifies different types of social
benefits — social security, social assistance and social transfers in kind — each of which may raise specific
accounting issues.

The CP identifies three broad approaches to accounting for social benefits. The approaches can be
summarized as follows:

. Option 1: The obligating event approach. This approach considers social benefit programs by
reference to the definitions of a liability in the Conceptual Framework. Under this approach,
obligations to pay social benefits are seen as no different (in principle) than other obligations. Under
this approach, the key debate is about when a present obligation arises. The CP identifies five
scenarios in which a present obligation for social benefits may arise:

(a) A present legal obligation exists;

(b)  All eligibility criteria have been met (with the present obligation not extending past the next
revalidation point);

(c) Amounts become due and payable;
(d)  Threshold eligibility criteria have been satisfied; or
(e) Key participatory events have occurred
. Option 2: social contract approach. This approach acknowledges, as commitments, both:

(a) Public sector obligations to provide goods, services and cash transfers to individuals or
households; and

(b)  The rights of individuals or households to receive those benefits.

The approach also acknowledges that the ongoing duty of individuals or households to contribute
taxes and other sources of finance effectively offsets such obligations. There is a social contract
between the state and the citizens such that citizens agree to pay taxes to enable the state to provide
social benefits. This is analogous to an executory contract, where an entity would not recognize a
liability until the counterparty to a contract had performed their obligations. Under this approach,
present obligations only arise once legal entitlements are established.
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. Option 3: social insurance approach. This approach considers that at least some social benefit
programs are similar in practice to insurance contracts. As such, it may be appropriate to use an
insurance accounting model when accounting for these programs. The social insurance approach is
most suited to contributory programs, where future contributions are compared to future payments to
recipients and the net present value of the program is shown in the statement of financial position.
This approach recognizes a present obligation to pay benefits at the point that coverage begins. The
approach also recognizes a right to future receipts resulting from the provision of that coverage.
Complex issues arise under the social insurance approach in respect of partially subsidized programs
and significant changes to the terms of programs.

The CP seeks respondents’ views on these matters. Unlike the first two options, a mixed approach to
accounting for social benefits is implicit within the social insurance approach. The CP considers the three
approaches in detail, and assesses them against the objectives of financial reporting and the qualitative
characteristics that are set out in the Conceptual Framework.

The CP asks what information entities should present to meet users’ information needs. The CP proposes
the following presentation objective for a future IPSAS:

An entity shall provide information that helps users of its financial statements and general purpose
financial reports assess

(@) The impact of social benefits provided on the entity’s financial performance and financial
position; and

(b)  The sustainability of social benefits provided.

To assist this assessment, an entity shall present contextual information about:
(c) The nature of social benefits provided by the entity; and

(d)  How the entity administers the provision of social benefits.

The CP considers how the approaches set out in the CP can be applied to social security funds and
composite programs. The CP also considers how an entity should account for guarantees it gives or
receives in respect of social benefits, and how the entity should account for any other entities (such as
social security funds) it controls, jointly controls, or over which it has significant influence.

Respondents are directed to the At a Glance Consultation Paper Summary located on the IPSASB website.
This staff document provides a brief and useful overview of this CP.
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SOCIAL BENEFITS

CONTENTS

Page
e 8 geTo [UYox 1] o] o HOT PO TP PUPPPPPI 8
HISLOrY Of the PrOJECT. ...ttt e e e e e ettt e e e e e e s nbnbeeeaaeeeaanns 8
(070 aTot=T o1 (U F= LI =T 4 =10 T S 9
APProach taken iN thiS CP ... e e e e st ee e e e e e e e annnees 11
SOCIal BENETIT PrOgramS. ... . ittt ettt e et e e e e e e s bbb e e e e e e e e e annbeaeeaaaas 12
Services provided as SocCial BENEILS.......uuiiiiiiiiiiece e 12
AdMINISTrative ArTANGEIMENTS ... ... ittt e e et e e e e e e s ab b e e e e e e e s annbereeeaeeeaasanneees 13
FUNAING MECNANISIMIS ...ttt e e e e s st e et e e e e e e e s aabbe e e e e e e e e sabbbbneeaaaeeaanns 13
Nature Of SOCIAI BENETILS. ........viiiiie e 14
SYelo] o= TaTo B BI=) {1 o V1 410 o 1< T U PR PTT TR 18
EXISTING IPSASS .. eeeiiiiiiiittt ettt ettt ettt e e e e e b ettt e e e e s s b bt et e e e e e e e e asnbbeeeeaaeeeaabbbbeeeaaaaeaanns 18
Scope of the Social BENEItS PrOJECT........uuiiiieiii i e e e e e 19
(D=1 1] o1 1[o] 0 £SO O PP PP PPPPPPRPN 21
Identification Of APPrOACRES ....... e i 25
Option 1: Obligating EVENt APPrO@Ch ...uevii it e e e 28
1] To (U111 o] o R ST PPP PP P PP PPPRPRN 28
Definitions relating to LiabilitieS...........ueeeiii e 28
Factors t0 De CONSIHEIEA..........coiii e 29
When does an Obligating EVENt AriSE72.........uuiiiiiiiiiiiiii ittt a e e e 31
Measurement Of the LIability ... 38
Option 2: Social Contract APPrOACH ......eiiii i 42
1] To (U111 o] o R ST PPP PP P PP PPPRPRN 42
EXECULOIY COMIIACTS ... etetetieeieiiteeeeeeeeeeeeeeeeeeee ettt eee e et ee et ettt e eee e et e eeeeeeeeeeee et eeeeeeeeeeeeeeeeeteeeeeeaeeaeaaeeeaeeees 43
Application of the Social Contract APPrOACH.........cooi i 46
Proposed ACCOUNEING TrEAIMIENT ........uiiiiiiiei ittt e e et e e e e e e s s sabb et e e e e e e e aennnbeeeaaaeeaaans 47
Option 3: Social INSUFraNCe APPIOACK ....cei i 48
Yoo [8 o1 o T o RO PR PP PPR 48
INSUFANCE ACCOUNTING . ...ettteteee ettt e e e e ettt e e e e e e e et bb ittt e e e e e s e aaab bttt e e e e e e saabebeeeeaaeseannbebeeeaeesaannneens 48

Agenda ltem 7.2
Page 6 of 90



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

Accounting for Social Security Programs under the Social Insurance Approach.............c....o....... 51
8 (ST T=T gL €= A o] o IO TP PP PPPPPPRPN 61
Yoo [8 o1 o T o RO PR PP PPR 61
INFOrMALION SEIECHION ....eiiiiiiiiee e e e s e e s eanee 61
INFOIMALION LOCALION. .....eiiiitiiieiiie ettt e e s e e st e e e s bt e e e nnr e e e e e 63
Tl (o] aaF=ViToT AT @] o = Ta 4 i o] o PR 64
9 Social Security Funds, Composite Programs and Other ISSUES ........cccccvviiiiiiiiiiieiniiiiiien, 65
Accounting by Social SECUILY FUNAS........ouuiiiiii et 65
Composite Social Security Programs and other Programs providing multiple benefits ................ 65
Accounting by public Sector entities — QUArANTEES. ..........eeiii it 66
Accounting by public sector entities — control, joint control and significant influence.................... 67
Appendix A: Examples of Social BENefit Programs .......ccooiiiiiiiiiie e siiee e e s snnrene e e e 68
REtiIreMENT BENETILS. ... .eeii ittt e e e e 68
UNemployment BENEFIES ...t e et e e e e e e s anr e e e e e e e e e aaas 73
L0 T2 2= 1= 1 £ PEE 77
S0UrCeS Of INFOIMMALION .....eeiiiiii et e e st e e s sab e e e s b e e e e s anreeeeaas 80

Appendix B: Evaluation of Options against the Objectives of Financial Reporting and the QCs.... 82

Agenda ltem 7.2
Page 7 of 90



1.2

1.3

1.4

Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

Introduction

The delivery of social benefits to the public is the primary objective for many governments and often
accounts for a sizeable proportion of their expenditure. The Preface to The Conceptual Framework
for General Purpose Financial Reporting by Public Sector Entities (the Conceptual Framework)
identifies the provision of social benefits as a distinguishing feature of the public sector.

IPSASs do not provide requirements and guidance on how to account for social benefits. IPSAS 19,
Provisions, Contingent Liabilities and Contingent Assets excludes provisions related to social benefits
in non-exchange transactions from its scopel. Entities applying accrual-based IPSASs may use
inconsistent or inappropriate reporting for social benefits in their financial statements. As a result,
users may not be able to find the information they need to assess social benefit programs. The lack
of an IPSAS on accounting for social benefits is, therefore, a significant gap in the IPSASB'’s literature.

This Consultation Paper (CP) is an important step in determining the appropriate reporting of social
benefits. The CP builds on the previous work of the IPSASB in this area. The CP considers the
approaches to, and issues arising in, accounting for social benefits. Its objective is to initiate a debate
about matters such as:

) The definition and classification of social benefits;
o Approaches to the recognition and measurement of social benefits; and
o Presentation of information about social benefits.

Publication of an IPSAS on social benefits is expected to result in consequential changes to other
IPSASSs. Proposals regarding such changes will be incorporated into an Exposure Dratft.

History of the Project

15

1.6

1.7

Between 2002 and 2008 the IPSASB and its predecessor (the Public Sector Committee (the PSC))
carried out extensive work on accounting for social benefits. In March 2002, the PSC initiated its first
project on this subject. This was one of the first major public sector specific projects.

The PSC established a Steering Committee to support the project. The Steering Committee included
non-PSC members from national and local governments, international organizations and regional
bodies to provide experience and expertise. The Steering Committee developed an Invitation to
Comment (ITC), Accounting for Social Policies of Government. This was published in January 2004.

Responses to the ITC supported the development of an IPSAS on social benefits. The preferred
approach was based on IPSAS 19. The theoretical model outlined in the ITC governed the IPSASB'’s
approach to social benefits over the next few years. However, in November 2006 the IPSASB
changed course. This was primarily because:

o There was no consensus on when a present obligation arises especially for contributory cash
transfer programs; and

1

Further details can be found in Chapter 3
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1.9

1.10

1.11

1.12

1.13
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o Other standard setters were researching alternative approaches to accounting for social benefit
programs at this time.

The IPSASB also came to a view that the financial statements cannot satisfy all a user’s information
needs regarding social benefits. Further information about the long-term fiscal sustainability of those
programs, is required.

The IPSASB then developed an ED dealing solely with disclosure. Issues relating to recognition and
measurement were addressed in a Consultation Paper.

In March 2008 the IPSASB issued:

. Exposure Draft (ED) 34, Social Benefits: Disclosure of Cash Transfers to Individuals or
Households;

. Consultation Paper, (CP) Social Benefits: Issues in Recognition and Measurement; and

. Project Brief, Long-Term Fiscal Sustainability.

The majority of respondents opposed the approach in ED 34. They did not consider that disclosures
in the financial statements could convey sufficient information about social benefits and that the
approach to determining the amount of disclosures would pre-judge approaches to recognition and
measurement. The approach taken in the project brief Long-term Fiscal Sustainability was supported.

The IPSASB decided not to develop ED 34 into an IPSAS. The IPSASB also recognized the linkages
between the Conceptual Framework and social benefits. The Elements and Recognition phase would
define a liability. This definition would influence the accounting for social benefits. The IPSASB
therefore decided to defer further work on this topic. The IPSASB initiated a project on the long-term
sustainability of the public finances in 2008, based on the project brief. Recommended Practice
Guideline (RPG) 1, Reporting on the Long-Term Sustainability of an Entity’s Finances, was published
in July 2013.

In September 2013, following the publication of RPG 1, the IPSASB agreed to restart its work on
social benefits. As noted above, the social benefits project had been deferred to allow work on RPG
1 and the Conceptual Framework. Following the publication of RPG 1, and with the Conceptual
Framework nearing completion, the IPSASB agreed that it was an appropriate time to recommence
work on the social benefits project.

Conceptual Framework

1.14

The Conceptual Framework was published in October 2014. This development will influence this
project in two ways:

. The objectives of financial reporting and the qualitative characteristics provide a framework
against which the options identified in this CP can be assessed; and

. Updated definitions of a liability and related terminology will influence the discussion as to
whether social benefits obligations meet the definition of a liability, and if so, when these should
be recognized.
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Definition of a liability and related terminology

1.15

1.16

1.17

1.18

1.19

1.20

The Conceptual Framework defines a liability as “a present obligation of the entity for an outflow of
resources that results from a past event.”?

The Conceptual Framework defines a present obligation as “a legally binding obligation (legal
obligation) or non-legally binding obligation, which an entity has little or no realistic alternative to
avoid.”® Until the publication of the Conceptual Framework, this term was not defined in IPSAS.

There are two key factors to be considered in determining when a liability arises for a social benefit:
) What is the past event (or events) that gives rise to a present obligation?
o When does an entity have little or no realistic alternative to avoid settling the obligation?

IPSAS 19 brings these two factors together in its definition of a past obligating event as “an event
that creates a legal or constructive obligation that results in an entity having no realistic alternative to
settling that obligation.”*

This definition is now inconsistent with the Conceptual Framework. This CP therefore adopts an
updated definition of an obligating event as “an event that creates a present obligation.” This definition
refers to “a legally binding obligation (legal obligation) or non-legally binding obligation” rather than a
“legal or constructive obligation.” It also considers whether an entity has “little or no realistic
alternative to avoid” an outflow of resources. IPSAS 19 considers whether an entity has “no realistic
alternative to settling” the obligation.

These updated definitions are used to update the IPSASB'’s previous discussions as to whether an
obligating event in respect of social benefits arises, and if so when.

Obijectives of financial reporting and qualitative characteristics

1.21

1.22

The objectives of financial reporting are set out in paragraph 2.1 of the Conceptual Framework.

“The objectives of financial reporting by public sector entities are to provide information about the
entity that is useful to users of GPFRs for accountability purposes and for decision-making
purposes (hereafter referred to as “useful for accountability and decision-making purposes”).”

The responses to the ED 34 and the 2008 CP provided valuable insights into the information that
users would find useful for accountability and decision-making purposes. The key insights that may
be relevant to this project are summarized below.

) Providing actuarially-based information regarding liabilities arising from prospective outflows
(i.e., social benefit expenses) without providing similar information regarding assets arising
from prospective inflows (such as tax receipts and contributions received) is of limited
relevance and does not faithfully represent an entity’s financial position..

2 Conceptual Framework, paragraph 5.14

8 Conceptual Framework, paragraph 5.15

4 IPSAS 19, paragraph 18
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o Providing prospective information that only includes current participants (those currently in
receipt of a social benefit) rather than future participants (those who will receive a social benefit
in future) may be misleading. Prospective information provided on this basis does not provide
useful information about the future sustainability of social benefit programs.

o There can be a significant overlap between cash transfers and individual goods and services5;
providing information about cash transfers but not individual goods and services does not
provide useful information about the future sustainability of social benefit programs.

This CP identifies three options to account for social benefits provided by public sector entities (see
below). In assessing those options, the IPSASB will consider how well they satisfy the objectives of
financial reporting and meet users’ information needs.

Approach taken in this CP

1.24

1.25

1.26

1.27

This CP draws on the Conceptual Framework to update the IPSASB’s previous work on this subject.
The CP also considers other developments since 2008.

This CP adopts a definition of social benefits that is consistent with Government Financial Statistics
(GFS). This excludes collective goods and services such as defense and public order. The CP also
adopts a classification of social benefits that is consistent with GFS. The reasons underlying this
approach are set out in Chapter 3.

The CP identifies three options for accounting for social benefits. These options are:
. Obligating event approach (an update of the approach used in the 2004 ITC)
o Social contract approach (the alternative approach identified in the 2008 CP)
. Social insurance approach (a new approach based on insurance accounting)

The options identified are explored in Chapters 5-7. The CP evaluates these options against the
objectives of financial reporting and the qualitative characteristics set out in the Conceptual
Framework. This evaluation is shown in Appendix B.

5

These terms are discussed further in Chapter 3
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2 Social Benefit Programs®

2.1 Thereis awide variety of social benefit programs provided by public sector entities globally. Programs
vary in the services provided as social benefits; their administration; the funding mechanisms used
to provide the benefits; and the nature of the benefits.

2.2 This Chapter of the CP discusses the typical services provided as social benefits; the main
administration arrangements; some of the funding mechanisms; and the nature of the benefits. This
discussion is intended to highlight the complexity that can arise in the design of social benefit
programs. It does not seek to provide a comprehensive list of the services provided, administration
arrangements or funding mechanisms that may be used.

2.3 This Chapter of the CP does not discuss specific examples of social benefit programs. Appendix A
includes examples of social benefit programs, and discusses how the approach set out in the
remainder of this CP could be applied to those specific examples.

Services provided as Social Benefits

2.4  The services provided as social benefits include:

. Health;
. Education; and
. Social Protection.

2.5 Health services include:

) Hospital services;
o Outpatient services; and
o Medical products (including drugs), appliances and equipment.

2.6 Education services include primary and pre-primary education; secondary education; and tertiary
education, provided to individuals and households who would otherwise be unable to afford to pay
for these services. Education services provided without charge to all children is considered an
ongoing activity of government, not a social benefit as social benefits address specific risks (see
Chapter 3).

2.7 Social protection benefits are often (but not always) provided as a cash transfer to an individual or
household. Social protection is provided to mitigate the effects of social risks. These social risks are
defined as events or circumstance that my adversely affect the welfare of households either by
imposing additional demands on their resources or by reducing their income. Therefore, social
benefits ensure an individual or household has a certain level of income to alleviate the impact of the
social risk on their life. Programs are usually targeted at specific individuals and households, as can
be seen from the following types of social protection program:

. Sickness and disability;

6 This CP discusses complex issues such as social security systems that operate as both social assistance and social insurance

programs. The IPSASB acknowledges that these examples may not be relevant to some jurisdictions.
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o Old age;

o Survivors;

o Family and children;
o Unemployment; and
o Housing.

Public sector entities may provide services directly to the community, may provide cash to the
individual so that they could acquire the service themselves, may contract with a third party to deliver
the services to individuals, or may use a mixture of these approaches. In some cases the third party
will be another public sector entity; in others it will be a private sector profit-seeking entity or a not-
for-profit organization.

Administrative Arrangements

2.9

2.10

2.11

2.12

Administrative arrangements can be grouped into two types of arrangement. The issues regarding
the recognition and measurement of liabilities in respect of social benefits apply equally to both
arrangements. However, wider financial reporting considerations such as consolidation may affect
the two categories differently.

In the first type of arrangement, social benefits are provided by public sector entities that are part of
the different levels of government (central government, state/provincial government and local
government). In the second type of arrangement, social benefits are provided by public sector entities
such as social security funds that are considered to form a separate sub-sector of general
government. Social security funds may have a greater degree of independence than entities that are
part of the different levels of government).

Social benefits may be the responsibility of one or more public sector entities. There may be a degree
of overlap between the programs provided by the different entities. In the first type of arrangement,
the entities may be in different levels of government.

Public sector entities may provide composite social security programs’. In these programs, the
benefits provided include both social benefits provided by the state and employee benefits. The
management of the entities providing these benefits may involve employer and employee
representatives.

Funding Mechanisms

2.13

Two main types of funding mechanism are used to fund social benefits — general taxation and specific
contributions. These mechanisms are not exclusive, and some social benefit programs will be funded
by a combination of general taxation and specific contributions.

7 Composite social security programs are defined in paragraph 10 of IPSAS 25. Paragraphs 47-49 of IPSAS 25 provides more
details on these programs.
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Variations of these approaches may also be used. Some programs may be funded through a
hypothecated tax® rather than general taxation. Contributions may be made on behalf of an individual
or household (for example, by an employer). Alternatively, a public sector entity may impute
contributions to an individual or household. Imputed contributions may arise, for example, during a
period of unemployment or when a parent stays at home to raise the children. The public sector entity
may record contributions in respect of an unemployed individual’s pension as having been received
even though no payments were made. In some (but not all) cases, imputed contributions involve a
transfer of resources equal to the value of the imputed contributions between a public sector entity
and a social security fund.

In some cases, the distinction between taxation and contributions may not be obvious. Some
contributory programs may operate segregated funds (such as trust funds in US social security
program and Medicare) into which contributions are paid and which can only be used for specified
purposes. In other programs contributions may simply be treated as general revenues. The eligibility
criteria for some social benefit programs may require a specified level of contributions from the
beneficiary while in other cases the programs are noncontributory. Conversely, some social benefit
programs are funded by levies on income or purchases (for example, the New Zealand accident
insurance program financed by a levy on fuel purchases).

Nature of Social Benefits

2.16

2.17

2.18

2.19

Different social benefit programs have different natures. Some are provided as a cash transfer to an
individual or household. Others are provided directly as a service. Some benefits are conditional on
participation in the program, usually evidenced by contributions. Other benefits are provided to all
who meet the eligibility criteria.

The nature of a social benefit program determines the economic consequences of that program for
a public sector entity. Categorizing social benefits by their nature provides useful information for this
project.

Work on categorizing social benefits by their nature has already been undertaken in the development
of the Government Finance Statistics (GFS) framework. This section of the CP therefore discusses
the description of social benefits in that framework. The GFS framework is based on the System of
National Accounts 2008 (SNA). The SNA uses a narrower definition of social benefits than that
previously developed by the IPSASB.

Households benefit from social protection in different ways:

o Households could receive benefits when they meet certain eligibility criteria that originated from
a social risk without making any contributions. These benefits are classified as an expense that
leads to a redistribution of income through transfers.

o Households could make contributions and receive benefits as transfers receivable in the event
of the occurrence of the specified social risks. Neither the contributions nor the benefits
constitute an exchange as no direct exchange of economic value occurs. The payment of the

8 A hypothecated tax is a tax where the revenue raised is allocated for a specific purpose. Hypothecation may be a requirement
of the enacting legislation.
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social contribution entitles the contributor to some contingent future benefits. The finances of
these arrangements function similarly to nonlife insurance schemes. Such social protection
arrangements are essentially a process of redistribution across a wide section of the population
with many individuals contributing resources so that those in need may benefit. These social
benefits are classified as an expense.

o Households (including employees, self-employed, and unemployed) could make contributions
(actual and imputed) to a scheme to accumulate assets. They can withdraw from these
accumulated assets in the event of the occurrence of the specified social risk. Examples are
employment-related pensions and other retirement benefits, compulsory saving schemes, and
other types of annuities. The finances of these arrangements function similarly to life insurance
schemes. There is relatively little redistribution among the various households holding similar
policies and members of households are able to predict with a reasonable degree of certainty
what they will receive and when. Therefore, contributions and payments of these benefits are
transactions in financial assets and liabilities.

2.20 The SNA describes social protection using the following high level categories?®:

o Social assistance; and
o Social insurance, comprising:

o Social security schemes (covering the community as a whole or large segments of the
community); and

o Employment related schemes (covering public sector employees).

In all of these cases, benefits can be provided in cash or in kind. In the case of social insurance,
some schemes are akin to nonlife insurance schemes, spreading risks among all the participants in
the scheme (for example unemployment schemes), and the other schemes are akin to life insurance
schemes, spreading the risk of one particular participant to the scheme over time (for example
employment-related pension schemes).

Social Insurance

2.21 Social insurance programs require formal participation by the beneficiaries, evidenced by the

payment of contributions (actual or imputed) to secure entitlement to benefits. In almost all cases,
recipients either contribute to the program or have contributions made on their behalf. Contributions
may be paid on behalf of the recipient by their employer or a family member. Therefore, social
insurance is a form of contractual insurance scheme where the policyholder insures against certain
contingencies. The SNA divides social insurance payments into two types — pension and non-pension
benefits. Pension benefits are wider than old age benefits. They include, for example, ongoing
payments to persons with permanent disabilities. Benefits in respect of temporary ill health or
temporary unemployment are classed as non-pension benefits. The SNA identifies two categories of
social insurance programs, namely social security schemes and employment-related schemes.

9

See Chapter 8 of SNA 2008 for further details.
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Social Security Schemes

2.22

Social security schemes are social insurance schemes covering the community as a whole, or large
sections of the community and are imposed, and controlled by a government. These schemes
provide benefits such as pensions and unemployment benefits. As social insurance programs, social
security programs are contributory programs. In some cases, the government itself will make or
impute contributions to the social security scheme on behalf of a recipient. This may happen, for
example, during a period of unemployment. The legal form varies from country to country. In some
countries, retrospective changes to entitlements are permissible; in other countries this is not the
case.

Employment-related social insurance schemes

2.23

The second category of social insurance is other employment-related social insurance schemes. The
terms of these programs are determined by the employer, sometimes in conjunction with the
employees and forms part of the contractual agreement of the employer-employee relationship.
These schemes provide pension and non-pension benefits such as employment-related pensions
and health benefits.

Social Assistance

2.24

2.25

Social assistance programs provide similar benefits to social insurance programs. However, these
benefits are being provided without any formal requirement to participate as evidenced by the
payment of contributions. Eligibility to benefits under a social assistance program is determined by
the risk event occurring and by certain eligibility criteria. For example, social assistance programs
often include an assessment of income (sometimes referred to as a “means test”) in which case
benefits are only payable where the income of the household is below a threshold.

The SNA notes that the extent of household income provided by social assistance programs varies
significantly from country to country. A few countries provide all income to meet social needs without
contributions. However, this is rarely the case.

Social Transfers in Kind

2.26

2.27

Social insurance programs and social assistance programs could provide social benefits to
households in the form of cash payments. This income can be used indistinguishably from income
from other sources. This is not the case for social transfers in kind, where the public sector provides
services directly, reimburses a third service provider for services delivered to the households, or
reimburses the households for costs associated with acquiring those services.

When social benefits are payable in kind, the household generally has no discretion over the use of
the benefit. The benefits simply relieve the household from having to meet these expenses out of
income from other sources. In some cases, the government provides the benefits directly. An
example of this is where a government directly funds and runs a hospital to provide medical services.
Alternatively, the government may pay cash to the household to reimburse them for expenditure
incurred. An example would be where a household pays a private hospital for medical services, and
the government reimburses the household for some or all of the expenditure. Alternatively a private
hospital can provide medical services to the household and the hospital could claim reimbursement
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from the government. Under the SNA, reimbursements are classified as social transfers in kind, not
cash transfers.

Collective Goods and Services

2.28

2.29

This classification does not include collective goods and services. The SNA describes these collective
goods and services as “public” goods whereas social benefits are described as “private” goods.
Collective goods and services have the following characteristics:

o They are delivered simultaneously to each member of the community or section of the
community;

. Individuals cannot be excluded from the benefits of collective goods and services;

. The use of the collective service is usually passive, that is, it does not require the explicit

agreement or active participation of all the individuals concerned and

. The provision of a collective service to one individual does not reduce the amount available to
others.

In this context, individual goods are “private” where they are consumed by individuals or households.
Acquisition of these goods by one individual or household precludes their acquisition by other
individuals or households. Goods are “public” where they delivered simultaneously to every member
of the community and there is no rivalry in their acquisition.
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Scope and Definitions

This section of the CP addresses the scope of a future IPSAS on social benefits. It also discusses
the definitions (if any) that should be included in a future IPSAS.

The 2004 ITC noted that what constitutes social benefits may vary between jurisdictions. It also
stated that what constitutes social benefits in any jurisdiction will be generally understood. Existing
IPSASs do not define social benefits. A description is given in IPSAS 19. This description provides a
wide scope of social benefits, and consequently the 2004 ITC covered a wide range of non-exchange
social benefits.

Consistency with Government Finance Statistics

3.3

3.4

3.5

3.6

The IPSASB considers it important to reduce differences with the statistical basis of reporting where
appropriate. This led the IPSASB to publish the policy paper, Process for Considering GFS Reporting
Guidelines during Development of IPSASs in February 2014.1°

The IPSASB reviewed the SNA classification of social benefits to determine whether this
classification would assist in the development of an IPSAS. The IPSASB came to the view that the
classification and definitions used within the SNA would assist the development of an IPSAS. This is
because the different categories of social benefit identified in SNA may have different economic
consequences for a public sector entity. These differing consequences may result in differing
accounting requirements. Consequently, the scope, classification and definitions proposed within this
CP are intended to be consistent with the descriptions given in the SNA as far as possible.

In restarting this project, the IPSASB agreed that this CP would not consider “collective goods and
services.” Collective goods and services might be addressed in a later project on non-exchange
expenses. The IPSASB published its Strategy and Work Plan Consultation in March 201411, The
Consultation included non-exchange expenses as a possible project. The IPSASB agreed that this
project [complete after December 2014 meeting decision].

Excluding collective goods and services narrows the scope of this project compared to the IPSASB’s
previous work on this topic. It also more closely aligns the scope of this project with the scope of
social benefits in the SNA. The SNA definition of social benefits does, however, encompass
exchange transactions. The IPSASB’s previous work on this topic has been confined to non-
exchange transactions.

Existing IPSASs

3.7

As noted in paragraph 1.2, existing IPSASs do not address accounting for non-exchange social
benefits. IPSAS 19 excludes from its scope “those provisions and contingent liabilities arising from
social benefits provided by an entity for which it does not receive consideration that is approximately
equal to the value of goods and services provided, directly in return from the recipients of those
benefits.”12

10

11

12

http://www.ifac.org/sites/default/files/publications/files/IPSASB-GFS-Policy-Paper.pdf
http://www.ifac.org/sites/default/files/publications/files/IPSASB-Strategy-Consultation-2015-2019 _0.pdf
IPSAS 19, paragraph 1 (a)
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IPSAS 19 describes social benefits as relating to “goods, services, and other benefits provided in the
pursuit of the social policy objectives of a government. These benefits may include:

(@ The delivery of health, education, housing, transport, and other social services to the
community. In many cases, there is no requirement for the beneficiaries of these services to
pay an amount equivalent to the value of these services; and

(b) Payment of benefits to families, the aged, the disabled, the unemployed, veterans, and others.
That is, governments at all levels may provide financial assistance to individuals and groups in
the community to access services to meet their particular needs, or to supplement their
income.”t3

The social benefits excluded from the scope of IPSAS 19 are commonly referred to as non-exchange
social benefits. IPSAS 9 Revenue from Exchange Transactions defines non-exchange transactions:
“Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange
transaction, an entity either receives value from another entity without directly giving approximately
equal value in exchange, or gives value to another entity without directly receiving approximately
equal value in exchange.”14

The examples of social benefits included in IPSAS 19 are often referred to as “cash transfers” and
“individual goods and services.” In the 2004 ITC, the Steering Committee noted that “Social benefits
could also be provided under other categories of government activity (for example, Defense, Public
Order and Safety and Community Amenities).” These are often referred to as “collective goods and
services.”

Social benefits may also be provided through exchange transactions. The most common examples
are employer programs such as occupational pensions. IPSAS 25 Employee Benefits provides
guidance on accounting for employer programs. Some social benefits may be provided through
financial instruments, for example concessionary loans. Guidance on these arrangements is provided
in IPSAS 29, Financial Instruments: Recognition and Measurement.

Scope of the Social Benefits Project

Exclusion of Collective Goods and Services

3.12

3.13

3.14

As mentioned in paragraph 3.5, the IPSASB agreed that collective goods and services are outside
the scope of this CP. This is consistent with the description of social benefits used within the SNA.

This CP considers there are other reasons why collective goods and services should not be within
the scope of this project.

This CP considers that the issues to be considered in determining if and when to recognize an
expense will be different for collective goods and services and social benefits. Social benefits have
eligibility criteria against which they can be assessed. This is not the case for collective goods and
services. The factors that need to be taken into account in determining whether a present obligation
exists are likely to be different for social benefits and collective goods and services.

13 IPSAS 19, paragraph 7
14 |PSAS 9, paragraph 11
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Measurement of any resulting liability is also likely to be different for social benefits and collective
goods and services. If a liability exists for a social benefit, it can be assessed by reference to an
individual or household. The period over which the benefit will be paid is therefore time limited.
Conversely, if a liability exists for collective goods and services, this cannot be assessed by reference
to an individual or household. It is arguable that the benefit is not time limited in the same way as for
a social benefit.

The 2004 ITC regarded collective goods and services as an ongoing activity of government. No
provision is recognized for costs that need to be incurred to continue an entity’s ongoing activities in
the future. The 2004 ITC concluded that there is no present obligation prior to the delivery of collective
goods and services. Input costs associated with exchange transactions that a government enters into
to deliver those services are accounted for in accordance with generally accepted accounting practice
for those costs. Respondents to the IPSASB’s previous consultations on this topic have either
supported this view or expressed the view that present obligations for collective goods and services
did not arise at all.

Because of these differences, this CP considers it more appropriate to address the issues relating to
collective goods and services in a separate project dealing with non-exchange expenses.

Cash Transfers and Transfers in Kind

3.18

3.19

3.20

Social benefits includes both cash transfers and transfers in kind. Both are expected to raise similar
issues regarding the recognition and measurement of liabilities and expenses. However, the IPSASB
considers it possible that complicating factors may arise in the recognition and measurement of
transfers in kind that do not arise with cash transfers. Similarly, some complicating factors may arise
with cash transfers that do not arise with transfers in kind. This CP asks respondents to provide
information on any examples in their jurisdictions. Respondents are also asked whether the concepts
discussed in this CP apply equally to cash transfers and transfers in kind.

This CP notes that, at the boundary, it might be difficult to distinguish between cash transfers and
social transfers in kind. Examples include the Universal Credit benefit being introduced in the United
Kingdom which is intended to include both cash transfers and reimbursements.

Once it has considered responses to this CP, the IPSASB may conclude that the accounting
treatment of cash transfers and transfers in kind will require consideration of different issues. Should
this be the case, the IPSASB will consider whether it is appropriate to proceed with the project as a
single project or as two separate phases.

Specific Matter for Comment 1

Are you aware of any complicating factors that affect the recognition and measurement of either
cash transfers or transfers in kind, but not both?

In your view, are the concepts discussed in this CP equally applicable to cash transfers and
transfers in kind?

Please explain the reasons for your views.
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Employment Related Social Insurance and Financial Instruments

3.21

3.22

Within the SNA, social benefits include employment related social insurance programs?>.Such
programs are provided by the employer, and provide benefits such as occupational pensions and
medical benefits. Governments may provide employment related social insurance programs in their
role as an employer. These programs are outside the scope of this project. Guidance on accounting
for employment related social insurance programs can be found in IPSAS 25. In some jurisdictions,
this distinction may be more difficult to establish, for example where combined programs provide both
social security and occupational pensions. These programs are considered in Chapter 9.

This project also excludes transactions such as student loans, which may be considered to be social
benefits in some jurisdictions. These transactions are financial instruments. Guidance on accounting
for these transactions is provided in IPSAS 29.

Definitions

3.23

3.24

3.25

3.26

3.27

The 2004 ITC did not define the term “social benefits”. At that time, the term was considered to be
sufficiently well understood in each jurisdiction so that no definition was required. The following
definition of social benefits was included in the 2008 CP:

“The IPSASB defines social benefits as;
(a) Cash transfers; and
(b) Collective and individual goods and services

that are provided by an entity to individuals or households in non-exchange transactions to protect
the entire population, or a particular segment of the population, against certain social risks.”

This CP considers that revised definitions are now required to ensure that the scope of the project is
clear. This reflects the proposal to exclude collective goods and services from the scope of the
project.

As discussed above, these definitions are intended to be consistent with the descriptions given in the
SNA as far as possible. The definition of social benefits therefore includes exchange transactions,
unlike the definition in the 2008 CP.

For the purposes of this CP, Social Benefits are defined as follows:

“Benefits payable to individuals and households, in cash or in kind, to mitigate the effect
of social risks. Social risks are defined as events or circumstances that may adversely
affect the welfare of households either by imposing additional demands on their
resources or by reducing their income. Social benefits do not include collective goods
and services.”

Collective Goods and Services are defined as follows:

“Goods and services that are delivered simultaneously to all members of the community
or to all members of a particular section of the community, such as households living in

15

SNA 2008 notes that the terms of employment-related social insurance programs are determined by employers, sometimes in

conjunction with their employees. They may be administered by the employers themselves, by an insurance corporation on
behalf of the employer or the funds may form an autonomous pension fund.
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a particular region. The provision of a collective service to one individual does not reduce
the amount available to others in the same community or section of the community.”

3.28 Social Benefits in Cash are defined as follows:

“Social benefits paid in cash that allow individuals and households to use this cash
indistinguishably from income from other sources. Social benefits in cash transfers do
not include reimbursements.”

3.29 Social Benefits in Kind are defined as follows:

“Goods and services provided as social benefits to individuals and households by a
public sector entity. Social benefits in kind include reimbursements.”

3.30 Reimbursements are defined as follows:

“Cash payments made by a public sector entity to compensate a service provider or an
individual or household for all or part of the expense incurred or to be incurred by that
individual or household in accessing specific services.”

3.31 Social Insurance Programs are defined as follows:

“Programs providing social benefits where the benefits received are conditional on
participation in the program, usually evidenced by way of actual or imputed contributions
made by or on behalf of the recipient.”

3.32 Social Security Programs are defined as follows:

“Social Insurance programs covering the community as a whole, or large sections of the
community, that are imposed or controlled by a public sector entity.”

3.33 Social Assistance Programs are defined as follows:

“Programs providing social protection benefits to all persons who are in need without any
formal requirement to participate as evidenced by the payment of contributions.”

3.34 This CP does not propose a definition of employment related social insurance programs. Such
programs are outside the scope of the social benefits project. The CP considers that excluding
employee benefits, as defined in IPSAS 2516, from the scope of this project will achieve this objective.

Preliminary View 1

Social Benefits are benefits payable to individuals and households, in cash or in kind, to mitigate
the effect of social risks. Social risks are defined as events or circumstances that may adversely
affect the welfare of households either by imposing additional demands on their resources or by
reducing their income. Social benefits do not include collective goods and services.

The key definitions are as follows:

(&) Collective Goods and Services are goods and services that are delivered simultaneously
to all members of the community or to all members of a particular section of the
community, such as households living in a particular region. The provision of a collective
service to one individual does not reduce the amount available to others in the same
community or section of the community.

16 |PSAS 25, paragraph 10 provides the following definition: Employee benefits are all forms of consideration given by an entity in
exchange for service rendered by employees.
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(b) Social Benefits in Cash are social benefits paid in cash that allow individuals and
households to use this cash indistinguishably from income from other sources. Cash
transfers do not include reimbursements.

(c) Social Benefits in Kind are goods and services provided as social benefits to individuals
and households by a public sector entity. Social benefits in kind include reimbursements.

(d) Reimbursements are cash payments made by a public sector entity to compensate a
service provider or an individual or household for all or part of the expense incurred or to
be incurred by that individual or household in accessing specific services.

(e) Social Insurance Programs are programs providing social benefits where the benefits
received are conditional on participation in the program, usually evidenced by way of
actual or imputed contributions made by or on behalf of the recipient.

()] Social Security Programs are social insurance programs covering the community as a
whole, or large sections of the community, that are imposed or controlled by a public
sector entity.

(g) Social Assistance Programs are programs providing social protection benefits to all

persons who are in need without any formal requirement to participate as evidenced by the
payment of contributions.

3.35 The following diagram illustrates how the definitions above are used in this CP to classify social
benefits:
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Figure 1: Classification of Social Benefits
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Specific Matter for Comment 2
In your view:

(@) Isthe scope of this CP appropriate?

(b)  Are the definitions in Preliminary View 1 appropriate?

Please explain the reasons for your views.
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Identification of Approaches

The IPSASB has generally considered the main attributes of social benefit programs in Chapter 2 of
this CP.

Following these considerations, the IPSASB identified three broad approaches to accounting for
social benefits. These approaches are developed in detail in later chapters of the CP. These chapters
should be read before answering Specific Matter for Comment 3. The approaches can be
summarized as follows:

Option 1: The obligating event approach. This approach considers social benefit programs
by reference to the definitions of a liability in the Conceptual Framework. The obligating event
approach updates the theoretical model outlined in the 2004 ITC, which informed the IPSASB’s
approach to social benefits until 2006. Under this approach, obligations to pay social benefits
are seen as no different (in principle) than other obligations. Under this approach, the key issue
is when a present obligation arises.

Option 2: The social contract approach. This approach was briefly outlined in the 2008
Consultation Paper where it was referred to as the executory contract accounting model. This
approach acknowledges, as commitments, both:

(@) Public sector obligations to provide goods, services and cash transfers to individuals or
households; and

(b)  The rights of individuals or households to receive those benefits.

The approach also acknowledges that the ongoing duty of individuals or households to
contribute taxes and other sources of finance effectively offsets such obligations. There is an
imputed social contract between the state and the citizens such that citizens agree to pay taxes
to enable the state to provide social benefits. This is analogous to an executory contract, where
an entity would not recognize a liability until the counterparty to a contract had performed their
obligations. Under this approach, present obligations only arise once legal entitlements are
established. Using the executory contract analogy, this can be viewed as the state recognizing
present obligations as legal entitlements are established, while citizens’ performance is
achieved through acknowledging their obligations to contribute taxes and other sources of
finance as taxable and other obligating events occur.

Option 3: The social insurance approach. This approach considers that at least some social
benefit programs are similar in practice to insurance contracts. Therefore, it may be appropriate
to use an insurance accounting model when accounting for these programs. The IPSASB is
not aware of any governments currently using this approach in their financial statements. One
government uses the approach in their management accounts for some social insurance
programs that operate in a similar manner to insurance contracts. The social insurance
approach recognizes a present obligation to pay benefits at the point that coverage begins.
The approach also recognizes a right to future receipts resulting from the provision of that
coverage. The social insurance approach is most suited to contributory programs, where future
contributions are compared to future payments to recipients and the net present value of the
program is shown in the statement of financial position. Because of this, it may be appropriate
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to adopt the social insurance approach for contributory programs, and another approach for
non-contributory programs (i.e., mixed measurement).

The IPSASB has not identified any other approaches to accounting for social benefits.

In assessing these approaches, the IPSASB will consider the extent to which each of the options
satisfies the qualitative characteristics (QCs) set out in the Conceptual Framework. The QCs are
summarized below. An analysis of how well each of the approaches identified above meets the
objectives of financial reporting, user’s information needs and the QCs is provided in Appendix B.

Information is relevant if it is useful for accountability and decision-making purposes

Information faithfully represents the substance of an underlying transaction or other event when it
is complete, neutral, and free from material error.

Information is understandable if users can comprehend its meaning. Some users may need
assistance to understand some complex information.

Information is timely where it is made available to users before it ceases to be useful for
accountability and decision-making purposes.

Information is comparable when it enables users to identify similarities in, and differences between,
two financial reports.

Information is useful when users can verify that information in a financial report faithfully represents
the transactions and other events to which the report relates.

The IPSASB recognizes that there are pervasive constraints on the information included in financial
reports. These constraints are summarized below.

Only material information should be reported. Information is material if its omission or misstatement
could influence assessments made for accountability and decision making purposes.

Information should only be reported where the benefits of including the information in a financial
report outweighs the cost of so doing. It is often not possible to identify and/or quantify all the costs
and all the benefits of information included in financial reports, making this assessment difficult.

It is unlikely that a single approach will fully satisfy all the QCs. A future IPSAS will need to find an
appropriate balance between the QCs.
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Specific Matter for Comment 3

(@)

(b)

(©)

Based on your review of Chapters 5 to 7, do you consider that:

0] The obligating event approach;
(i)  The social contract approach; and
(i)  The social insurance approach

are viable approaches for financial reporting?

Are you aware of any additional approaches to accounting for social benefits that the
IPSASB should consider in developing an IPSAS?

In your view, which approach or approaches should the IPSASB develop into a future
IPSAS?

Please explain your reasons for your views.
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5 Option 1: Obligating Event Approach

Introduction

5.1 This option is based on the theoretical model outlined in the 2004 ITC, which informed the IPSASB’s
approach to social benefits until 2006. It also formed the main option discussed in the 2008 CP.

5.2 The 2004 ITC considered the definitions relating to liabilities, and in particular the definition of a
constructive obligation, in IPSAS 19. The ITC sought to apply these definitions to social benefits.
Since the publication of the ITC and the 2008 CP, the IPSASB has finalized its Conceptual
Framework. This includes updated definitions relating to liabilities. This chapter of the current CP
uses these updated definitions to refine the model used in the 2004 ITC and 2008 CP.

Definitions relating to Liabilities

5.3 Chapter Five of the Conceptual Framework includes the following definitions:

“Definition
5.14 A liability is:

A present obligation of the entity for an outflow of resources that results from a past event.
A Present Obligation

5.15 Public sector entities can have a number of obligations. A present obligation is a legally
binding obligation (legal obligation) or non-legally binding obligation, which an entity has little
or no realistic alternative to avoid. Obligations are not present obligations unless they are
binding and there is little or no realistic alternative to avoid an outflow of resources.”

5.4 There are two key factors to be considered in determining when a liability arises for a social benefit:
o What is the past event (or events) that gives rise to a present obligation?
o When does an entity have little or no realistic alternative to avoid an outflow of resources?

5.5 These two factors are brought together in the revised definition of an obligating event proposed in
paragraph 1.18:

“An obligating event is an event that creates a present obligation.”

5.6 In other words, an obligating event is an event that creates a legally binding obligation (legal
obligation) or non-legally binding obligation, which an entity has little or no realistic alternative to
avoid.

5.7 The IPSASB's previous work on social benefits has shown that the difficulty in applying this approach
has been the identification of an obligating event. The point at which an obligating event arises will
determine the recognition of a liability. It may also affect the measurement of that liability. For
obligations that accumulate over time, the earlier in the process the obligating event the greater the
liability is likely to be. Views on what constitutes an obligating event differ. This chapter of the CP will
explore those different views.
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The main focus of this chapter is on cash transfers. However social transfers in kind are discussed
where this helps clarify an issue. In many cases the issues that arise in identifying when an obligating
event takes place will be the same for cash transfers and social transfers in kind.

Factors to be Considered

5.9

5.10

511

In cases where a non-legally binding obligation does not arise, the obligating event is the event that
gives rise to the legally binding obligation. When considering social benefits, this is the point at which
an individual or household could take legal action to enforce their entittement to a benefit. An
obligating event that gives rise to a legally binding obligation can usually be clearly identified.

For example, the only eligibility criterion for an old age pension may be that an individual has passed
their 651 birthday. Until that time, individuals are unable to enforce their entittement. Beyond that
time, they can enforce payment for amounts due. The obligating event will be their 65t birthday?”’.

Identifying the obligating event that may give rise to a non-legally binding obligation is often more
difficult. In order for a non-legally binding obligation to give rise to a liability there must be:

) An indication to others that the entity will accept certain responsibilities;
o The creation of a valid expectation; and
o Little or no realistic alternative to avoid an outflow of resources.

These are discussed below.

Indication to others that the entity will accept certain responsibilities

5.12

5.13

The definition of a non-legally binding obligation requires that an entity indicate acceptance of certain
responsibilities to others. The Conceptual Framework?!® considers what actions might provide such
an indication. It gives the examples of past practice, published policies and sufficiently specific current
statements. In the public sector environment, published policies and specific statements could refer
to:

o Policies incorporated in legislation;

o Policies included in documents such as election manifestos;

o Policies announced at the time a draft budget is released;

o Inclusion of funding for policies in published budgets;

) The approval of budgets by legislative or governing bodies; or

. The budget becoming effective (which may require an appropriation to be effected).

The Conceptual Framework notes that announcements made in the early stages of implementing a
policy are unlikely to give rise to non-legally binding obligations. This includes a number of the

17 In some jurisdictions, the legal obligation may not arise until the point at which the first payment becomes due. This may be later
than the individual's 65" birthday.

18 Conceptual Framework, paragraph 5.23.
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examples in the previous paragraph. This is because of the other criteria that need to be satisfied for
a non-legally binding obligation to exist.

Creation of a valid expectation

5.14

5.15

5.16

The definition of a non-legally binding obligation not only requires an entity to have engaged in various
actions. It requires those actions to have created a valid expectation in the other parties that it will
discharge the responsibilities accepted.

For a valid expectation to be created, announcements that an entity will accept certain responsibilities
need to be sufficiently precise and certain. Policies included in election manifestos are unlikely to
create a valid expectation as they are rarely sufficiently precise and certain. Policies that are
enshrined in legislation are more likely to create a valid expectation prior to an individual satisfying
the entitlement requirements.

A non-legally binding obligation does not exist solely because an individual has a valid expectation
that the entity will accept certain responsibilities and has relied on that expectation. The entity must
also have little or no realistic alternative to avoid an outflow of resources.

Little or no realistic alternative to avoid an outflow of resources

5.17

5.18

5.19

5.20

To satisfy the definition of an obligating event, an entity must have little or no realistic alternative to
avoid an outflow of resources. Interpreting this requirement in the context of non-legally binding
obligations is difficult.

A government’s ability to change legislation could mean that it has a realistic alternative to settling
non-legally binding obligations. Governments frequently change the nature and amount of benefits.
Governments rarely provide categorical assurances that current benefits will continue to be provided
in future periods. In many jurisdictions governments are frequently in power for limited periods. As
such, they are unable to give such assurances even if they want to.

However, governments operate on the basis that they will meet their outstanding obligations.
Financial statements should reflect this. Financial statements should also reflect the legal framework
at the reporting date. In addition, governments frequently have difficulty in changing policies that
“promise” benefits to individuals or households. This applies particularly where past practice has
created the valid expectation that those benefits will be provided. In this context, the “little or no
realistic alternative to avoid an outflow of resources” criterion may not apply in the same way in the
public sector as it does in the private sector. It may need to be interpreted having regard to the
circumstances in each jurisdiction.

The IPSASB supports the approach in paragraph 5.20. It considers that reporting obligations in the
financial statements in accordance with the legal framework in place at the reporting date is more
likely to provide useful information to users of the financial statements and meet the objectives of
financial reporting. The IPSASB has identified a number of factors that it considers should be taken
into account in determining whether an entity has little or no realistic alternative to avoid an outflow
of resources. These factors are:

(@) The extent to which households are dependent on a particular benefit. If households are heavily
dependent on a benefit it is less likely that the entity will cancel or decrease the benefit.
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(b)  The entity’'s past practice in:
. Removing or reducing particular benefits;
. Changing the method of providing benefits; or
. Changing eligibility criteria.

The ability to remove or reduce benefits may differ depending on the type of benefit and the
groups of recipients.

(c) The likely political impact of changing benefits.

5.21 Whether an entity has little or no realistic alternative to avoid an outflow of resources needs to be
considered for all non-legally binding obligations. If an obligation exists, but the entity has a realistic
alternative to avoid an outflow of resources, a liability is not recognized.

Summary of factors to be considered

5.22 The three factors should not be considered in isolation. They act cumulatively. An entity must have
given an indication to others that the entity will accept certain responsibilities. It must be this indication
that gives rise to a valid expectation that the entity will discharge those responsibilities. It must be as
a result of creating that valid expectation that the entity has little or no realistic alternative to avoid an
outflow of resources.

5.23 Assessing these factors requires the exercise of professional judgment. This applies particularly to
social benefits, where the circumstances can be complex. Consequently, there are a number of views
as to when an obligating event occurs. The remainder of this chapter discusses these views.

When does an Obligating Event arise?

Background

5.24 The 2004 ITC identified three views as to when an obligating event might give rise to a non-legally
binding obligation:

o When all eligibility criteria have been met;
o When threshold eligibility criteria have been satisfied; and
o When key participatory events have occurred.

5.25 Other issues considered in the 2004 ITC and the 2008 CP are:

o Whether a requirement to revalidate eligibility criteria should be treated as a recognition
criterion or a measurement attribute; and

. Whether a present obligation arises at an earlier stage for contributory benefits compared to
non-contributory benefits.

5.26 Some consider that an obligating event in respect of social benefits can only arise from a legal
obligation. This view is also discussed in this chapter.
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(a) Legal obligation view

5.27

5.28

5.29

Those who support the legal obligation view argue that public sector entities should only recognize
legal obligations in respect of social benefits. According to this argument, until a legal obligation exists
a government always has the ability to avoid settling an obligation, for example by modifying eligibility
criteria or amending legislation.

As a result, the entity does have a realistic alternative to an outflow of resources. The fact that, in the
absence of a legal obligation, the entity is able to avoid an outflow of resources may also negate the
creation of a valid expectation of benefits being paid in the future. Consequently, an obligating event
only occurs when the obligation becomes a legal obligation.

Under the legal obligation view, identifying the point at which a liability should be recognized is
relatively straightforward.

(b) An obligating event arises when all eligibility criteria have been met

5.30

5.31

5.32

5.33

5.34

The 2004 ITC summarized this approach as follows:

“In the absence of a legal obligation, a past event giving rise to a present obligation occurs when
an individual satisfies all applicable eligibility criteria.

In the case of ongoing benefits which are subject to regular satisfaction of eligibility criteria, the
maximum amount of the present obligation is the benefit that the individual is entitled to from the
current point in time until the next point in time at which eligibility criteria must be satisfied.

Where validation of eligibility criteria is required only once, the present obligation is for all future
benefits to be provided to that individual as a result of that validation.”

The ITC refers to an individual. It notes, however, that an entity may have an obligation to an
individual, a group of individuals or an entity. This CP takes the term individual to refer to individuals
and households.

This approach considers that all eligibility criteria must have been met for an obligating event to have
occurred.

Under this approach, a requirement that a recipient revalidate eligibility criteria at a future date affects
the recognition of a liability as well as its measurement. An entity does not recognize a single liability
for future benefits. Instead, a series of liabilities are recognized over time, when the eligibility criteria
(including revalidation) for each individual liability have been met. Revalidation is discussed later in
this chapter. Where the program does not include a revalidation requirement, the present obligation
is for all future benefits to be provided once the individual satisfies the eligibility criteria. This includes
benefits for which the legal obligation will only arise in the future. For most programs, staying alive
will be an implicit eligibility criteria requiring revalidation.

Those who support this approach accept that some individuals or households may have expectations
that benefits will be paid in the future. They also accept that past practice may indicate that the
government has accepted a responsibility to provide benefits. However, they consider that until all
eligibility criteria have been satisfied, a government has a realistic alternative to avoid an outflow of
resources, for example by modifying legislation.

Agenda ltem 7.2
Page 32 of 90



5.35

Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

A variation on this view that recognizes a narrower range of liabilities is commonly known as the “due
and payable” approach. This approach has been adopted by a number of governments in their
financial statements. The approach is discussed below.

(c) Variation on all eligibility criteria have been met: the “due and payable” approach?®

5.36

5.37

5.38

5.39

Under the “due and payable” approach, benefits relating to the period which were paid or due to be
paid in the period are recognized as an expense. Unpaid amounts are recognized as a liability.

This approach considers that an obligating event does not arise until a recipient has satisfied all of
the eligibility criteria. This view also considers that eligibility criteria need to be satisfied on an ongoing
basis. Staying alive is considered to be an eligibility criterion. Meeting the criteria at a point in time
only generates a liability until the next payment point. Eligibility criteria need to be met anew before
a liability is recognized for future payments.

The “due and payable” differs from the legal obligation view. A liability would be recognized if the
payment was due and payable, even if it arose from a non-legally binding obligation.

For the reasons given under approach (b) above, those who support this view consider that until a
payment becomes due and payable, a government has a realistic alternative to avoid an outflow of
resources, for example by modifying legislation.

(d) An obligating event arises when threshold eligibility criteria have been satisfied

5.40

541

5.42
5.43

The 2004 ITC summarized this approach as follows:

“In the absence of a legal obligation, a past event giving rise to a present obligation occurs when
an individual meets the eligibility criteria for the first time (the threshold criteria). The present
obligation is for all benefits to be provided to the individual in future periods regardless of whether
the individual is required to satisfy eligibility criteria again in future periods.”

Under this approach, the likelihood of an individual continuing to meet the eligibility criteria is a factor
that affects measurement. This includes an assessment of a recipient’s longevity. This is the
difference between approach (d) and approach (b) above. Under approach (b), continuing eligibility
requirements (including revalidation) affect the recognition of a liability. Under approach (d), these
only affect the measurement of the liability.

Measurement is discussed later in this chapter.

This approach views an obligating event as occurring when key threshold eligibility criteria are first
met. Examples could be when an individual:

o Reaches pensionable age;

) Becomes unemployed;

1% “Due and payable” is not interchangeable with “pay as you go”, although many entities account for social benefits using both
concepts. “Due and payable” describes those liabilities that are recognized in respect of a social benefit. “Pay as you go”
describes the funding arrangements in respect of a social benefit, especially an old-age pension, regardless of whether liabilities
are recognized using a due and payable approach or another basis.
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o First qualifies for tertiary education; or
o Is first diagnosed with a complaint for which medical support is provided.

Those who support this approach consider that individuals or households may have expectations that
benefits will be paid in the future. They also consider that past practice may indicate that the
government has accepted a responsibility to provide benefits. In these circumstances, they consider
that once the threshold eligibility criteria have been satisfied (i.e., once an individual becomes eligible
to receive benefits for the first time), a government no longer has a realistic alternative to avoid an
outflow of resources.

(e) An obligating event arises when key participatory events have occurred

5.45

5.46

5.47

5.48

5.49

The 2004 ITC summarized this approach as follows:

“In the absence of a legal obligation, a past event, or series of past events, giving rise to a present
obligation occurs prior to the point at which an individual meets threshold eligibility criteria (where
threshold criteria are applicable).

The present obligation arises when key participatory events have occurred that lead an individual
to have a reasonable expectation of eventually satisfying eligibility criteria for a benefit and, as a
result, the individual has relied on that expectation over a period of time leaving the government
with no realistic alternative but to settle the obligation in the future.

The present obligation is for all benefits to be provided to the individual in future periods regardless
of whether the individual is required to satisfy eligibility criteria again in future periods.”

In certain circumstances an entity communicates its intention to provide certain benefits in the future.
It confirms this intention by providing those benefits to current eligible recipients. The provision of old
age pensions by a government is a case in point for many jurisdictions. Potential recipients respond
to the government’s communication of intent by making economic decisions in reliance on the receipt
of those future benefits. This in turn is likely to mean that the government has little or no realistic
alternative to providing those benefits.

Another example is the provision of free education (i.e., without charge to the students) where a
household would otherwise be unable to afford this. Individuals may have a valid expectation that
they will receive free education services prior to the point of actually satisfying all the eligibility criteria.
If the right to free education is set out in legislation, there is a past practice of providing free education
and the family has no realistic prospects of being able to pay for the child’s education, this valid
expectation may arise when a child is born.

Those that support this view note that governments sometimes accept that individuals have a valid
expectation that they will receive future benefits before they are eligible to do so. They may
compensate individuals where benefits are withdrawn or modified. They argue that in these cases,
meeting the eligibility criteria is not the critical event that gives rise to a present obligation. A liability
should be recognized at an earlier point. Those that support this view argue that this is required to
meet the objectives of financial reporting.

The approach may be more difficult to apply than others. What constitutes an obligating event, and

the point at which it occurs, is less clear than under other approaches. It may be possible to assert
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that individuals have relied on the expectation of receiving future benefits. There may be evidence
that such reliance has occurred. However, it is difficult to identify the point at which the government
has little or no realistic alternative to providing those benefits. In some cases, there may have been
a series of points at which expectations arose, leading to an increasing expectation over time (which
may mean that there are intergenerational differences in expectations). This may be the case with
contributory programs, with each contribution made increasing the expectation that benefits will be
paid in the future.

Specific Matter for Comment 4

In your view, at what point should a future IPSAS consider that an obligating event arises under
the obligating event approach? Is this when:

(a) A legal liability exists;

(b) All eligibility criteria have been met;

(c) Amounts become due and payable;

(d) Threshold eligibility criteria have been satisfied;
(e) Key participatory events have occurred; or

(f) At some other point.

If, in your view, a future IPSAS should consider that an obligating event can arise at different points
depending on the nature of the social benefit or the legal framework under which the benefit arises,
please provide details.

Please explain your reasons for this view.

How should revalidation requirements be taken into account?

5.50

5.51

5.52

Different views of when an obligating event occurs have been described above. These views treat
revalidation requirements in one of two ways, as discussed below.

Many programs delivering social benefits require recipients who have satisfied threshold eligibility
criteria to revalidate their eligibility at a future date in order to maintain their entitlement to benefits.
Requirements for revalidation are normally laid down in the legislation or regulations governing the
program. Some approaches consider that revalidation is taken into account when considering the
recognition of a liability, as well as when measuring that liability. Other approaches consider that
revalidation is only taken into account when considering the measurement of a liability. This
distinction influences the extent of the present obligation and, if recognition criteria are met, the
measurement of the resultant liability.

Revalidation affects recognition under the approaches that consider an obligating event occurs when:
(@) Alegal liability exists;
(b)  All eligibility criteria have been met; or

(c)  Amounts become due and payable.
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It follows that, for these approaches, the extent of a present obligation cannot exceed the maximum
amount that an individual is entitled to receive from one revalidation point to the next. An entity can
avoid further payments beyond the next revalidation date. Liabilities may be lower than this maximum.
This could occur where an individual's eligibility ceases prior to the next revalidation point, for
example when an individual claiming unemployment benefit starts a new job.

Some argue that “continuing existence” of a beneficiary is an implicit eligibility criterion for all cash
transfer programs as an entity will not have to make further payments beyond the reporting date if an
individual were to die. For some programs, this may be an explicit criterion.

Revalidation affects measurement (but not recognition) under the approaches that consider an
obligating event occurs when:

(d)  Threshold eligibility criteria have been satisfied; or
(e) Key participatory events have occurred.

Those who support these approaches consider that treating revalidation as a recognition criterion
rather than a measurement attribute may not meet the QC of comparability. They consider this
approach can distort the recognition of liabilities, depending on the timing and frequency of eligibility
revalidation requirements. Thus, two programs with identical benefits and nearly identical eligibility
requirements can have different liabilities, because of different revalidation dates. They consider this
approach may also fail to meet the QC of faithful representation. This is because it does not represent
the claims on the resources of the entity.

Entities could also seek to manipulate eligibility criteria to enable them to recognize fewer liabilities.
An entity could reduce a liability by reducing the time between the end of the reporting period and the
date at which revalidation is next required, or by introducing a revalidation requirement where one
does not currently exist.

Non-pension benefits (for example, unemployment benefits), as defined in this CP, introduce a further
complication. For some non-pension benefits, eligibility will be re-asserted at intervals after a period
of ineligibility. Should measurement include all periods of eligibility or just the period until the
beneficiary becomes ineligible? This decision affects the recognition and measurement of a liability
under both the threshold eligibility criteria and participatory event views. An example of this scenario
is unemployment benefits, where individuals may have alternating periods of employment and
unemployment.

Are there different obligating events for contributory and non-contributory schemes?

5.59

Some argue that whether a program is contributory affects the point at which an obligating event
occurs. According to this view, contributory programs should be considered separately from non-
contributory programs. The payment of a specified number, or amount, of contributions creates a
valid expectation that an individual or household will receive benefits based on those contributions.
These expectations may be strengthened by communications regarding personal details of estimated
future benefits. Such expectations are stronger than for non-contributory programs that are primarily
funded from general taxation. It is also argued that it is unrealistic for the government to avoid paying
such benefits. This is the case even if payments will only be made many years in the future.
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A valid expectation that benefits will be paid may also be stronger where recipients know that
contributions are paid into a specific fund.

Some argue that contributory programs give rise to quasi-exchange transactions. In this view,
obligations under such programs should be recognized and measured in a similar manner to post-
employment benefit obligations under IPSAS 25. The question of whether contributory programs give
rise to exchange transactions is discussed further below.

Some do not consider that whether a program is contributory affects the point at which an obligating
event occurs. They challenge the view that making contributions has an impact on whether a
government has little or no realistic alternative to paying benefits. They emphasize that governments
have the ability to amend or repeal legislation, an attribute that distinguishes them from private sector
entities. They may acknowledge that individuals receive personal information on the benefits that
they are likely to receive, but note that such communications are often accompanied by caveats or
other qualifications, for example, that the payment of projected benefits depends on the future viability
of the fund from which those benefits are paid. In some jurisdictions, contributions may in substance
be a form of taxation. Therefore they argue that the validity of individuals’ expectations is doubtful.

Contributory programs vary widely in nature and often depend partially on general taxation for their
funding. Some therefore challenge whether citizens’ expectations of receiving benefits in the future
for contributory programs are more valid than for non-contributory programs.

Fiscal projections may suggest that existing benefit levels are unsustainable, and that the government
will have little choice but to take action such as raising participants’ contributions, reducing benefit
levels or deferring the age at which benefits are first received. This again challenges the view that
individuals will have a valid expectation of benefits being paid in the future.

Some argue that there is little difference between a program that is wholly dependent on government
financing (and which may therefore vary with government policy) and a program that is substantially
dependent on government financing. Contributions may partially finance the program, but if
substantial government financing is required, participants will be aware that changes to government
policy could affect the benefits provided by the program. Once more this challenges the view that
individuals will have a valid expectation of benefits being paid in the future. This scenario does,
however, raise the question of whether individuals are more likely to have a valid expectation of
benefits being paid in the future where a program is wholly financed by contributions.

Specific Matter for Comment 5

In your view, does an obligating event occur earlier for contributory programs than non-contributory
programs under the obligating event approach?

Please explain your reasons for this view.

Social benefits arising from exchange transactions

5.66

IPSAS 19 excludes from its scope social benefits arising from non-exchange transactions. Social
benefits arising from exchange transactions are covered by specific requirements in other standards,
for example IPSAS 25.
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Within the SNA, social benefits include exchange transactions. The main example is employment
related social insurance. The definition of social benefits in this CP also includes social benefits
arising from exchange transactions, although employee benefits are excluded from the scope of this
project.

This raises the question as to whether there are other social benefits arising from exchange
transactions. For example, some social benefits are contributory in nature. Compulsory accident
insurance may be provided by a government and may involve contributions. Education and medical
services may also be provided on a contributory basis. Often these services will be subsidized by
government, and may therefore be non-exchange transactions as there is no direct relationship
between the financing and the benefits.

Where no government subsidy is involved, the IPSASB will consider whether these services should
be considered exchange transactions. The answer to this question may vary depending on whether
some individual participants are subsidizing others. Where there is cross-subsidization, this may also
break the relationship between the financing of a program and the benefits provided by that program.
Cross subsidization could arise for a variety of reasons, including:

o Participants receive the same benefits, but contributions are based on, for example, income.

o Contributions to a social insurance scheme do not reflect the risk associated with individual
participants. The nature of the exchange under an insurance contract is that the participant
pays a premium to the insurer in exchange for the insurer accepting specified risks. The greater
the risk, the greater the premium. Some social insurance schemes are based on flat rate
contributions, which may not reflect the risk associated with individual participants.

If these services are being provided on an exchange basis, the IPSASB will consider whether there
is any reason to account for them in a different manner than other exchange transactions.
Respondents are asked for their views on these matters.

Specific Matter for Comment 6

In your view, is a social benefit provided on a contributory basis without government subsidy an
exchange transaction where:

(@) Some participants are subsidizing other participants; and

(b)  There is no cross-subsidization between participants?

If you consider that some or all of these transactions are exchange transactions, should they be
accounted for in accordance with the requirements for other exchange transactions?

Please explain your reasons for this view.

Measurement of the Liability

571

5.72

So far the discussion of Option 1 has considered when a liability arises under the obligating event
approach. It has also considered whether that liability covers future payments of benefits, and if so,
how many. This section considers how the liability should be measured.

Chapter Seven of the Conceptual Framework discusses a number of measurement bases for
liabilities. This CP proposes a preliminary view that, under the obligating event approach, the most

Agenda ltem 7.2
Page 38 of 90



5.73

5.74

5.75

Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

appropriate basis for measuring liabilities in respect of social benefits is the Cost of fulfillment. This
is because:

o Many social benefits liabilities will arise from non-exchange transactions. There may be no
consideration on which a Historical cost value could be based. Historical cost can also be
difficult to apply to liabilities that may vary in amount, which may be the case with some social

benefits.
o It is extremely unlikely that there will be a Market value for social benefits.
o In the context of social benefits, the Cost of release is the amount that “a third party would

charge to accept the transfer of the liability.” For social benefits, a transfer of the liability will
rarely be practically possible. Where a public sector entity uses reinsurance in respect of a
social insurance program, the cost of release may be an appropriate measure of the liability.

o Assumption price “is the amount which the entity would rationally be willing to accept in
exchange for assuming an existing liability.” This is not relevant to the measurement of social
benefits under the obligating event approach. Under this approach, the liability is viewed as
arising as a result of the public sector entity’s own actions.

The Cost of fulfillment is defined in the Conceptual Framework:

“Cost of fulfillment is:

The costs that the entity will incur in fulfilling the obligations represented by the liability, assuming
that it does so in the least costly manner.”20

If the measurement of the liability requires an estimate of payments to be made in future periods, this
may affect the measurement of the liability. This is because there will be a degree of uncertainty
regarding the future payments. The expected payments will also need to be discounted to reflect their
current value. The Conceptual Framework notes the following:

“Where the cost of fulfilment depends on uncertain future events, all possible outcomes are taken
into account in the estimated cost of fulfilment, which aims to reflect all those possible outcomes
in an unbiased manner.”?!

“Where fulfillment will not take place for an extended period, the cash flows need to be discounted
to reflect the value of the liability at the reporting date.”??

Guidance as to how these factors could be taken into account can be found in existing IPSASs.
IPSAS 19 notes that if the provision being measured involves a large population of items, the
estimated value is used.® Estimated value is a probability-weighted approach that considers all
possible outcomes. This CP considers that the cost of fulfillment of a social benefit liability should
reflect the estimated value.

20 Conceptual Framework, paragraph 7.74

2L Conceptual Framework, paragraph 7.75

22 Conceptual Framework, paragraph 7.78

B See IPSAS 19, paragraph 47
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IPSAS 19 also notes that the evidence considered when assessing a provision may include reports
from independent experts.?* IPSAS 25, Employee Benefits provides an example. In IPSAS 25, the
measurement requirements for a defined benefit post-employment benefit plan are based on actuarial
reviews. There are similarities between some social benefits and post-employment benefits. Actuarial
reviews may provide an appropriate basis for measuring some or all social benefit liabilities.

IPSAS 19 and IPSAS 25 provide guidance on the discount rates that should be applied.

IPSAS 25 also considers the value of plan assets for funded post-employment benefit plans. Many
social benefit programs are unfunded. However, in some cases a separate fund exists or there are
earmarked assets. In such circumstances it may be appropriate to consider the program assets as
well as liabilities.

Including program assets in the measurement of social benefit programs may provide more useful
information. This may particularly be the case for contributory programs. Where a program is financed
by contributions, including program assets in the measurement of the program will provide useful
information regarding the financial health of the program. This is likely to have predictive value
regarding future benefits or contributions.

The IPSASB is aware that there are differing views about whether assets and liabilities should be
shown net or gross. The answer to this question determines whether the expected return on the
assets should impact the discount rate used for the liability.

The approach taken in measuring defined benefit plans under IPSAS 25 considers assets and
liabilities separately. An entity recognizes a liability to pay post-employment benefits to its employees
and former employees. To enable it to meet this liability, the entity might have assets. In this case,
the liability and the assets are measured separately using the relevant discount rates.

Following amendments published in 2011, IAS 19 Employee Benefits takes a different approach. An
entity recognizes a net liability or asset. Under this approach, it is considered to have either a net
liability to transfer resources to employees (or the fund), or a net entitlement to receive resources
from employees (or the fund). Consistent with this view that there is a net liability or a net asset, the
net amount is measured using a single discount rate. An interest expense is reported where there is
a net liability. Interest income is reported where there is a net asset.

The IPSASB is seeking respondents’ views as to which approach should be used if the IPSASB
decides that the measurement of social benefit programs should include program assets.

Post-employment benefits are often related to service. The greater the period of service, the greater
the future benefits. ISPAS 25 provides guidance on measuring these benefits. Some social benefits
have similar characteristics. For example, an old age pension program awards a full pension after
contributions have been made for 40 years. A deduction of 2.5 per cent of the pension is made for
each year contributions are not made. The measurement approach in IPSAS 25 may be an
appropriate method of measuring the liability for programs that reflect service or contributions.

% See IPSAS 19, paragraph 46
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Preliminary View 2

Liabilities in respect of social benefits should be measured using the Cost of Fulfillment. The Cost
of Fulfilment should reflect the estimated value of the required payments.

Specific Matter for Comment 7

In your view, under the obligating event approach, when should program assets be included in the
measurement of a social benefit program:

(@ Inall cases;

(b)  For contributory programs;

(c) Never; or

(d)  Another approach?

Should assets and liabilities be reported net (the approach used in IAS 19 following the 2011
amendments) or gross (the approach used in IPSAS 25)?

Please explain your reasons for your views.
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6  Option 2: Social Contract Approach

Introduction

6.1 The approach was raised in the 2008 CP as a possible alternative to the obligating event approach.
The 2008 CP described the approach as follows:

“One alternative model is to view obligations to provide social benefits by governments as quasi-
contractual in nature, and adopt executory contract accounting. Executory contracts are contracts
in which neither party has performed any of its obligations, or where both parties have partially
performed their obligations to an equal extent. Under this model, (a) governmental obligations to
provide goods, services and cash transfers to individuals or households and (b) the rights of
individuals or households to receive those benefits, are acknowledged as commitments. However,
those governmental obligations are effectively offset by the ongoing duty of individuals or
households to contribute taxes and other sources of finance. Under this model, liabilities would
not arise until legal entitlements have been established. The advantage of recognizing only legal
obligations is that the point at which they arise is more objectively identifiable, and therefore
subject to less ambiguity than the point at which constructive obligations arise. Long-term fiscal
sustainability reporting would complement executory contract accounting by providing a fuller
picture of a program'’s future viability.”25

6.2 The 2008 CP acknowledged that some aspects of this approach may prove problematic and that
more development was required before the approach could be fully assessed.

6.3 Respondents to the CP supported further development of the approach. Respondents identified a
number of issues to be taken into account in further developing the approach, as summarized below.

o Executory contracts involve an exchange transaction. Some recipients of social benefits will
not pay taxes, so identifying the obligations they perform will be problematic.

. Recognizing non-legally binding obligations for post-employment benefits (as required by
IPSAS 25) but not social benefits would be inconsistent.

. Courts in some jurisdictions have rejected the argument that government services only need
be provided to the extent that appropriate funding is obtained. If a government is required to
provide services even if citizens fail to contribute taxes and other sources of funding, it may be
difficult to sustain the executory contract analogy.

6.4 This Chapter further develops this option, taking into account the comments made by respondents to
the 2008 CP. It seeks respondents’ views on whether this approach provides useful information for
some or all social benefits.

% Consultation Paper, Social Benefits: Issues in Recognition and Measurement (2008), paragraph 57
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Executory Contracts

6.5 IPSAS defines executory contracts as follows:

“Executory contracts are contracts under which neither party has performed any of its obligations,
or both parties have partially performed their obligations to an equal extent.”2¢

6.6 General global practice does not usually recognize the rights and obligations that arise from
executory contracts as separate assets and liabilities?’. Instead, a net asset or liability is recognized.
Unless the contract has become onerous, this will normally be measured at zero as, in an arm’s
length transaction, the value of the right and the value of the obligation will usually be the same. In
addition, it is often possible to cancel an executory contract at no cost, neither side having performed
any of its obligations (or both sides having performed equally).

6.7 Most social benefits are provided through non-exchange transactions. The concept of the executory
contract is not directly applicable to these transactions. However, some argue that the concept can
be applied to social benefits by analogy.

6.8 In considering how to apply the concept of executory contracts by analogy, two distinct (but related)
factors need to be considered:

o Is the counterparty to the transaction defined on an individual or collective basis?

. What obligations are to be performed by each of the parties?

Other party

6.9 One party to the arrangement is straightforward to determine. The public sector entity is one party,
and has an obligation to provide one or more social benefits. The other party to the arrangement is
more difficult to identify. In the absence of a contract that specifies these factors, a number of
scenarios can be identified.

6.10 The description of this approach in the 2008 CP refers to the “ongoing duty of individuals or
households to contribute taxes and other sources of finance.” This duty could be considered to be an
individual duty or a collective duty. If the duty is considered to be a collective duty, this could be a
duty of the recipients of a particular social benefit, or of society as a whole.

6.11 Respondents to the 2008 CP identified some difficulties that arise from considering the duty to
contribute taxes and other sources of finance to be an individual duty:

o Recipients of social benefits may not contribute direct taxes.

o Recipients of social benefits may reside outside the jurisdiction of the public sector entity that
provides the benefit.

6.12 This suggests that, for the executory contract analogy to be operational, the duty to contribute taxes
and other sources of finance cannot be considered an individual duty.

% |PSAS 19, paragraph 18

27 The Basis of Conclusions to the Conceptual Framework (paragraph BC5.6) notes that within IPSASs, the recognition and

presentation of assets and liabilities resulting from executory contracts will be determined at standards level.
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Some argue that, although the duty to contribute taxes and other sources of finance is not an
individual duty, it is a collective duty of individuals and households. They argue that the social benefit
system as a whole is a form of intergenerational solidarity, with individuals and households being
both net recipients and net contributors at different stages of their life:

o Children will be net recipients of social benefits, as they will contribute little (if anything) by way
of taxes and other sources of finance. Receipt of these benefits would impose a duty on the
individuals concerned to contribute to the social benefits system later in life.

o Those of working age will (with some exceptions, such as those who are unemployed for a
period of time) will generally be net contributors to the social benefits system, contributing more
in taxes and other sources of finance than they receive in social benefits during that stage of
their life. These contributions can be seen as repayments for earlier benefits as well as giving
rise to an entitlement to future benefits.

o In many jurisdictions, those of retirement age will (with some exceptions, such as those with a
relatively high level of assets or alternative sources of income such as a private pension) once
more be net recipients of social benefits. The value of the benefits they receive will be greater
than the taxes and other sources of finance that they contribute during that stage of their life.
This can be seen as the individuals consuming the benefits to which they are entitled as a
result of their earlier contributions.

Some who support this view consider that a government’s role is to facilitate this intergenerational
solidarity. The IPSASB therefore considered whether acceptance of this view would require a
government to consider itself as an agent of the individuals and households who are either net
recipients of, or net contributors to, the social benefit system

The IPSASB notes that agents may be responsible for receiving and transferring resources, but that
they do not control those resources. Applying this principle to the social contract scenario would
suggest that a government does not control the receipts of taxation and other sources of finance that
are used to finance the social benefits system.

The IPSASB does not consider that this reflects the economic substance of the situation. In particular,
the IPSASB notes that, in accordance with IPSAS 23 Revenue from Non-Exchange Transactions
(Taxes and Transfers), a government recognizes revenue when a taxable event occurs. The IPSASB
does not consider that there is a sufficient link between the entitlement to receive taxes and other
sources of finance and the obligation to provide social benefits to require a government to consider
itself an agent of the individuals and households.

The IPSASB also considers that applying the agency principle would not meet the objective of
financial reporting. Should a government account for social benefits (and the related financing) as an
agent, neither the expenses nor the revenue will be reported in the financial statements of that
government. The IPSASB considers that information regarding expense and revenue is required for
accountability and decision-making purposes.

The IPSASB then considered the implications of considering individuals and households collectively
as the counterparty to the social contract.

The IPSASB notes that, as explained in paragraph 6.13 above, individuals and households may be
net recipients of, or net contributors to, the social benefits system. Considering all individuals and
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households collectively allows for the reporting of the net position, rather than reporting duties and
entitlements individually.

Under this collective view, there is an ongoing obligation on a government to provide social benefits,
and an ongoing obligation on individuals and households to contribute taxes and other sources of
finance. This can explain why a non-legally binding obligation can arise for post-employment benefits
but not (under the social contract approach) for social benefits. In the case of post-employment
benefits, there is no ongoing obligation on the employee; the benefit has been earned as a result of
past service (along with any past contributions). In the case of social benefits, there is an ongoing
obligation on individuals and households collectively.

The social contract approach also considers that reporting a large liability without reporting the
corresponding revenue does not provide useful information for users of the financial statements.
Under the collective view, this issue does not arise. Collectively, individuals and households
contribute taxes and other sources of finance to enable a government to provide social benefits. Each
party performs their obligation to the same extent each financial period. Therefore, applying the
executory contract model, the net asset or liability will continue to be measured at zero unless there
is evidence that individuals and households will no longer be able to finance the social benefits.

The IPSASB notes that if there is evidence that individuals and households will no longer be able to
finance the social benefits, the social contract could be considered as onerous. In these
circumstances, applying the executory accounting model, a liability would be recognized immediately.
The IPSASB acknowledges that making this assessment and determining any resulting liability is
likely to be difficult.

Some have expressed concern that the social contract approach appears to recognize a liability
dependent on its financing, which is contrary to how IPSASs usually address recognition. The
IPSASB notes that, under the social contract approach, a liability is recognized when performance is
required in response to the performance of the other party.

The IPSASB notes that in some jurisdictions, a significant proportion of taxes and other sources of
finance is provided by corporate entities that do not directly receive social benefits, although they
benefit from, for example, a healthy workforce. As such, these entities may not form part of the same
social contract. Corporate entities may also be domiciled in another jurisdiction. It is therefore
possible that the level of taxes and other resources provided by individuals and households
collectively may be lower than that required to finance social benefits. In these circumstances, it may
not be possible to apply the executory contract model to the social contract where the counterparty
is individuals and households collectively.

As noted above, the IPSASB has currently taken the view that executory contract analogy cannot be
sustained on an individual basis. The IPSASB also taken the view that if the executory contract
analogy may not apply to individuals and households collectively in all jurisdictions, it follows that
executory contract accounting should be applied by analogy to society as a whole. This is based on
the assumption that society as a whole will always be able to contribute sufficient taxes and other
sources of finance.
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Obligations to be performed

6.26

6.27

6.28

6.29

The description of this approach in the 2008 CP assumes that the obligations to be performed by the
other party are to contribute taxes and other sources of finance.

It may be possible to identify other obligations. Where individuals, or society as a whole, perform
activities that enable a public sector entity to achieve its objectives, this could be viewed as fulfilling
an obligation. However, when discussing social benefits it is often difficult to identify the obligations
that individuals, or society as a whole, need to perform to enable an entity to achieve its objectives.

For example, an objective of a health service may be to increase the longevity of the population. The
health service may provide medication that prevents conditions deteriorating and becoming fatal. The
provision of the medication will allow the health service to achieve its objective. However, there is no
independent performance by the individuals affected; any performance by the individuals affected is
dependent on the health service first providing the medication.

The IPSASB has currently taken the view that, under the social contract approach, any performance
obligation on society as a whole cannot relate to the achievement of an entity’s objectives. It follows
that the performance obligation on society as a whole relates to the contribution of taxes and other
sources of funding, as proposed in the 2008 CP. The contribution of taxes and other sources of
funding is independent of the provision of social benefits by a public sector entity. The two
transactions, therefore, can be considered to be analogous to an exchange.

Application of the Social Contract Approach

6.30

6.31

6.32

6.33

The IPSASB has currently taken the view that under the social contract approach, social benefits can
be accounted for by applying the analogy of an executory contract. A public sector entity provides
social benefits to society as a whole. Society as a whole provides taxes and other sources of finance
to the public sector entity.

Unless an executory contract is considered onerous, the net asset or liability is usually measured at
zero. The public sector entity would therefore recognize no liability for social benefits, except where
it has accepted a legal liability to provide benefits but has yet to do to. The assumption of the legal
liability forms part of the entity’s performance of its obligation in the reporting period. It follows that
the public sector entity should recognize an expense and a liability in respect of any outstanding legal
liabilities at the reporting date.

In many jurisdictions, the entities that provide social benefits will be different to the entities that receive
taxes and other sources of funding. At the whole of government level, the fact that different entities
are involved does not affect the assessment of the social contract. However, at individual entity level,
this raises the question as to whether there is any obligation owed to the entity providing social
benefits. Some question whether the social contract approach can be applied at entity level if no
obligation is owed to the entity.

In such cases, the entity providing the social benefits will be funded by another public sector entity.
For the purposes of the social contracts approach only, the IPSASB considers that it is appropriate
to consider this arrangement to be analogous to the funding entity acting as the agent of the entity
providing the social benefits. The contribution of taxes and other sources of funding can be seen as
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an obligation to the entity providing the social benefits. In the same way that the social contract
applies to society as a whole, it applies to government as a whole.

Proposed Accounting Treatment

6.34

6.35

6.36

Under the executory contract analogy, the public sector entity performs its obligations when it
assumes a legal obligation to provide social benefits. The performance of society as a whole is
recognized by a public sector entity recognizing the right to receive taxes and other sources of
funding.

This CP proposes that, should the social contract approach be incorporated into a future IPSAS, a
public sector entity would recognize a liability in respect of social benefits at the point at which the
obligation becomes a legally-binding obligation. This liability should be measured at the cost of
fulfillment. The cost of fulfillment is discussed in more detail above, beginning at paragraph 5.71.

The recognition and measurement of taxes and other sources of funding provided in non-exchange
transactions is specified in IPSAS 23 and is outside the scope of this project.

Specific Matter for Comment 8

In your view, under the social contract approach, should a public sector entity:

(@) Recognize an obligation in respect of social benefits at the point at which an obligation
becomes a legally binding obligation?

(b)  Measure this liability at the cost of fulfillment?

Please explain your reasons for your view.
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Option 3: Social Insurance Approach

Introduction

7.1

7.2

7.3

7.4

7.5

This CP defines social security programs as “programs providing cash transfers, operated by or on
behalf of a public sector entity, where the benefits received are conditional on participation in the
program, usually evidenced by way of actual or imputed contributions made by or on behalf of the
recipient.”

Social security programs are a type of social insurance. Many social security programs operate in a
similar manner to insurance contracts, and hence insurance accounting may provide insights into
how best to account for some or all social security programs.

Social security programs can be distinguished from insurance contracts by the nature of the
participation in the program. Participation in a social security program is obligated by government;
participation in an insurance contract is voluntary.

For example, in many jurisdictions, holding motor insurance is a legal requirement for driving, but the
government does not specify the terms of the insurance (beyond minimum requirements to protect
third parties), nor does it prescribe who can provide the insurance. Individuals can choose the
insurance contract and provider that best meets their needs. No such choice exists with a social
security program.

Where a public sector entity issues insurance contracts, it should account for these contracts under
the relevant national or international standard dealing with insurance accounting rather than under
the social insurance approach.

Insurance Accounting

7.6

7.7

7.8

There is currently no IPSAS on insurance accounting. Entities that issue insurance contracts are
directed to national or international accounting standards on insurance accounting when determining
their accounting policies.

IFRS 4 Insurance Contracts was published in 2004. The International Accounting Standards Board
(IASB) describes IFRS 4 as an “interim Standard that permits a wide range of practices and includes
a ‘temporary exemption’, which explicitly states that an entity does not need to ensure that its
accounting policies are relevant to the economic decision-making needs of users of financial
statements, or that those accounting policies are reliable.”?8

As such, IFRS 4 does not provide an appropriate basis for accounting for social benefits. The IASB
is developing a replacement for IFRS 4, and has issued Exposure Draft ED/2013/7 Insurance
Contracts. The IPSASB considers that the proposals in this ED are a suitable starting point for the
development of accounting for social benefits under the social insurance approach.

IASB Exposure Draft ED/2013/7 Insurance Contracts

7.9

The following paragraphs describe the principles set out in the IASB’s ED. This description
summarizes the key features that will be relevant to accounting for social benefits; it does not claim

28

Exposure Draft ED/2013/7 Insurance Contracts
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to include all of the detailed requirements. Readers seeking further information regarding the IASB’s
proposals should refer to the ED directly.

Under the ED, the statement of financial position reports liabilities for the obligations arising as a
result of insurance contracts. These liabilities are recognized at the earlier of the beginning of the
coverage period (i.e., the period during which the entity provides coverage for insured events) or the
date on which the first payment from the policyholder becomes due.

The liability is measured using a current estimate of future cash flows associated with the contract
and includes the expected contract profit. These cash flows include premiums receivable by the entity
and claims and benefits payable by the entity. The liability is discounted to reflect the timing of the
cash flows, and risk adjusted to reflect the uncertainty associated with the cash flows. Unwinding the
discounting in later periods leads to the recognition of interest revenue and / or expense.

The expected contract profit is recognized as revenue over the period of the contract on a systematic
basis that reflects the transfer of services provided under the contract. Revenue is adjusted for
underwriting experience??, and the remaining expected contract profit is adjusted for changes to the
estimated future cash flows. Where these changes result in an expected loss, contracts are
considered onerous, and the loss is recognized as an expense immediately.

Social assistance programs

7.13

The IPSASB is proposing in this CP that it is not appropriate to apply insurance accounting to
unfunded social assistance programs. Such programs do not require participation, evidenced by
contributions. The absence of contributions means that the only future cash flows would be the
payment of social benefits. Estimating the present value of the future payments would be equivalent
to determining the best estimate of a liability under some variants of Option 1, for example the
threshold eligibility criteria approach.

Contributions other than direct contributions

7.14 The IPSASB noted that contributions may take different forms.

Contributions in kind

7.15 In some cases, contributions may be made in kind rather than in cash. For these programs,

participants are required to provide services on behalf of a government in exchange for an entitlement
to receive similar services in the future. The IPSASB does not consider that it would be appropriate
to apply the social insurance approach to such programs. Although such programs require
participation, evidenced by contributions, the fact that the contributions are in kind not in cash means
that an approach based on net cash flows is unlikely to provide useful information for such programs.
Rather, another approach that provided information on a government’s liabilities in respect of such
programs is likely to provide more useful information. A government’s liabilities could include, for
example, administration costs and any costs of providing services in excess of the services provided
by participants.

29

Underwriting experience refers to the actual cash flows from premiums, claims and benefits, which are likely to differ from the

estimated amounts.

Agenda ltem 7.2
Page 49 of 90



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

Imputed contributions

7.16

7.17

7.18

In some cases, contributions may be imputed, for example when an individual is unemployed or when
a parent stays at home to care for the children.

Where imputed contributions involve a cash transfer from a public sector entity to (for example) the
social security fund providing the program, the social insurance approach provides useful information.
From the perspective of the social security fund (and the individual program), there is no difference
between contributions received directly from participants and those received from a public sector
entity in respect of imputed contributions.

Where imputed contributions do not involve a cash transfer, the social insurance approach may
provide useful information. The social insurance approach will provide information regarding any
surplus or deficit on the program. This will provide useful information about the extent to which the
imputed contributions are being financed by other contributors or subsidized by taxation. However, it
is possible that the value of this information would decrease as the proportion of imputed contributions
increased. Taking an extreme example, if all contributions were imputed, there social insurance
approach would not be appropriate as there would be no contributions received. The social insurance
approach may therefore only provide useful information where there are sufficient cash contributions.

Contributions treated as general taxation

7.19

7.20

In some cases, contributions received may be treated by governments as general taxation.
Accounting for such programs using the social insurance approach may still provide useful
information. Where contributions relate to a single program, applying the social insurance approach
will inform users as to whether the program is subsidized by taxation; whether the program is fully
funded by the contributions; or whether the program is generating a surplus that is being used to
finance other government expenditure. Such information is likely to be useful to users.

Where contributions relate to more than one program (for example, National Insurance in the United
Kingdom), the social insurance approach may provide useful information where an appropriate basis
for allocating the contributions to individual programs exists (for example, a specific percentage).
Where no such basis exists, and any allocation would be arbitrary, the IPSASB considers that the
use of the social insurance approach would not be appropriate. The social insurance approach
highlights whether contributions are sufficient to finance a program’s liabilities. Where the allocation
of those contributions is arbitrary, this information is unlikely to be relevant or reliable. There may
also be opportunities for a government to manipulate the allocations to achieve a desired outcome in
respect of a specific program. Further complications may arise where contributions are collected by
one public sector entity (for example, a revenues service) and programs are provided by one or more
other public sector entities.

Conclusion

7.21

7.22

The IPSASB has currently taken the view that the social insurance approach is appropriate where
there are sufficient cash transfers in respect of a program, and these can be reliably measured.

The social insurance approach will not provide useful information in respect of:

. Programs involving contributions in kind,;
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o Programs where there is a high level of imputed contributions not involving a cash transfer;
and
o Programs involving contributions (including those treated as general taxation) where there is

no reliable basis for allocating the contributions to individual programs.

The social insurance approach will provide useful information in respect of:

. Programs where imputed contributions involve a cash transfer;
. Programs where there is a low level of imputed contributions not involving a cash transfer; and
. Programs involving contributions treated as general taxation where there is a reliable basis for

allocating the contributions to individual programs.

The IPSASB notes that, unlike the other approaches considered in this CP, the social insurance
approach implies a mixed approach to accounting for social benefits. Some programs would be
accounted for using the social insurance approach. Other programs would be accounted for using a
different approach. The IPSASB considers that as programs have different characteristics and
operate in different ways, a mixed approach could be appropriate.

Accounting for Social Security Programs under the Social Insurance Approach

7.25

7.26

7.27

7.28

This section of the CP describes how the social insurance approach would be applied to the
recognition and measurement of social security programs. It then discusses individual issues that will
arise under such an approach and seeks respondents’ views as to how these should be addressed.

Two different scenarios may arise. In the first scenario, the social security program is designed to be
fully financed through contributions. In this scenario, the program is designed to operate without any
subsidy from general taxation.

In the second scenario, the social security program is designed to operate with a subsidy from general
taxation. The program is designed to be partially financed through contributions and partly through
the tax subsidy.

These two scenarios give rise to different accounting issues, and are discussed separately in the
following paragraphs. For some social security programs, it may be difficult to establish whether the
program is designed to operate with a tax subsidy or without a tax subsidy unless this is specified in
legislation.

Initial recognition

7.29

7.30

This CP proposes that, in line with the IASB’s proposals for insurance contracts, social security
programs would be recognized at the earlier of the beginning of the coverage period or the date on
which the first contribution from or on behalf of the participant becomes due.

Where the number of participants in a social security program is sufficiently small, recognition could
be on an individual basis. Where the number of participants is large, recognition may need to be
based on aggregated groups of individuals, for example those joining a social security program in a
particular period. This CP proposes that under the social insurance approach, a future IPSAS should
not specify the level at which such amounts are aggregated (this is sometimes referred to as the “unit
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of account”). Where an aggregated approach is taken, estimation techniques will be necessary.
Actuarial reports are typically required to provide the information to enable this process.

For social security programs designed to operate without a tax subsidy, at initial recognition the
statement of financial position would show the expected surplus (if any) from the program, and a
current estimate of the amount of future cash flows from the program, discounted to reflect the timing
of those cash flows.

This CP proposes that in those circumstances where the contributions are designed to exceed the
expected benefits paid, the expected surplus should be recognized over the coverage period of the
program.

A current estimate of the future cash flows, discounted to reflect the timing of those cash flows, may
indicate that there is an expected deficit for a social security program. This CP proposes that, where
the program is designed to be fully funded from contributions (i.e., designed to operate without a tax
subsidy), the expected deficit should be recognized as an expense on initial recognition. This would
provide useful information about the performance of the program and the level of additional
contributions (or reductions to the benefits offered) required to balance the program. It would also be
consistent with the approach being considered by the IASB. This CP does not consider it appropriate
to recognize the expected deficit as it emerges over the coverage period where the program is
designed to be fully funded from contributions. Such an approach would imply that the financing of
the program was part of the entity’s ongoing operations, whereas the situation is analogous to a
contract becoming onerous.

In some cases, a program may operate without the need of a subsidy from taxation over the life of
the program, but with periods where there are net negative cash flows. During these periods, the
social security fund or other public sector entity providing the program may borrow from a
government, and make repayments during periods where there are net positive cash flows on the
program. Any such borrowing will be reflected in the present value calculations. Where borrowing is
provided at a subsidized rate, this may need to be reflected in the discount rate.

Where the program is not designed to be fully funded from contributions (i.e., where the program is
designed to operate with a tax subsidy), the CP is seeking the views of respondents as to how the
expected deficit should be treated. The IPSASB has identified the following approaches:

. The entity should recognize an expense on initial recognition of the liability determined. This
would ensure the consistent accounting treatment for all deficits, whether they resulted from
the design of the program or not, and would provide useful information on the liability of the
entity to subsidize the program. This treatment reflects an assets and liabilities-led approach
to accounting for social benefits.

o The entity should treat the subsidy as a future expense on initial recognition of the obligation
and recognize the subsidy as the expected deficit emerges over the coverage period (i.e., the
accounting treatment for a deficit would mirror the treatment for a surplus). This would
recognize the liability that the entity has to subsidize the program, whilst recognizing the
subsidy as an expense in the periods in which the subsidy is provided. This treatment reflects
a revenue and expenses-led approach to accounting for social benefits.
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o The entity should adjust the liability determined from the future cash flows to reflect the planned
subsidy. This treatment considers the planned subsidy to be a form of contribution and adjusts
the cash flows accordingly. There are two variations to this approach.

o Adjust the liability for the planned subsidy only where this is to be received as a transfer
from another public sector entity. This mirrors the approach taken for expected
reimbursements for provisions under IPSAS 19. The subsidy can be seen as a form of
indirect contribution. However, if both entities are consolidated into the same financial
statements (for example, at whole of government level) the transfer would be eliminated.

o Adjust the liability for the planned subsidy irrespective of whether this is to be received
as a transfer from another public sector entity or as an earmarked portion of general
taxation. This would treat future tax revenues as an asset offsetting the liability, albeit
future inflows earmarked to support a social security program. This would be a departure
from current practice.

7.36 The effect of these different treatments is considered in the following example:

Example: Unemployment Insurance Benefit

The following example considers the accounting for a new unemployment insurance benefit being
introduced by a government. The legislation permits the government to revise the contribution
rates every five years. The surplus or deficit on the program is therefore considered by forecasting
cash flows over five years. The following simplifications have been made in preparing the example:

o The time value of money and any risk adjustment (see discussion below) are considered to
be immaterial; and

o All benefit claims are paid when they are incurred and all contributions are received when
they fall due.

The government estimates that contributions of 1,000 per annum will be received. Benefit claims
payable are estimated to be as follows

Year 1 Year 2 Year 3 Year 4 Year 5
1,000 1,050 1,100 1,100 1,000

Over the five year period, there will be a planned deficit of 250.

Assuming no variation from the estimated amounts, the three options for accounting for a planned
deficit would result in the following accounting treatments:

1 — Expense on initial recognition. Under this option, the government would recognize an
expense of 250 when it initially recognized the program. Subsequent to initial recognition, the
government would recognize program revenue equal to the program expenses recognized in the
year.

2 — Recognize the deficit over the coverage period. Under this option, the government would
not recognize an expense when it initially recognized the program. The deficit would be recognized
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on a systematic basis over the coverage period. Assuming a straight line basis reflects the delivery
of services, program expenses would exceed program revenue by 50 each year.

3 —Treat the subsidy as part of the cash flows. Under this option, the subsidy is treated as an
expense when it is required. Program expenses will exceed program revenue in those years that
a subsidy is required. The government will recognize a deficit on the program (i.e., the subsidy) of
50 in year 2 and 100 in each of years 3 and 4.

Any variations to the expected cash flows would be reflected in the statement of financial
performance.

Specific Matter for Comment 9

Do you agree that where a social security program is designed to be fully funded from
contributions:
(@) Any expected surplus should be recognized over the coverage period of the program; and

(b)  Any expected deficit should be recognized as an expense on initial recognition?

Please explain your reason for this view.

Specific Matter for Comment 10

In your view, what is the appropriate accounting treatment for the expected deficit of a social
security program that is not designed to be fully funded from contributions:

(&) An expense on initial recognition;

(b)  Recognize the deficit as an expense over the coverage period of the program;

(c) Deduct the planned subsidy from the liability only where this is to be received as a transfer
from another public sector entity;

(d) Deduct the planned subsidy from the liability irrespective of whether this is to be received
as a transfer from another public sector entity or as an earmarked portion of general
taxation; or

(e)  Another approach?

Please explain your reason for this view.

Risk adjustment

7.37

7.38

The IASB’s proposals for insurance accounting require a risk adjustment to be made to the estimate
of the future cash flows. The risk adjustment reflects the compensation that the entity would require
for bearing the uncertainty about the amount and timing of the cash flows that arise as the entity fulfils
the contract.

If a risk adjustment is applied when estimating the future cash flows, the resulting measurement basis
will be the assumption price, i.e., “the amount which the entity would rationally be willing to accept
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in exchange for assuming an existing liability.”3° If a risk adjustment is not applied when estimating
the future cash flows, the measurement basis will be the cost of fulfillment.

The main advantage of using the assumption price measurement basis is that there may be
significant risks associated with the estimated cash flows. It is appropriate, therefore, to make a
prudential adjustment to increase the likelihood that the reported liability will be adequate. Such an
adjustment may be a factor in assessing the contribution rate funding the liability and hence more
useful for decision-making purposes.

The main advantage of using the cost of fulfillment measurement basis is that this represents the
best estimate of the cost that is expected to be incurred. A differentiation can be made between the
public and private sector in this instance as going concern or solvency concerns differ between the
sectors®L.

For some social insurance programs, uncertainty regarding future cash flows will be relatively small.
An example would be where past experience shows that the level of both contributions received and
payments made is relatively stable. In these circumstances, information about the best estimate of
the entity’s liability in regard of the program may be most useful to users of the financial statements.

For other social insurance programs, there may be significant uncertainty regarding future cash flows.
In these circumstances, the use of the assumption price measurement basis may be more
appropriate. Information regarding the risk adjustment applied by the entity may enable users of the
financial statements to better evaluate the risks borne by the entity in operating the program.

Specific Matter for Comment 11

In your view, under the social insurance approach, should an entity use the cost of fulfillment
measurement basis or the assumption price measurement basis?

Please explain your reasons for this view.

Coverage Period

7.43

7.44

The IASB’s proposals for insurance accounting require an entity to recognize the future cash flows
relating to the coverage period of an insurance contract. The coverage period ends at the point where
the entity can assess the risks associated with a policy holder or group of policy holders, and can set
a price that reflects those risks. The policy holder will have the ability to seek an alternative insurer
at this point, and so coverage beyond this point amounts to a new agreement.

For many social benefits, participation is mandatory under legislation. Contributions may not reflect
individual risks, and may be influenced by factors other than the risks covered, for example
government policy. This applies especially to those social security programs that are not designed to
be fully funded from contributions. In these circumstances, the coverage period may be difficult to
determine. The entity will need to identify the point at which the coverage period should be considered
to have ended. Actuarial assumptions may be helpful in determining this point.

% Conceptual Framework, paragraph 7.87
81 Going concern in the public sector is discussed in the Preface to the Conceptual Framework.
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A social security program providing retirement benefits will have a very long coverage period. Benefits
will be paid until the death of a participant. A typical pattern of cash flows for such programs may be
almost 50 years of contributions followed by an average of 20 years of benefit payments.

Where a retirement benefits program also provides survivor benefits and/or dependent benefits3?,
benefits may be paid after the death of the participant. Survivor and dependent benefits may also be
payable where a participant dies before reaching retirement age. The program may therefore pay
benefits for a much longer period of time.

Such issues are also faced by providers of annuities in the private sector.

For other social security programs, the coverage period may be less straightforward to identify.
Taking the example of an unemployment benefit program, contributions may be mandatory during
periods of employment, with benefits paid during periods of unemployment. In some cases, the period
over which the benefits are paid, and the amount of those benefits, are dependent (at least in part)
on the amount of contributions during an eligibility reference period.

For example, the Canadian Employment Insurance program pays benefits where the level of benefits
and the period for which those benefits are paid is based (at least in part) on the contributions in the
previous 52 weeks.

This CP proposes that the estimate of future contributions should be based on the eligibility period (if
any) of the social security program. The estimate of future benefit payments should be based on the
eligibility period plus the period (if any) after the eligibility period during which benefits resulting from
that eligibility period can be payable. Where the eligibility period is not specified, estimates should be
made based on experience combined with assessments of the impact of recent policy changes.

In the example of the Canadian Employment Insurance program, the eligibility period is 52 weeks.
The estimate of future contributions would consist of the contributions to be received during that year.
Those contributions provide eligibility for benefits that may be paid for up to 45 weeks after a
participant becomes unemployed. If a participant became unemployed at the end of the eligibility
period, the coverage period would be 52 weeks (eligibility period) + 45 weeks (claim period), giving
a total of 97 weeks. For participants who became unemployed part way through the eligibility period,
the coverage period would be less. In estimating the future payments, estimates of when a participant
may become unemployed, and when he or she would return to the workforce, would need to be taken
into account.

In the example of a retirement benefit, the eligibility period will normally run until the participant retires.
The claim period will be from the date at which the participant retires to the day he or she dies. The
estimate of future contributions would take into account contributions that would be received from the
date a participant enters the workforce to the date he or she retires. The estimate of future payments
would take into account payments from the date a participant retires to the date he or she dies. The
estimates would also take into account the possibility of the participant dying before retirement, and
the possibility of survivor or dependent benefits being paid.

32

Survivor benefits are benefits payable to the surviving spouse or partner of a beneficiary upon the death of that beneficiary. An

example of a survivor benefit would be a reduced pension, which may be payable for a specified period or until the death of the
surviving spouse or partner. Dependent benefits are similar benefits payable to the dependents (usually dependent children) of
a deceased beneficiary. Benefits are often payable until a child reaches a specified age.
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Nature of contribution

7.53

7.54

7.55

7.56

7.57

7.58

7.59

7.60

So far, this chapter has considered those social security programs where the contributions payable
relate directly to the benefits. In some cases, the relationship is more complex. Some examples are
discussed below

) A social benefit operates as if it were a social insurance program. However, rather than
contributions being made by or on behalf of identifiable individuals, the program is funded
through a levy. An example would be an accident insurance benefit funded through a levy on
fuel sales.

o A social security program provides benefits to non-participants, funded through the
contributions made by participants. An example would be an accident insurance scheme,
financed by mandatory contributions, which also provides coverage to non-participants, for
example tourists.

The social insurance approach provides useful information to users by assessing future cash flows
to determine whether a program will produce a surplus or a deficit.

Where a program is intended to operate without being subsidized by taxation, the social insurance
approach can provide information as to operation of the program and whether changes to contribution
rate or benefits are likely to be required to enable the program to continue to operate without a
subsidy.

Where a program is intended to operate with a subsidy through taxation, the social insurance
approach can provide information as to the operation of the program and the level of subsidy required.

The information provided by the social insurance approach will only be relevant and faithfully
representative where there is a clear link between the benefits paid by a social security program and
the revenue that finances the program. Where there is no clear link, the information provided by the
social insurance approach may be misleading rather than useful.

In the an accident insurance benefit funded through a levy on fuel sales, the information provided by
the social insurance approach will be useful if the levy relates only to the accident insurance. In such
circumstances, the social insurance approach will provide useful information regarding the adequacy
of the levy to meet the financial objectives of the program (whether that is to be self-funding or to
operate with a specific level of subsidy). In this case, the levy can be seen as analogous to
contributions.

If the levy relates partly to the accident insurance and partly to other programs or to general taxation
the social insurance approach will only provide useful information where there is a reliable basis (such
as a specific percentage) for allocating levy revenues to the accident insurance program and other
programs or general taxation. Without a reliable basis of allocating the levy revenues, it will not be
possible to assess the adequacy of the levy, and the social insurance approach will not provide useful
information. This mirrors the position where contributions finance a number of programs and it may
be difficult to determine a basis of allocation.

Where a program provides benefits to non-participants, the social insurance approach will provide
useful information only where the substance of the program is that of a social insurance program. As
the proportion of benefits provided to non-participants increases, the less likely it is that the substance

Agenda ltem 7.2
Page 57 of 90



7.61

7.62

Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

of the program is that of a social insurance program, and the more likely it is that the substance of
the program is a social assistance program financed by a specific tax. An entity will need to assess
the substance of the program to determine whether the social insurance approach will provide useful
information.

The IPSASB has currently taken the view that, in those cases where the link between contributions
and benefits is not straightforward, the social insurance approach will only provide useful information
where:

) The substance of the program is that of a social insurance program; and

o There is a clear link between the benefits paid by a social security program and the revenue
that finances the program.

Respondents’ views are sought as to whether they consider these criteria to be appropriate for
determining when the social insurance approach would be appropriate.

Specific Matter for Comment 12

Do you agree that, in those cases where the link between contributions and benefits is not
straightforward, the criteria for determining whether the social insurance approach is appropriate
are:

. The substance of the program is that of a social insurance program; and

. There is a clear link between the benefits paid by a social security program and the revenue
that finances the program.

If you disagree, please specify the criteria that you consider should be used.

Please explain your reasons for your views.

Discount rate

7.63

7.64

7.65

The IASB’s proposals for insurance contracts specify that that discount rate should adjust the future
cash flows to reflect the time value of money. Such rates should be consistent with observable market
prices for instruments with cash flows that are consistent with the timing, currency and liquidity of the
insurance contract.

IPSAS 25, in setting the requirements for defined benefit post-employment plans, also states the
principle that the discount rate should reflect the time value of money. It clarifies that the discount
rate does not reflect the actuarial or investment risk, nor the entity-specific credit risk born by
participants in the scheme. IPSAS 25 also includes guidance on estimating the discount rate where
there is no deep market in government bonds or high quality corporate bonds with a sufficiently long
maturity to match the estimated maturity of all the benefit payments. This approach does not include
a liquidity adjustment.

The IPSASB considered whether the discount rate approach in the IASB’s proposals for insurance
contracts or the discount rate approach in IPSAS 25 would be more appropriate when accounting for
social benefits using the social insurance approach.
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The IPSASB noted that statistical reporting uses consistent discount rates for accounting for
employee benefits and social benefits. Consistency with statistical reporting would suggest adopting
the approach to discount rates specified in IPSAS 25.

The IPSASB considered the nature of a liquidity adjustment. Where financial markets are illiquid, a
seller of a financial instrument may have to accept a lower price for the instrument. This may lead
them to demand a higher market yield. Longer duration insurance contracts may be seen as illiquid.

The IPSASB noted that the notion of a policy holder demanding a higher market yield is irrelevant
where the terms of a social benefit are prescribed by government. The IPSASB also noted that a
higher market yield is unlikely to be required where a social benefit program is partially subsidized
through taxation. For these reasons, the IPSASB is currently of the view that the discount rate used
in measuring a social insurance obligation should not include a liquidity adjustment. The IPSASB is
currently of the view that the discount rate approach in IPSAS 25 is appropriate for a social benefits
IPSAS.

In some jurisdictions, the yield on government bonds is negative, at least for short term instruments.
This could lead to negative discount rates being applied to social benefits of shorter durations. Some
question whether negative discount rates reflect the time value of money.

The IPSASB noted that negative discount rates may reflect the time value of money in some
circumstances. In periods of deflation, falling prices and salaries may result in reduced taxation
income for a government. Negative discount rates would reflect the government’s reducing ability to
finance payments. The IPSASB also noted that the provisions in IPSAS 25 include guidance on
determining the discount rate in circumstances in which market yields at the reporting date on
government bonds do not reflect the time value of money. The IPSASB is therefore currently of the
view that the possibility of negative discount rates does not require an alternative approach to
discount rates to that adopted in IPSAS 25

This CP proposes to adopt the approach that a social insurance obligation should reflect the time
value of money, excluding actuarial, investment, entity-specific credit or liquidity risk , as specified in
IPSAS 25, in any future IPSAS that incorporates the social insurance approach.

Specific Matter for Comment 13

Do you support the proposal that, under the social insurance approach, the discount rate used to
reflect the time value of money should be determined in the same way as for IPSAS 25?

Please explain your reasons for these views.

Subsequent measurement

7.72

This CP proposes requirements for subsequent measurement that are based on the IASB’s proposals
for insurance contracts, with adjustments for relevant decisions on initial measurement. The CP’s
proposals, which will depend on decisions made regarding initial recognition, are summarized below:

o At the end of the reporting period, the carrying amount of a social insurance program would
reflect the future cash flows, measured at that date, and the remaining expected surplus (or, if
the deficit relating to a program not designed to be fully funded by contributions is recognized

over the period of the program, the remaining expected deficit).
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The remaining expected surplus (or expected deficit) would be adjusted for changes to future
cash flows arising from future coverage.

The expected surplus (or expected deficit) would be recognized as revenue (or expense) in the
statement of financial performance using a systematic basis that reflects the transfer of benefits
provided under the program. Benefits payable during the period would be recognized as an
expense.

The statement of financial performance would also reflect any changes to the discount rate,
and the unwinding of the discounted cash flows.

7.73 Governments and other public sector entities may from time to time modify the terms of a social
insurance program. This CP proposes requirements for significant modifications to the terms of a
program that are based on the IASB’s proposals for insurance contracts.

7.74

7.75

In some cases, new terms may be put in place for new entrants to a program, while existing
participants retain their existing terms. In such cases, an entity shall account for these arrangements
as two separate programs.

Where the terms of a program are modified for all participants, this CP proposes the following
treatments:

A modification that gives rise to an obligation to provide additional benefits shall be accounted
for as a new program. The surplus or deficit on this new program shall be assessed by
reference to any increase in contributions imposed as a result of the modification.

A modification that gives rise to a reduction in benefits shall be accounted for by derecognizing
that part of the program that is related to the reduction in benefits.

A maodification that does not give rise to a change in benefits provided is accounted for as a
change in the estimated cash flows.

Specific Matter for Comment 14
Do you support the proposals for subsequent measurement set out in paragraphs 7.72 — 7.79?

Please explain your reasons for these views.
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Presentation

Introduction

8.1

8.2

8.3

This chapter of the CP discusses at a high level the information to be presented in respect of social
benefits. This chapter does not propose specific requirements. These requirements are linked to
decisions regarding the approach to recognition and measurement, and therefore will be determined
once the IPSASB has considered the responses to this CP.

The information to be presented will need to be useful for accountability and decision-making
purposes to ensure it meets the objectives of financial reporting. Information will need to be consistent
with the qualitative characteristics set out in the Conceptual Framework. Decisions about the
information to include will also need to take into account the constraints on information included in
general purpose financial reporting.

Chapter 8 of the Conceptual Framework describes the decisions that need to be made regarding the
presentation of information. These decisions are grouped under three headings — information
selection, information location and information organization. This CP concentrates on information
selection, but also discusses location and organization.

Information Selection

Presentation Objective

8.4

8.5

Information selection involves asking the question “What information do users need?” To assist in
answering this question, the IPSASB is proposing the following presentation objective for this project:

An entity shall provide information that helps users of its financial statements and general
purpose financial reports assess

(@) The impact of social benefits provided on the entity’s financial performance and financial
position; and

(b)  The sustainability of social benefits provided.
To assist this assessment, an entity shall present contextual information about:

(c) The nature of social benefits provided by the entity; and

(d)  How the entity administers the provision of social benefits.

This CP is seeking respondents’ views as to the information that users will need to achieve the
presentation objective for this project. The following paragraphs set out some of the issues that
respondents may wish to consider in coming to a view on users’ information needs.

Existing IPSAS provisions

8.6

Provisions within existing IPSASs will require some information to be presented in the financial
statements:

o The statement of financial position will include liabilities (and, where relevant, assets) in respect

of social benefits.
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o The statement of financial performance will include expenses (and, where relevant, revenues)
in respect of social benefits.

. The cash flow statement will include cash flows in respect of social benefits.

. The notes will include accounting policies in respect of social benefits, and a further details of
the amounts listed above.

Accounting policies

8.7

Accounting for social benefits may be complex, and may require a significant degree of estimation.
The summary of the key accounting policies should explain the approach or approaches used when
accounting for social benefits. The summary of the key accounting policies should also explain the
estimation techniques used and why these are appropriate. The challenge will be to provide sufficient
information so that users of the financial statements understand the approach or approaches used
and, equally importantly, their limitations without overwhelming them with details.

Significant judgment and key sources of estimation uncertainty

8.8

8.9

IPSAS 1, Presentation of Financial Statements requires entities to disclose any significant judgments
they have made in preparing the financial statements, and key sources of estimation uncertainty.
Social benefits could feature prominently in both. Depending on which approach to recognition and
measurement is adopted, accounting for social benefits may require significant judgments and
involve estimation uncertainty. For example, there will be significant estimation uncertainty in the
measurement of a retirement pension benefit under the social insurance approach, where cash flows
for many years into the future need to be estimated. There will be little estimation uncertainty when
the same benefits are measured under the social contract approach.

When considering how such uncertainty could best be communicated to the users of the financial
statements, the IPSASB will need to consider a number of issues, for example:

. Would it be helpful to state the range of estimates within which the liability is expected to fall,
or to show the probability distribution of the estimate?

o Would a sensitivity analysis, for example in relation to the discount rate, assist users?

. Or would these approaches introduce a level of complexity that would confuse users rather
than assisting them?

Details of revenues, expenses, assets and liabilities

8.10 The faces of the financial statements will display the amounts of revenues, expenses, assets and

liabilities arising from social benefits. The notes will disclose more detail on these amounts; the
following questions will need to be addressed:

. How much more detail is appropriate?

. Should each social benefit program be disclosed individually, or should programs be
aggregated? What criteria should be considered when coming to this decision?

. Under the social insurance approach, should future flows of contributions and payments be
shown net or gross?
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o What level of detail is appropriate when describing the assumptions that underlie the
estimates?

Prospective information

8.11

8.12

8.13

The IPSASB acknowledges that information currently presented in the financial statements about
social benefits may, on its own, be insufficient for the needs of users. This was set out in paragraph
5 of the 2008 CP:

In considering these issues the IPSASB concluded that, within the constraints of its current implied
conceptual framework for general purpose financial reporting, traditional approaches to liability
recognition may not be suitable for conveying information to users about the future provision of
social programs by governments. In doing so, the IPSASB acknowledged the limitations of the
primary financial statements including the statement of financial position and notes thereto. These
limitations exist because, although primary financial statements use estimation techniques to
measure liabilities by reference to settlement amounts in future reporting periods, they focus
primarily on past events.

Some options for the recognition and measurement of social benefits incorporate more prospective
information than others. The social contract approach, which considers liabilities only where society
has contributed taxation and other sources of funding, does not incorporate prospective information.
The social insurance approach, with its emphasis on estimating future contributions and future
payments, incorporates some prospective information. This prospective information does not,
however, incorporate all the prospective information that users of the financial statements may find
useful. The social insurance approach considers cash flows in respect of participants, i.e., those who
are currently contributing to a program, or receiving benefits from a program. It does not consider
cash flows in respect of those individuals who will become participants in the future.

The IPSASB will consider whether additional prospective information (for example, regarding future
participants) will assist users to understand the likely implications of social benefit programs.
Prospective information is discussed in more detail below, starting at paragraph 8.16. It is important
that information satisfies the QCs set out in the Conceptual Framework, for example verifiability.
Whether information meets the QCs may depend on the approaches to recognition and measurement
that have been selected.

Information Location

8.14

8.15

8.16

Information location involves asking the questions “Within which report(s) should information be
included?” and “Within which components (or parts) of a report should information be included?”

As the discussion under information selection above shows, existing IPSAS provisions will determine
the answer to these questions in many cases. However, the IPSASB will need to determine the
location of any additional prospective information should it decide that such information is required to
meet users’ information needs.

Recommended Practice Guideline (RPG) 1, Reporting on the Long-Term Sustainability of an Entity’s
Finances provides guidance on reporting prospective information outside of the financial statements.
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This includes information on social benefit programs that is currently not reported in the financial
statements.

Social benefits will form a significant portion of those flows for many entities, but are not the only
flows considered. The RPG sets these flows in the context of other projected flows such as tax
receipts.

Reporting on the long-term sustainability of an entity’s finances may enhance the information about
social benefits that is included in the financial statements. Additional prospective information about
social benefits, set in the context of projected taxation income and debt levels, may be useful for
accountability and decision-making purposes.

If the IPSASB concludes that such information is required to meet users’ information needs, it will
need to consider whether such information should be presented in the financial statements or in a
separate GPFR such as recommended by RPG 1. Where respondents consider additional
prospective information to be necessary to meet users’ needs, they are asked to indicate where they
consider such information should be presented. Respondents are also asked to comment on the
location of other information they consider necessary to meet users’ needs.

Information Organization

8.20

8.21

8.22

Information organization addresses the arrangement, grouping and ordering of information, and takes
into account important relationships between information.

Respondents are asked to comment on any organizational matters they consider need to be
addressed at this stage of the project. For example, respondents may propose that additional
prospective information regarding social benefits should be presented in a GFPR, separate from the
financial statements. The IPSASB welcomes comments on how the relationship between the
information in the financial statements and the prospective information in the GFPR should be
presented. A reconciliation between the two sets of information could be included in the GFPR.
Alternatively, a narrative description of the differences could be provided.

The IPSASB welcomes comments on any other organizational issues.

Specific Matter for Comment 15

In your view, what information is required to enable users to understand social benefit programs
and their impact on the financial statements of an entity? Where should this information be located
and how should it be organized?

Does the presentation objective adequately address users’ information needs?

Please explain your reasons for this view.
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Social Security Funds, Composite Programs and Other Issues

Accounting by Social Security Funds

9.1

9.2

9.3

In some jurisdictions, social benefits may be provided by separate entities, often referred to as social
security funds. The relationship of these funds to the public sector varies across jurisdictions. This
section of the CP discusses the accounting treatment for such funds that either apply IPSASs or are
consolidated into an entity that applies IPSASs.

The IPSASB has noted that, historically, many social security funds have adopted fund accounting.
In some cases, this may have influenced decisions regarding the recognition and measurement of
revenue, expenses, assets and liabilities. The IPSASB has noted that fund accounting is not
considered in the Conceptual Framework and that fund accounting has not been adopted in the
IPSASB'’s literature. This CP therefore does not propose the adoption of fund accounting.

The IPSASB is currently of the view that, in general, the issues regarding the recognition and
measurement of liabilities in respect of social benefits by social security funds are the same as for
other entities. The options set out in this CP will therefore be equally applicable to social security
funds as to other entities, subject to the following considerations.

o Social contract approach — some social security funds operate outside of the public sector.
Where these funds are financed by contributions rather than transfers from a public sector
entity, it is unlikely that the executory contract model can be applied by analogy. The social
contract approach option may not be appropriate for such funds.

o Social insurance approach — some social security funds may receive a guarantee from a
public sector entity, for example that the entity will make good any shortfall in funding. The
social insurance approach considers the net cash flows in respect of social benefits. This
calculation may need to include amounts received in accordance with the guarantee.

Composite Social Security Programs and other Programs providing multiple benefits

9.4

9.5

9.6

Some social benefits programs may be composite social security programs as defined in IPSAS 25.
Composite social security programs provide both employee benefits and non-employment related
benefits in a single program.

Other programs may provide both social security benefits and social assistance benefits in a single
program.

Where composite and similar programs provide benefits that have different accounting requirements,
this CP proposes that social security funds and other public sector entities should account for each
benefit provided in accordance with the appropriate accounting treatment. This will require entities to
distinguish between each element of the benefit payable. For example, a composite social security
program that provides both employee related benefits and social security benefits would need to
separately identify payments to be made in respect of the employee benefits element. The liability for
this element would be determined by applying the requirements of IPSAS 25. The liability for the
remaining payments (those relating to the social security element) would be determined by applying
the requirements of a future IPSAS on social benefits.
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There may be situations where the benefits provided are so interlinked that it is not practicable to
distinguish between the different elements. In these circumstances, this CP proposes that the entity
should determine which characteristics of the program are most significant in terms of the amounts
payable. The entity should then determine the accounting policy for the composite or similar program
by selecting the accounting requirements that most closely match those most significant
characteristics.

For example, a composite social security program may provide employee benefits which are based
on length of service and social security benefits where the amounts payable are linked to the level of
contributions paid. If the entity determines that:

) It is not practicable to distinguish between the employee benefits and social security benefits
elements of the program; and

o The level of contributions paid is the most significant characteristic of the composite program
when determining an individual's level of benefits;

the entity would account for the entire composite program as social security benefits in accordance
with a future IPSAS on social benefits.

Specific Matter for Comment 16

To assist its review of the proposed arrangements for composite social security programs, the
IPSASB is seeking examples of such programs. If you are aware of any programs that meet, or
may meet, the definition of a composite social security program, please provide details of the
program.

Accounting by public sector entities — guarantees

9.9

9.10

9.11

As noted in paragraph 9.3 above, some public sector entities may provide guarantees to social
security funds. Typically, such guarantees cover any shortfall in funding experienced by the social
security fund. However, guarantees could be given for other purposes. For example, a social security
fund may borrow money to enable it to pay social benefits. A public sector entity may provide a
guarantee in respect of the debt.

Where a public sector entity has provided a guarantee to a social security fund, the entity should
account for that guarantee in the same way as for all other guarantees. Financial guarantees are
defined in IPSAS 29. Where a public sector entity has provided a guarantee to a social security fund
that meets the definition of a financial guarantee, the public sector entity should account for that
guarantee in accordance with IPSAS 29, unless the entity has elected to account for the guarantee
in accordance with the relevant international or national standard dealing with insurance contracts.
Where the guarantee does not meet the definition of a financial guarantee, the public sector entity
should account for the guarantee in accordance with IPSAS 19 unless the guarantee is an insurance
contract within the scope of the relevant international or national accounting standard dealing with
insurance contracts.

Public sector entities, including social security funds, may be recipients of guarantees. Entities in
receipt of a guarantee should account for any revenue arising from the guarantee. Entities should
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also consider whether the guarantee meets the definition of an asset, and if so, include the asset in
the statement of financial position.

Accounting by public sector entities — control, joint control and significant influence

9.12 Where a social security fund is a reporting entity, the question of consolidation needs to be
addressed. The social security fund may operate independently, or it may be subject to the control,
joint control or significant influence of another entity or entities. The entity with control, joint control or
significant influence over a social security fund may or may not be a public sector entity.

9.13 Assessing whether an entity has control, joint control or significant influence over a social security
fund can be complex. For example, some social security funds in France are tripartite arrangements
involving the government, the employer and trades unions. Guidance on determining whether an
entity controls another entity is provided in IPSAS XX (ED 49). Guidance on determining whether an
entity has joint control or significant influence over another entity is provided in IPSAS XX (ED 50).

9.14 Where a public sector entity has an involvement with a social security fund, the entity will need to
evaluate its involvement with the social security fund, and account for its interest accordingly:

o Where the entity determines that it controls the fund (as defined in IPSAS XX (ED 49)), it will
account for the fund as a controlled entity in accordance with IPSAS XX (ED 49).

o Where the entity determines that it has joint control of the fund (as defined in IPSAS XX (ED
51)), it will account for its interest in the fund in accordance with IPSAS XX (ED 50).

o Where the entity determines that it has significant influence over the fund (as defined in IPSAS
XX (ED 50)), it will account for its interest in the fund in accordance with IPSAS XX (ED 50).

o Where the entity determines that it has neither control, joint control, nor significant influence
over a social security fund, the entity will only account for its transactions with the social security
fund.
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Appendix A: Examples of Social Benefit Programs

Al

A.2

A.3

A4

This CP has discussed the principles of how to account for social benefits. In practice, there are a
wide variety of benefits and programs, which the principles will need to be able to accommodate.
Chapter 2 describes this range of programs at a high level. This Appendix gives individual examples
of the programs and considers how the approach outlined in this CP could be applied in practice to
these examples were the financial statements to be prepared under IPSASs. This Appendix does
not address all possible benefits. Instead, it discusses a small number of examples, showing how
the principles can be applied to each.

This CP is seeking comments on three approaches to accounting for social benefits rather than
proposing a specific approach. The IPSASB will decide which approach or approaches should be
included in an ED after reviewing the comments received.

Of the approaches being considered, the obligating event approach and the social contract
approach take a ‘one size fits all’ view of social benefits. These approaches (including all of the
sub-options under the obligating event approach) can be applied to all social benefit programs. The
social insurance approach takes a mixed measurement view of social benefits. This approach can
be applied only to those social benefit programs that are financed, at least in part, by contributions.
Non-contributory social benefit programs would be accounted for using one of the other
approaches.

In discussing the examples below, this CP does not come to a view as to which approach would
be used for each example; the IPSASB will decide when developing an ED which approach or
approaches to permit. This CP comments on whether the social insurance approach could be
applied to specific examples, based on the nature of their financing. It also comments on any
specific issues that would arise in applying any of the approaches to a specific example, but
otherwise assumes that any of the identified approaches could be applied to any of the examples.

Retirement Benefits

A5 This Appendix describes examples of how retirement benefits are provided, and discusses how the
approach outlined in the CP can be applied to each example. Occupational pension schemes also
exist. These are not part of the state systems, and are outside the scope of this CP.

Denmark

A.6 State retirement benefits in Denmark are provided through two schemes. The first scheme is a
universal scheme, the second a social insurance scheme.

A7 The universal scheme provides an annual basic amount to citizens and to non-citizens who meet

the minimum residency requirements (or who are covered by reciprocal agreements). The amount
assumes 40 years residence, with the amount being reduced for shorter periods. The minimum
residency requirements are three years for Danish nationals and 10 years (to include the last five
years before retirement age) for foreign nationals. Individuals become eligible to receive a pension
at age 65 (increasing to 67 between 2024 and 2027). A means-tested supplementary pension
benefit is paid to the financially most disadvantaged pensioners.
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The universal scheme is managed by the Ministry of Social Affairs and Integration, with all the costs
of the scheme being met through general taxation.

The social insurance scheme (the Danish Labor Market Supplementary Pension) is known as the
ATP. Contributions are fixed, and vary only with the number of hours worked rather than with
income.

The ATP provides a guaranteed deferred annuity. The pensions paid are based on an individual’s
contribution record. A full, continuous contribution record (from age 16) is required for a full pension,
with a reduced pension being payable for shorter contribution periods. Individuals become eligible
to receive a pension at age 65 (increasing to 67 between 2024 and 2027).

The ATP is administered by the Labor Market Supplementary Pension Institution, an independent
institution headed by a bipartite board of directors representing employers (including the public
sector) and employees. The ATP is funded though contributions from employers and employees.
In recent years, the ATP has set aside substantial additional funds to cover the current increase in
life expectancy.

Application of the approach in this CP

A.12
A.13

A.14

A.15

France

A.16

The universal scheme and the ATP may have different accounting treatments.

The universal scheme is provided by the Ministry of Social Affairs and Integration. The Ministry will
include amounts relating to the universal scheme in its financial statements. The Ministry will
recognize and measure its liability using either the obligating event approach or the social contract
approach, depending on which approach the IPSASB includes in a future IPSAS. The social
insurance approach will not be appropriate for the universal scheme as the scheme is financed
from general taxation.

The ATP is provided through the Labor Market Supplementary Pension Institution, which will
include amounts relating to the ATP in its financial statements. As with the universal scheme,
recognition and measurement will be based on whichever approach(es) the IPSASB includes in a
future IPSAS (obligating event approach, social contract approach or social insurance approach).
The social insurance approach is a possible option for the ATP, as the scheme operates on a social
insurance basis, funded solely through employer and employee contributions.

The Ministry will need to consider whether it has any interest in the Labor Market Supplementary
Pension Institution. If the Ministry concludes that it has such an interest, it will account for that
interest in accordance with IPSAS XX (ED 49) (where the entity is a controlled entity) or IPSAS XX
(ED 50) (where the entity is a jointly controlled entity or an associate). If the Ministry concludes is
has no such interest, the ATP will not be included in the Ministry’s financial statements.

The provision of retirement benefits in France is complex. The overarching principle of solidarity
drives the provision of all social benefits in France. The solidarity principle means, for example, that
compensation mechanisms are in place to take account of demographic disparities. Schemes with
small numbers of current contributors that otherwise would not be able to finance all their payments

Agenda ltem 7.2
Page 69 of 90



A.l7

A.18

A.19

A.20

A.21

A.22

Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

receive a transfer from schemes with large numbers of current contributors. The Government may
also provide cash to allow the schemes to meet their payment commitments for the period.

The French pension system broadly covers civil servants and private sector employees through
different programs. This Appendix describes the general scheme (régime général) that covers most
private-sector employees. However, the approach applies (with minor variations in some cases) to
other schemes.

There are two tiers to the pension system. The first tier is the basic pension scheme, the second
tier is the additional or supplementary pension scheme. Participation in both schemes is mandatory.

The basic pension scheme provides pensions where the amount receivable is based on the number
(rather than the amount) of contributions made. A full (flat rate) pension is payable when
contributions have been made for the minimum number of years. Reductions are made where the
number of years’ contributions is below this minimum number. Retirement ages and contribution
periods are currently being increased.

The additional or supplementary pension scheme provides pensions where the amount payable is
based on pension points. Annual contributions are related to a participant’s earnings; the higher
the earnings, the higher the contributions and the greater the number of pension points allocated.
When the participant retires, the pension payable is based on the number of pension points the
participant has accumulated over their working life.

The different schemes are managed by separate public entities established by law. Each entity has
a board of directors, comprising, in the main, employers’ representatives and employees’
representatives (often unions). The entity manages the scheme under the supervision of the
relevant Ministry of the French Government.

The pension schemes are financed on a ‘pay as you go’ basis, with the contributions received in a
year being used to make pension payments in the year. Schemes are generally funded through
contributions. The application of the solidarity principle means that some schemes may receive
transfers (from other schemes or from the Government) to supplement the contributions.

Application of the approach in this CP

A.23

A.24

A.25

Japan

A.26

Each entity will prepare its own financial statements. The entity will recognize and measure any
liability it may have whichever approach(es) the IPSASB includes in a future IPSAS (obligating
event approach, social contract approach or social insurance approach).

Currently, the entities do not recognize a liability in respect of future pensions payable. Instead,
estimates of future payments in respect of civil servants are disclosed in the notes to the financial
statements of the Government.

Each entity (and each Ministry) will also consider whether the solidarity principle and the
compensation mechanisms in place give rise to a liability that should be recognized in its financial
statements.

In Japan, the public pension system has two tiers: a basic, flat-rate program and an earnings-

related program (employees’ pension scheme). The public pension system is being reformed
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following the introduction of new legislation in 2012. This Appendix describes the new system but
does not address all the transitional provisions that are currently in place. Instead, it describes how
the system will operate once the transition period is complete.

The public pension system is operated as an insurance system. There are three categories of
insured person within the system. Category 1 comprises self-employed individuals. Individuals
within this category pay a fixed insurance premium each month. Category 2 comprises individuals
employed in public and private sectors. Individuals within this category pay a premium that is
proportional to their salary. Employers match this contribution. Category 3 comprises dependent
spouses of individuals in Category 2. Those individuals in Category 3 do not pay any insurance
premiums.

The basic pension is paid from age 65. A full pension is paid with 40 years contributions, with
payments being adjusted proportionately for shorter periods. The minimum requirement for
receiving the basic pension is that the payment period for the insurance premium and any
exemption period for the insurance premium together must cover more than 10 years.

The earnings-related employees’ pension is also paid from age 65. The eligibility criteria require a
minimum of one contribution to have been paid. The amount of the pension is dependent on an
individual’s contribution record (both the number and the amount of contributions paid).

The pensions payable are index-linked. During the transition period, this level of index-linking is
being deflated to ensure the program is able to meet its future obligations. Deflation of the index-
linking will cease when an actuarial review indicates that the financial equilibrium of the pension
system is sustainable. Actuarial reviews are undertaken every five years.

The program primarily operates on a ‘pay as you go’ basis, although a reserve is also being
maintained.

In its financial statements, the Japanese Government currently presents the difference between
the assets of the pension system (net of an allowance for doubtful amounts) and the accounts
payable (recorded on a “due and payable” basis) as the “deposit reserved for public pension”.

Application of the approach in this CP

A.33

A.34

A.35

The Government will include amounts relating to the public pension system in its financial
statements. The Government will recognize and measure its liability using whichever approach(es)
the IPSASB includes in a future IPSAS (obligating event approach, social contract approach or
social insurance approach).

The fact that future benefits are being adjusted to ensure that the system is financially viable may
need to be taken into account when measuring the program.

If the obligating event approach is included in a future IPSAS and used to account for the public
pension scheme, adjustments to future benefits will affect the assessment as to when a present
obligation arises. Individuals’ valid expectation of being paid a pension will be affected by such
reductions (at least with regard to the amount of the pension), and the Government may be seen
as having a realistic alternative to settling the whole obligation.
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As the public pension system operates as an insurance system, the social insurance approach may
be an appropriate basis for the recognition and measurement of the public pension system.

If the social insurance approach is included in a future IPSAS and used to account for the public
pension scheme, the assessment of future payments will need to take into account the
Government’s ability to reduce benefits to a sustainable level.

If the social contract approach is included in a future IPSAS and user to account for the public
pension scheme, only legal obligations will be recognized as liabilities. Adjustments to future
benefits would not need to be considered under this approach.

Switzerland

A.39

A.40

A4l

A.42

A.43

A.44

A.45

A.46

State retirement benefits in Switzerland are provided through a social insurance scheme (Old-Age
and Survivors' Insurance, OASI). OASI is a legally independent entity. It grants pensions of two
basic types: old age pensions to people of retirement age, and in addition so called survivors'
pensions to spouses or dependent children of a deceased insured person.

Both schemes - old-age and survivors' insurance - are administered by compensation funds, which
collect contributions and pay benefits. There are about 100 such funds, which operate under the
auspices of various professional associations, of the cantons, and of the federal administration.

Employers are legally bound to deduct the employees' contributions from all salaries or salary-like
benefits and to pay these, along with their own contributions, to the compensation fund to which
they are affiliated. The contributions are a fixed percentage of the insured person’s income, equally
divided between employees and employers.

The pensions paid are based on an individual’'s contribution record. A full, continuous contribution
record is required for a full pension, with a reduced pension being payable for shorter contribution
periods. Errors in the contribution record can be corrected within 5 years, however errors further
back and years with less than minimal contribution cannot be rectified.

Men are entitled to old-age pensions from the age of 65 on. Since 1 January 2005 the age limit for
entitlement for women is 64.

The Swiss Central Compensation Office in Geneva, technically a part of the federal administration,
acts as an intermediary between the various funds, booking the contributions paid by all
compensation funds and providing them with the means to pay the pensions. Compensation funds
transfer any surpluses to the Central Compensation Office.

The Swiss government and in particular the Federal Social Insurance Office supervise the old-age,
survivors' and invalidity insurance system.

Since Swiss old-age and survivors' insurance is funded on a "pay-as-you-go" basis by the
contributions of the working population - the balance between the two is increasingly out of kilter.
To face up to such difficulties, the Swiss Confederation also contributes 19.55 % of outgoings. It
acquires this sum through direct federal and value-added taxes (VAT) as well as the taxes on
tobacco products, alcohol and gambling casinos. This amount is specified in legislation, as are the
contributions from employees/employers, as well as the benefits. In addition, a fixed proportion of
VAT is directly allocated to the program.
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A.47  Therefore, in case of a deficit of the scheme, there is no automatic adjustment of any funding source
and parliament needs to determine which sources are adjusted or whether they change benefits.
No guarantee is provided, and there is no default option.

Application of the approach in this CP

A.48 The OASI will include amounts relating to the state retirement scheme in its financial statements.
The OASI will recognize and measure its liability using whichever approach(es) the IPSASB
includes in a future IPSAS (obligating event approach, social contract approach or social insurance
approach).

A.49 If the obligating event approach is included in a future IPSAS and used to account for the state
retirement scheme, adjustments to future benefits will affect the assessment as to when a present
obligation arises. Individuals’ valid expectation of being paid a pension will be affected by such
reductions (at least with regard to the amount of the pension). The fact that, in the case of a deficit,
future benefits may be adjusted to ensure that the system is financially viable will need to be taken
into account when measuring the program. The fact that the Swiss Confederation’s contribution is
prescribed in legislation will also need to be taken into account in assessing when a valid
expectation can arise.

A.50 Future benefits would not need to be assessed if the social contract approach is included in a future
IPSAS and used to account for the state retirement scheme.

A.51  As the state retirement scheme operates as an insurance system, the social insurance approach
may be an appropriate basis for the recognition and measurement of the public pension system. If
this approach is included in a future IPSAS and used to account for the state retirement scheme,
the contributions from the Swiss Confederation and from VAT would need to be included in the
assessment of future cash flows. As the VAT contribution is based on the revenue raised by the
tax, this will involve estimating future VAT revenues.

A.52  The fact that, in the case of a deficit, future benefits or contribution rates may be adjusted to ensure
that the system is financially viable will need to be taken into account when measuring the program
under the social insurance approach. The assessment of future cash flows will need to take into
account any adjustments to contribution and benefit rates.

A.53 The Swiss Confederation’s contributions are prescribed by legislation, and no guarantees are
provided to the compensation funds. The Central Compensation Office, as part of the Swiss
Confederation, will recognize expenses as its liability to make contributions arises.

Unemployment Benefits
A.54  This Appendix describes examples of how unemployment benefits are provided and discusses how
the approach outlined in the CP can be applied to each example.

Canada

A.55 In Canada, unemployment benefits are payable through the federal Employment Insurance
program. The program provides a number of benefits. This Appendix considers regular benefits.
Although the arrangements for other benefits are different, the accounting issues will be the same.
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Employment Insurance regular benefits are paid to individuals who become unemployed through
no fault of their own, and who have worked at least the minimum number of hours required in the
previous 52 weeks. The minimum number of hours required varies depending on the level of
unemployment in the region, with a higher number of hours required for eligibility in regions with
lower unemployment.

The basic rate for calculating benefits is 55% of the weekly average insurable earnings. Insurable
earnings includes all earnings up to a maximum level. The average is calculated using the “best
weeks” (i.e., those weeks with the highest earnings) in the qualifying period. The number of weeks
used to calculate the average varies from 14 to 22 weeks, depending on the regional unemployment
level. Fewer weeks are taken into account in regions of higher unemployment. Weeks where the
individual earned no income will be included in the average if the individual worked for fewer weeks
than the number of weeks over which the average is calculated. The benefit rate can be higher for
low income families.

There is a two week “waiting period” before benefits are paid. After the waiting period, the maximum
number of weeks during which the regular benefit will be paid depends on two factors. The first
factor is the number of hours worked during the qualifying period. The higher the number of hours,
the longer the benefit period. The second factor is regional unemployment. The higher the regional
unemployment, the longer the benefit period.

Employment Insurance is provided by the federal Government, and is financed through mandatory
contributions from employers and employees. Contributions are proportionate to earnings up to the
maximum insurable amount. Although Employment Insurance appears to operate as a social
insurance program, income from Employment Insurance is treated as general taxation by the
Government. In most years, income from contributions matches or exceeds the benefits paid.

Application of the approach in this CP

A.60

A.61

A.62

The Government will include amounts relating to Employment Insurance in its financial statements.
The Government will recognize and measure its liability using whichever approach(es) the IPSASB
includes in a future IPSAS (obligating event approach, social contract approach or social insurance
approach). If the social insurance approach were used (which would be possible as the benefit
operates as an insurance scheme), it may be helpful to users to disclose the fact that future
revenue, which is be taken into account in measuring the program, is treated as general taxation.

The eligibility criteria and benefits calculations are complex, and are significantly determined by the
regional rate of unemployment. Estimates of future benefit payments are required under some
variants of the obligating event approach. Estimates of future cash flows are required under the
social insurance approach. In both cases, estimates may need to be prepared on a region-by-
region basis to take account of the effect of the regional rate of unemployment. No such
complexities arise under the social contract approach as only legal obligations are recognized as
a liability.

The Government will also need to consider whether the complex design of the program affects
presentation decisions. Significant judgments and estimation uncertainty relating to the program
are likely to be disclosed. Under some recognition and measurement models, the impact of the
regional variations on disclosure may need to be considered. For example, under the social
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insurance approach, it may be useful for accountability and decision making purposes to disclose
the net present value of the program region by region if these varied significantly.

Switzerland

A.63

A.64

A.65

A.66

A.67

A.68

A.69

A.70

A7l

Unemployment insurance provides benefits in the case of loss of employment, shortened working
hours, lack of employment due to weather conditions and insolvency on the part of the employer.
This insurance also pays for re-integration measures.

All persons in employment are obliged to contribute to the unemployment insurance scheme with
the exception of some family members of persons working in the agricultural sector and persons
who have reached retirement age. The self-employed are not covered by unemployment insurance,
although they also pay contributions.

The unemployment insurance is financed through mandatory contributions from employers and
employees. Contributions are proportionate to earnings, with a reduced percentage applied to
earnings above CHF 10,500 per month.

Unemployment insurance regular benefits are paid to individuals who become unemployed and
who have paid contributions for at least 12 month in the previous 2 years and earned a minimum
average amount of salary (currently CHF 500 per month). There is a 120 days “waiting period”
before benefits are paid in case of being exempt from contributions (e.g. studying at university,
other educational measures).

The maximum number of days during which the regular benefit will be paid depends on the number
of days worked during the qualifying period, the age of the insured person and the obligation to
maintain a third person. The benefits will be paid a maximum of 2 years of unemployment.

The basic rate for calculating benefits is 70% or 80% of the weekly average insurable previous
earnings. The 80% benefit applies to those with dependents (e.g. children in education), the 70%
to all others.

The unemployment insurance is administered by local employment offices (Arbeitslosenkassen),
which collect contributions and pay benefits. Some offices are operated by state or local
government, others by trade unions. Both are compensated out of the premium for the services
provided (Service Level Agreement). A compensation body acts as an intermediary between the
various offices, booking the contributions paid by all local employment offices and providing them
with the means to pay the benefits.

There are no contributions financed through tax revenues. However, federal and state governments
have provided loans to the compensation bodies during periods of high unemployment. These
loans have to be paid back, if necessary through a temporary increase in the contributions for the
employers and employees. Over time, the scheme is therefore fully financed by contributions.

The State Secretariat for Economic Affairs, an agency of the Swiss Confederation is responsible
for the employment insurance.

Application of the approach in this CP

A.72

Although unemployment insurance is administered by local employment offices, this is on an

agency basis. The compensation bodies act as principals for unemployment insurance.
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Because local employment offices act as agents for the receipt of contributions and payment of
benefits, they will not recognize these amounts in their financial statements. They will recognize
their own costs in providing these services and the income they receive under the Service Level
Agreement for providing the services.

The compensation bodies will recognize and measure unemployment insurance using whichever
approach(es) the IPSASB includes in a future IPSAS (obligating event approach, social contract
approach or social insurance approach).

Because the scheme is fully financed by contributions over the long term, the social insurance
approach can be applied to unemployment insurance. Under this approach, the program is
measured by reference to the net present value of the cash flows. Federal and state governments
may provide the compensation bodies with loans during periods of high unemployment. If these
loans are below market rates, this may need to be taken into account when assessing the discount
rate to be used.

Where a federal or state government provides loans to a compensation body, the loan would be
treated as a financial asset by the government and as a financial liability by the compensation body.
Interest will be recognized as revenue (by the government) and as an expense (by the
compensation body) in accordance with IPSAS 29.

United Kingdom

AT77

A.78

A.79

A.80

In the United Kingdom, unemployment benefits are provided through the Jobseeker’s Allowance
program. There are two types of Jobseeker's Allowance (JSA), income-based JSA and
contribution-based JSA. JSA is payable to those individuals who are unemployed or work a limited
number of hours per week and who are available for and actively seeking work.

Income-based JSA is payable to those individuals who have not made sufficient Class 1 National
Insurance contributions. Income-based JSA is means-tested, with income and savings taken into
account. The maximum amounts payable vary depending on the individual's age and family
circumstances. Reductions are made when an individual's income and / or savings exceed set
levels.

Contribution-based JSA is payable to those individuals who have made sufficient Class 1 National
Insurance contributions. Class 1 National Insurance contributions are paid on all earnings from
employment above a threshold. Contributions are proportionate to earnings, with a reduced amount
payable above an upper limit. Contributions are made by employers and employees. Contribution-
based JSA is payable for a maximum of 182 days. The amounts payable vary depending on the
individual's age. No deduction is made for income or savings, unless the income is from part-time
work or a pension.

JSA is managed by the Department for Work and Pensions, and is funded through general taxation.
This applies equally to contribution-based JSA and income-based JSA. National Insurance is
collected by HM Revenue and Customs, a non-ministerial department. Whilst payment of National
Insurance contributions is a requirement for eligibility to a number of benefits, receipts of National
Insurance contributions are treated as general taxation by the Government.

Agenda ltem 7.2
Page 76 of 90



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

Application of the approach in this CP

A.81

A.82

A.83

A.84

The Department will include amounts relating to JSA in its financial statements. The Department
will recognize and measure the program using whichever approach(es) the IPSASB includes in a
future IPSAS (obligating event approach, social contract approach or — for contribution-based JSA
only —the social insurance approach).

The social insurance approach is unlikely to be an appropriate basis for recognizing and measuring
income-based JSA as contributions are not required for access to this benefit. The social insurance
approach may be appropriate for recognizing and measuring contribution-based JSA, although
there are complicating factors. In order for the social insurance approach to be appropriate, a
reliable method of allocating National Insurance contributions to individual programs will need to
be identified.

The payment of sufficient National Insurance contributions forms part of the eligibility criteria for a
number of benefits, including the state pension. In order to recognize and measure JSA using the
social insurance approach (assuming this approach is included in a future IPSAS), National
Insurance contributions receivable will need to be apportioned to each benefit.

If the social insurance approach is included in a future IPSAS and used to account for the
contribution-based JSA , it may be helpful to users to disclose the fact that future revenue, which
is be taken into account in measuring the program, is treated as general taxation. Because they
are treated as general taxation, National Insurance contributions are not included in the financial
statements of the Department as the Department does not control the resource. National Insurance
contributions are shown at the whole of government level.

Injury Benefits

A.85 This Appendix describes examples of how personal injury compensation benefits are provided and
discusses how the approach outlined in the CP can be applied.

New Zealand

A.86 In New Zealand, comprehensive, no-fault personal injury cover is provided as a social benefit.
Benefits are provided by the Accident Compensation Corporation (ACC), a public sector entity
established by legislation.

A.87 The ACC works with businesses and the community to reduce accidents. When an accident does
occur, the ACC helps to provide treatment, care and services for anyone who is injured. These are
provided on a no-fault basis.

A.88 Claims are managed through five separate accounts. The accounts are mainly funded through
levies. The levy rates are regularly updated on the basis of actuarial advice to achieve this objective.
The ACC operates a ‘fully funded’ model whereby it seeks to collect enough money during each
year to cover the full lifetime costs of every claim that occurs in that year.

A.89 The operation of each account is described in the following paragraphs.

A.90 The Work Account provides cover for all work-related injuries. The Work Account is funded by a

levy. There are two portions to the levy. The current portion is based on payroll or liable earnings,

as well as the level of risk and cost of injuries associated with the particular industry. This provides
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cover for injuries in the period. The residual portion of the Work Account levies covers claims for
work injuries that happened before 1 July 1999, when the ACC operated a ‘pay as you go’ model.

The Earners’ Account covers claims for people in paid employment who are injured outside of work.
The Account is funded by a levy on employment.

The Non-Earners’ Account covers claims for injuries to people who are not in the paid workforce,
such as students, beneficiaries, retired people and children. This account is funded through general
taxation.

The Motor Vehicle Account covers claims for all injuries involving motor vehicles on public roads.
It is funded by a levy included in the price of fuel and the motor vehicle licensing fee.

The Treatment Injury Account covers claims for treatment injuries, i.e., injuries connected with the
medical treatment received. This Account is funded by transfers from the Earners’ Account and the
Non-Earners’ Account.

The programs operated by the ACC provide benefits to everyone who is injured in New Zealand,
irrespective of whether they have contributed to an account. This includes those who are visiting
New Zealand.

The ACC'’s annual report includes the following information:

2012/13 combined

Account Type of cover Source of funding average levy [excl. GST)

Levied Accounts — revenue is collected through ACC levies

Waork Work-related injuries Employers $1.15 per 5100 liable
Self-employed earnings
Earners’ Non-work-related injuries Employees $1.48 per 5100 liable
to earners, e.g. home, sport | Selfemployed eamings
Mator Injuries imvolving motor Motorists §334.52 (average levy for
Vehicle vehicles on public roads petrol-driven car including
petrol levy and licensing
fee)

MNon-levied Account - revenue is collected through Government appropriation

Mon- Injuries to non-earners, Government appropriation | N/A
Earners’ e.g. students, elderly

Mixed-funded Account — revenue is collected through ACC levies and Government appropriation

Treatment | Injuries caused by Earners’ and Non-Earners® | N/A
Injury registered health providers | Accounts
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Application of the approach in this CP

A.97

A.98

A.99

A.100

The ACC will include the programs in its financial statements. The Corporation will recognize and
measure the program whichever approach(es) the IPSASB includes in a future IPSAS (obligating
event approach, social contract approach or social insurance approach).

The social insurance approach may not be an appropriate basis for recognizing and measuring the
Non-Earners’ Account as this is funded from general taxation rather than contributions. However,
the social insurance approach may be appropriate if the substance of the arrangement is that the
Account is funded by contributions made by the Government on behalf of non-earners.

The social insurance approach may be appropriate for recognizing and measuring the other
Accounts. If the social insurance approach is included in a future IPSAS and used to account for
the Treatment Injury Account, levy income from the Earners’ Account and the Non-Earners’
Account will need to be apportioned to the Treatment Injury Account.

The Government will need to consider whether its obligation to fund the Non-Earners’ Account
gives rise to a liability that should be recognized in the financial statements.

Switzerland

A.101

A.102

A.103

A.104

A.105

A.106

Switzerland operates a compulsory accident insurance scheme. The compulsory accident
insurance scheme is a personal insurance, which covers the economic consequences of work and
non-work accidents and occupational diseases. Benefits available under this type of insurance
represent compensation for injury to health and incapacity to work as a result of an accident or an
occupational disease.

Everyone who is employed in Switzerland is covered by accident insurance. Accident insurance
does not cover unemployed persons. Self-employed persons and members of their family who work
with them in the same business are also not covered by compulsory insurance. These persons
must arrange cover against accidents as part of their compulsory sickness insurance.

The employer pays premiums for insurance against work accidents and occupational diseases.
The employee premiums provide for insurance against non-work accidents. The employer pays the
total amount to the insurance company and deducts the employee's contribution from his or her
salary. A premium is calculated in advance and paid by the employer. The premium payable is
calculated according to the annual income for the past year.

Premiums are expressed in amounts per CHF 1,000 of income subject to compulsory insurance.
They are composed of a net premium corresponding to the risk involved and various supplementary
amounts. The employer's business is categorized according to type and conditions and the
premium is set according to a premium tariff based on these elements.

The benefits consist of benefits in kind (reimbursements for medical costs) as well as cash
payments based on the insured income.

Both compulsory and voluntary insurance is provided by the Swiss National Accident Insurance
Agency (SUVA®) or by other approved private accident insurance companies, depending on the

% Referred to on the Swiss Federal Social Insurance Office web site as CNA (French abbreviation)
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industry or category of cover. The SUVA is an independent, non-profit company established under
public law. Both the SUVA and the private accident insurance companies are fully financed by the
insurance premium and investment income. They receive no subsidies from any level of
government. They do not borrow from government. Some insurance companies invest (voluntarily)
in government bonds as part of their asset management activities.

Application of the approach in this CP

A.107

A.108

A.109

The compulsory accident insurance scheme is a social benefit provided through exchange
transactions. As insurance companies, the providers (including SUVA) will account for the
insurance policies using international or national standards for insurance accounting, which may
(depending on the standards used) may have similarities with the social insurance approach
outlined in this CP.

The Swiss Confederation will assess whether it controls, jointly controls or has significant influence
over SUVA. If the Confederation concludes it has no control, joint control or significant influence
over SUVA, it will account only for its transactions with the providers (the payment of employer
contributions, deduction and remittance of employee contributions and any investments by the
companies in government bonds).

If the Confederation concludes it has control, joint control or significant influence over SUVA, the
Confederation will account for its interest in SUVA in accordance with the relevant IPSAS (IPSAS
XX (ED 49)) or IPSAS XX (ED 50)).

Sources of Information

A.110

Information for the case studies in this Appendix was drawn from the sources listed below. In
addition, IPSASB Members, Technical Advisors and Observers provided additional information.

Case Study Source of Information
Retirement Benefits

All OECD (2013), Pensions at a Glance 2013: OECD and G20 Indicators,
OECD Publishing.

http://dx.doi.org/10.1787/pension_glance-2013-en

Denmark ATP web site:

http://www.atp.dk/X5/wps/wcm/connect/ATP/atp.com/about/omatp/ab
out_the organisation/

United States Social Security Administration web site:

http://www.ssa.gov/policy/docs/progdesc/ssptw/2012-
2013/europe/denmark.html
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Case Study Source of Information

France Centre des Liaisons Européennes et Internationales de Sécurité
Sociale (CLEISS) web site:

http://www.cleiss.fr/docs/regimes/regime_france/an 3.html

Embassy of France in Washington web site:

http://www.ambafrance-us.org/spip.php?article643

Japan Japanese Ministry of Health, Labour and Welfare web site:

http://www.mhlw.go.jp/english/policy/pension/pension/index.html

Unemployment Benefits

Canada Service Canada web site:

http://www.servicecanada.gc.ca/eng/sc/ei/index.shtml

United Kingdom United Kingdom Government web site:

https://www.gov.uk/jobseekers-allowance

Injury Benefits

New Zealand Accident Compensation Corporation (ACC) web site:

http://www.acc.co.nz/about-acc/overview-of-acc/introduction-to-
acc/index.htm

Switzerland Federal Social Insurance Office web site:

http://www.bsv.admin.ch/themen/ueberblick/00003/index.html?lang=
en
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Appendix B: Evaluation of Options against the Objectives of Financial Reporting and the QCs

B.1 This Appendix evaluates each of the options identified in this CP against the objectives of financial reporting and the QCs. In preparing an

Exposure Draft on social benefits, the IPSASB will use the information provided by respondents to update this evaluation.

Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

2.1 The objectives of financial
reporting by public sector entities
are to provide information about
the entity that is useful to users of
GPFRs for accountability
purposes and for decision-making
purposes (hereafter referred to as
“useful for accountability and
decision-making purposes”).

2.11 For accountability and
decision-making purposes,
service recipients and resource
providers will need information
that supports the assessments of
such matters as:

e The performance of the entity
during the reporting period in,

for example:
o Meeting its service
delivery and other

The obligating event approach
provides information on the
performance of each program by
reporting the expenses, the
liabilities arising from both legally
binding and non-legally binding
obligations recognized in the
reporting period. This provides
information about the cost of
services.

Information  about  expenses
recognized in the period and any
liabilities that exist at the reporting
date will relate to the entity's
financial capacity.

The obligating event approach
provides information on the
performance of each program by
reporting the expenses, the
liabilities arising from both legally
binding and non-legally binding

The social contract approach
provides information on the
performance of each program by
reporting the expenses and the
liabilities arising from legally
binding obligations recognized in
the reporting period. This provides
information about the cost of
services.

Information  about  expenses
recognized in the period and any
liabilities that exist at the reporting
date will relate to the entity's
financial capacity.

The social contract approach
provides information on the
performance of each program by
reporting the expenses and the
liabilities arising from legally
binding obligations recognized in
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The social insurance approach
provides information regarding the
performance of each program by
determining expected levels of
benefits to be paid and
contributions to be received, and
reporting variations from those
levels. This provides information
about the cost of services.

Information about any surplus
generated by the program or any
subsidy required to finance the
program relates to the financial
capacity of the entity.

The social insurance approach
provides information regarding the
performance of each program by
determining expected levels of
benefits to be paid and
contributions to be received, and
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

operating and financial
objectives;

o Managing the resources it
is responsible for; and

o Complying with relevant
budgetary, legislative, and
other authority regulating
the raising and use of
resources;

e The liquidity (for example,
ability to meet current
obligations) and solvency (for
example, ability to meet
obligations over the long term)
of the entity;

e The sustainability of the
entity’s service delivery and
other operations over the long
term, and changes therein as
a result of the activities of the
entity during the reporting
period ...;

obligations recognized in the
reporting period. This provides
information about the cost of
services.

In  combination  with  other
information, either in the notes or
in another GPFR, this will
contribute to assessments of
whether an entity is meeting its
objectives, managing its
resources and complying with
relevant regulations.

Some obligating event approach
sub-options will provide
information regarding current and
long-term liabilities that may
contribute to assessments of
liquidity and solvency.

The obligating event approach
does not provide information
about the sustainability of the
entity’s service delivery over the
long term.

Under some sub-options, the
statement of financial position will
include liabilities that are to be
settled in future periods. However,

the reporting period. This provides
information about the cost of
services.

In  combination  with  other
information, either in the notes or
in another GPFR, this will
contribute to assessments of
whether an entity is meeting its
objectives, managing its
resources and complying with
relevant regulations.

The social contract approach may
provide limited information
regarding current liabilities that
may contribute to assessments of
liquidity.

The social contract approach does
not provide information about the
sustainability of the entity’s service
delivery over the long term.

Such information could be made
available in the notes of in a
separate GPFR, for example a
report on long-term sustainability
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reporting variations from those
levels. This provides information
about the cost of services.

In  combination  with  other
information, either in the notes or
in another GPFR, this will
contribute to assessments of
whether an entity is meeting its
objectives, managing its
resources and complying with
relevant regulations.

The social insurance approach will
provide information regarding
cash flows (both inflows and
outflows) over the coverage period
of a social benefit program that will
be relevant to assessments of
liquidity and solvency.

The social insurance approach
provides information on expected
future cash flows (both inflows and
outflows) and hence provides a
degree of information regarding
the sustainability of the entity's
service delivery over the long
term. This information relates to
current participants in a program,
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

e The capacity of the entity to
adapt to changing
circumstances, whether
changes in demographics or
changes in domestic or global
economic conditions which
are likely to impact the nature
or composition of the activities
it undertakes and the services
it provides.

this information relates only to
current liabilities and does not
provide information on how these
will be financed.

Information could be made
available in the notes of in a
separate GPFR, for example a
report on long-term sustainability
of an entity’s finances prepared in
accordance with RPG 1.

The obligating event approach
provides limited information about
the capacity of the entity to adapt
to changing circumstances.

Information regarding costs (and
under some sub-options,
liabilities) is provided, and notes
may include trend information.

The obligating event approach
does not provide information as to
how future costs and liabilities
(which may be a constraint on the
entity’s ability to adapt to changing
circumstances) are to be financed.

of an entity’s finances prepared in
accordance with RPG 1.

The social contract approach
provides limited information about
the capacity of the entity to adapt
to changing circumstances.

Information regarding costs is
provided, and notes may include
trend information.

The social contract approach does
not provide information as to how
future costs (which may be a
constraint on the entity’s ability to
adapt to changing circumstances)
are to be financed.

and so does not include
participants who will join a
program in future periods. The
coverage period for some
programs may be short, limiting
the usefulness of the information
provided.

Further information could be made
available in the notes of in a
separate GPFR, for example a
report on long-term sustainability
of an entity’s finances prepared in
accordance with RPG 1.

The social insurance approach
provides some information about
the capacity of the entity to adapt
to changing circumstances.

Information about any surplus
generated by a program or any
subsidy required to finance a
program is relevant to an
assessment of the capacity of the
entity to adapt to change.

Notes may provide further
information about a program such
as the coverage period and
whether the entity has the
opportunity to amend contribution
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

rates to reflect revised

assessments of risks.

3.6 Financial and non-financial
information is relevant if it is
capable of making a difference in
achieving the objectives of
financial reporting. Financial and
non-financial information is
capable of making a difference
when it has confirmatory value,
predictive value, or both. It may be
capable of making a difference,
and thus be relevant, even if some
users choose not to take
advantage of it or are already
aware of it.

The obligating event approach
provides relevant information.
Information will have confirmatory
value on the cost of services in the
period.

Information in respect of some of
the sub-options will relate to future
periods. To differing degrees, this
information has predictive value.

The social contract approach
provides relevant information.
Information will have confirmatory
value on the cost of services in the
period.

The social insurance approach
provides relevant information.
Information will have confirmatory
value on the cost of services in the
period.

As information regarding
estimated future cash flows is
provided, the information also has
predictive value.

3.10 To be useful in financial
reporting, information must be a
faithful representation of the
economic and other phenomena
that it purports to represent.
Faithful representation is attained
when the depiction of the
phenomenon is complete, neutral,
and free from material error.
Information that faithfully
represents an economic or other
phenomenon depicts the

Some sub-options (for example,
the “due and payable” approach)
consider revalidation as a
recognition criterion rather than a
factor affecting measurement.
Some question whether these
sub-options meet the QC of
faithful provide a complete
depiction of the claims on the
resources of the entity and
therefore representation.

Some question whether the social
contract approach meets the QC
of faithful representation. They
guestion whether an approach
that recognizes only legally
binding obligations provides a
complete depiction of the claims
on the resources of the entity.

Under the social insurance
approach, information is based on
all expected future cash flows and
is therefore complete. With
appropriate controls to ensure the
information is neutral and free
from material error, the
information will meet the QC of
faithful representation.
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

substance of the underlying
transaction, other event, activity or
circumstance—which is not
necessarily always the same as its
legal form.

3.17 & 3.18 Understandability is
the quality of information that
enables users to comprehend its
meaning. GPFRs of public sector
entities should present information
in a manner that responds to the
needs and knowledge base of

Some  sub-options of the
obligating event approach (for
example, the “due and payable”
approach) provide information that
is straightforward to understand.
Information provided by such
approaches will meet the QC of

Under the social contract
approach, information is provided
in respect of legally binding
obligations. Such information
meets the QC of
understandability. Information
provided under this approach may

The calculations that underpin the
information provided by the social
insurance approach are complex.
Such information may be difficult
for non-experts to understand.
Sufficient explanation of the
information will be required for the

users, and to the nature of the | understandability. be more understandable than | QC of understandability to be met.
information presented. Other sub-approaches that | under the other approaches.
consider revalidation to be a factor
However, information should not | that affects measurement rely on
be excluded from GPFRs solely | more complex calculations. Such
difficult for some users to |non-experts to  understand.
understand without assistance. Sufficient  explanation of the
information will be required for the
QC of understandability to be met.
3.19 Timeliness means having | Some  sub-options of the | Because only legally-binding | The social insurance approach

information available for users
before it loses its capacity to be
useful for accountability and
decision-making purposes. Having
relevant information available

obligating event approach (for
example, the “due and payable”
approach) provide information that

obligations are recognized, the
social contract approach provides
information that is simple to

relies on complex calculations.
The timeliness of the information
provided under this approach will
depend on the quality of the
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

sooner can enhance its usefulness
as input to assessments of
accountability and its capacity to
inform and influence decisions that
need to be made. A lack of
timeliness can render information
less useful.

is simple to calculate and can be
provided in a timely manner.

For other sub-options that rely on
more complex calculations, the
timeliness of the information
provided will depend on the quality

calculate and can be provided in a
timely manner.

entity’s financial and management
information systems.

of the entity's financial and

management information

systems.
3.21 Comparability is the quality | Some  sub-options  consider | The social contract approach will | The social insurance approach will
of information that enables users | revalidation as a recognition | provide information that enables | provide information that enables
to identify similarities in, and | criterion rather than a factor | users to identify similarities in, and | users to identify similarities in, and
differences between, two sets of | affecting measurement. Some | differences between, the legally | differences between, different
phenomena. Comparability is not | question whether these sub- | binding obligations arising from | social security programs.
a quality of an individual item of | options meet the QC of | different social benefit programs. | Considerable information on the
information, but rather a quality of | comparability. This is because two assumptions and accounting

the relationship between two or
more items of information.

programs with identical benefits
and nearly identical eligibility
requirements can have different
liabilities, because of different
revalidation dates.

conventions used is necessary to
achieve the QC of comparability.

3.26 Verifiability is the quality of
information that helps assure
users that information in GPFRs
faithfully represents the economic
and other phenomena that it
purports to represent....

Some  sub-options of the
obligating event approach (for
example, the “due and payable”
approach) provide information that
is simple to calculate and which
will meet the QC of verifiability.

The social contract approach
provides information that is simple
to calculate and which will
therefore meet the QC of
verifiability.

The social insurance approach
provides information that may only
be verifiable indirectly, by
checking  the inputs and
recalculating the outputs using the
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

For other sub-approaches that rely
on more complex calculations,
information may only be verifiable
indirectly, by checking the inputs
and recalculating the outputs
using the same accounting
convention or methodology.

same accounting convention or
methodology.
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REQUEST FOR COMMENTS

This Consultation Paper, Social Benefits, was developed and approved by the International Public Sector
Accounting Standards Board® (IPSASB®).

The proposals in this Consultation Paper may be modified in light of comments received before being issued
in final form. Comments are requested by July 31 2015.

Respondents are asked to submit their comments electronically through the IPSASB website, using the
“Submit a Comment” link. Please submit comments in both a PDF and Word file. Also, please note that
first-time users must register to use this feature. All comments will be considered a matter of public record
and will ultimately be posted on the website. This publication may be downloaded from the IPSASB website:
www.ipsasb.org. The approved text is published in the English language.

[Summary of Preliminary Views and Specific Matters for Comment will be added once the document

is finalized]
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Executive Summary

The objective of this Consultation Paper (CP) is to initiate discussion on the possible accounting treatments
for social benefits. It considers matters such as the scope of a future IPSAS on social benefits and related
definitions, and the extent to which liabilities in respect of social benefits arise, and the recognition and
measurement of any such liabilities.

The delivery of social benefits to the public is a primary objective for many governments and accounts for
a sizeable proportion of their expenditure. Yet IPSASs do not provide guidance on how to account for social
benefits. IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets excludes provisions related to
social benefits in non-exchange transactions from its scope.

This CP defines social benefits as “benefits payable to individuals and households, in cash or in kind, to
mitigate the effect of social risks. Social risks are defined as events or circumstances that may adversely
affect the welfare of households either by imposing additional demands on their resources or by reducing
their income. Social benefits do not include collective goods and services.” This definition is intended to be
consistent with the approach adopted in statistical reporting. This CP_identifies different types of social
benefits — social security, social assistance and social transfers in kind — each of which may raise specific
accounting issues.

The CP identifies three broad approaches to accounting for social benefits. The approaches can be
summarized as follows:

° Option 1: The obligating event approach. This approach considers social benefit programs by
reference to the definitions of a liability in the Conceptual Framework. Under this approach,
obligations to pay social benefits are seen as no different (in principle) than other obligations. Under
this _approach, the key debate is about when a present obligation arises. The CP identifies five
scenarios in which a present obligation for social benefits may arise:

(a) A present legal obligation exists;

(b) Al eligibility criteria have been met (with the present obligation not extending past the next
revalidation point);

(c) __ Amounts become due and payable;

(d)  Threshold eligibility criteria have been satisfied; or

(e) _ Key participatory events have occurred

° Option 2: social contract approach. This approach acknowledges, as commitments, both:

(a) __ Public sector obligations to provide goods, services and cash transfers to individuals or
households; and

(b)  The rights of individuals or households to receive those benefits.

The approach also acknowledges that the ongoing duty of individuals or households to contribute
taxes and other sources of finance effectively offsets such obligations. There is a social contract
between the state and the citizens such that citizens agree to pay taxes to enable the state to provide
social benefits. This is analogous to an executory contract, where an entity would not recognize a
liability until the counterparty to a contract had performed their obligations. Under this approach,
present obligations only arise once legal entitlements are established.

Agenda ltem 7.3
Page 4 of 99



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

° Option 3: social insurance approach. This approach considers that at least some social benefit
programs are similar in practice to insurance contracts. As such, it may be appropriate to use an
insurance accounting model when accounting for these programs. The social insurance approach is
most suited to contributory programs, where future contributions are compared to future payments to
recipients and the net present value of the program is shown in the statement of financial position.
This approach recognizes a present obligation to pay benefits at the point that coverage begins. The
approach also recognizes a right to future receipts resulting from the provision of that coverage.
Complex issues arise under the social insurance approach in respect of partially subsidized programs
and significant changes to the terms of programs.

The CP seeks respondents’ views on these matters. Unlike the first two options, a mixed approach to
accounting for social benefits is implicit within the social insurance approach. The CP considers the three
approaches in detail, and assesses them against the objectives of financial reporting and the gualitative
characteristics that are set out in the Conceptual Framework.

The CP asks what information entities should present to meet users’ information needs. The CP proposes
the following presentation objective for a future IPSAS:

An entity shall provide information that helps users of its financial statements and general purpose
financial reports assess

(&) The impact of social benefits provided on the entity’s financial performance and financial
position; and

(b)  The sustainability of social benefits provided.

To assist this assessment, an entity shall present contextual information about:

(c) __ The nature of social benefits provided by the entity; and

(d)  How the entity administers the provision of social benefits.

The CP considers how the approaches set out in the CP can be applied to social security funds and
composite programs. The CP also considers how an entity should account for guarantees it gives or
receives in respect of social benefits, and how the entity should account for any other entities (such as
social security funds) it controls, jointly controls, or over which it has significant influence.

Respondents are directed to the At a Glance Consultation Paper Summary located on the IPSASB website.
This staff document provides a brief and useful overview of this CP.
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Introduction

The delivery of social benefits to the public is a the primary objective for many governments and often
accounts for a sizeable proportion of their expenditure. The Preface to The Conceptual Framework
for General Purpose Financial Reporting by Public Sector Entities (the Conceptual Framework)
identifies the provision of social benefits as a distinguishing feature of the public sector.

IPSASSs do not provide requirements and guidance on how to account for social benefits. IPSAS 19,
Provisions, Contingent Liabilities and Contingent Assets excludes provisions related to social benefits
in non-exchange transactions from its scopel. Entities applying accrual-based IPSASs may use
inconsistent or inappropriate reporting for social benefits in their financial statements. As a result,
users may not be able to find the information they need to assess social benefit programs. The lack
of an IPSAS on accounting for social benefits is, therefore, a significant gap in the IPSASB'’s literature.

This Consultation Paper (CP) is an important step in determining the appropriate reporting of social
benefits. Thise CP builds on the previous work of the IPSASB in this area. The CP considers the
approaches to, and issues arising in, accounting for social benefits. Its objective is to initiate a debate
about matters such as:

. The definition and classification of social benefits;
o Approaches to the recognition and measurement of social benefits; and
° Presentation of information about social benefits.

Publication of an IPSAS on social benefits is expected to result in consequential changes to other
IPSASSs. Proposals regarding such changes will be incorporated into an Exposure Draft.

History of the Project

15

1.6

1.7

Between 2002 and 2008 the IPSASB and its predecessor (the Public Sector Committee (the PSC))
carried out extensive work on accounting for social benefits. In March 2002, the PSC initiated its first
project on this subject. This was one of the first major public sector specific projects.

The PSC established a Steering Committee to support the project. The Steering Committee included
non-PSC members from national and local governments, international organizations and regional
bodies to provide experience and expertise. The Steering Committee developed an Invitation to
Comment (ITC), Accounting for Social Policies of Government. This was published in January 2004.

Responses to the ITC supported the development of an IPSAS on social benefits. The preferred
approach was based on IPSAS 19. The theoretical model outlined in the ITC governed the IPSASB'’s
approach to social benefits over the next few years. However, in November 2006 the IPSASB
changed course. This was primarily because:

o There was no consensus on when a present obligation arises especially for contributory cash
transfer programs; and

o Other standard setters were researching alternative approaches to accounting for social benefit
programs at this time.

1

Further details can be found in Chapter 3
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The IPSASB also came to a view that the financial statements cannot satisfy all a user’s information
needs regarding social benefits. Further information about the long-term fiscal sustainability of those
programs, is required.

The IPSASB then developed an ED dealing solely with disclosure. Issues relating to recognition and
measurement were addressed in a Consultation Paper.

In March 2008 the IPSASB issued:

. Exposure Draft (ED) 34, Social Benefits: Disclosure of Cash Transfers to Individuals or
Households;

. Consultation Paper, (CP) Social Benefits: Issues in Recognition and Measurement; and
. Project Brief, Long-Term Fiscal Sustainability.

The majority of respondents opposed the approach in ED 34. They did not consider that disclosures
in the financial statements could convey sufficient information about social benefits and that the
approach to determining the amount of disclosures would pre-judge approaches to recognition and
measurement. The approach taken in the project brief Long-term Fiscal Sustainability was supported.

The IPSASB decided not to develop ED 34 into an IPSAS. The IPSASB also recognized the linkages

between the Conceptual Framework and social benefits. The Elements and Recognition phase would
define a liability. This definition would influence the accounting for social benefits. The IPSASB
therefore decided to defer further work on this topic. The IPSASB initiated a project on the long-term
sustainability of the public finances in 2008, based on the project brief. Recommended Practice
Guideline (RPG) 1, Reporting on the Long-Term Sustainability of an Entity’s Finances, was published
in July 2013.

1121.13 In September 2013, following the publication of RPG 1, the IPSASB agreed to restart its

work on social benefits. As noted above, the social benefits project had been deferred to allow work
on RPG 1 and the Conceptual Framework. Following the publication of RPG 1, and with the
Conceptual Framework nearing completion, the IPSASB agreed that it was an appropriate time to
recommence work on the social benefits project.

Conceptual Framework

44131.14 The complete-Conceptual Framework was published in October 2014. This development

will influence this project in two ways:

. The objectives of financial reporting and the qualitative characteristics provide a framework
against which the options identified in this CP can be assessed; and

. Updated definitions of a liability and related terminology will influence the discussion as to
whether social benefits obligations meet the definition of a liabilityies-should-be-recognized-in
respect-ofsocial-benefits, and if so, hewwhen these should be measuredrecognized.

Definition of a liability and related terminology

4.241.15 The Conceptual Framework defines a liability as “a present obligation of the entity for an

outflow of resources that results from a past event.”?

2 Conceptual Framework, paragraph 5.14Referenceto-be-added
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4151.16 The Conceptual Framework defines a present obligation as “a legally binding_obligation
(legal obligation) or non-legally binding obligation,reguirement which an entity has little or no realistic
alternative to avoid.”® Until the publication of the Conceptual Framework, this term was not defined
in IPSAS.

4161.17 There are two key factors to be considered in determining when a liability arises for a social
benefit:

. What is the past event (or events) that gives rise to a present obligation?
. When does an entity have little or no realistic alternative to avoid settling the obligation?

4471.18 IPSAS 19 brings these two factors together in its definition of a past obligating event as “an
event that creates a legal or constructive obligation that results in an entity having no realistic
alternative to settling that obligation.”*

4.481.19 This definition is now inconsistent with the Conceptual Framework. This CP therefore
adopts an updated definition of an obligating event as “an event that creates a present obligation.”
This definition refers to “a legally binding obligation (legal obligation) or non-legally binding
obligationreguirement” rather than a “legal or constructive obligation.” It also considers whether an
entity has “little or no realistic alternative to avoid” an outflow of resourcesthereguirement. IPSAS 19
considers whether an entity has “no realistic alternative to settling” the obligation.

4191.20 These updated definitions are used to update the IPSASB’s previous discussions as to
whether an obligating event in respect of social benefits arises, and if so when.
Objectives of financial reporting and qualitative characteristics

4201.21 The objectives of financial reporting are set out in paragraph 2.1 of the Conceptual
Framework.

“The objectives of financial reporting by public sector entities are to provide information about the
entity that is useful to users of GPFRs for accountability purposes and for decision-making
purposes (hereafter referred to as “useful for accountability and decision-making purposes”).”

1.22 The responses to the ED 34 and the 2008 CP provided valuable insights into the information that
users would find useful for accountability and decision-making purposes. The key insights that may
be relevant to this project are summarized below.

° Providing actuarially-based information regarding liabilities arising from prospective outflows
(i.e., social benefit expenses) without providing similar_information regarding assets arising
from prospective inflows (such as tax receipts and contributions received) is of limited
relevance and does not faithfully represent an entity’s financial position..

° Providing prospective information that only includes current participants (those currently in
receipt of a social benefit) rather than future participants (those who will receive a social benefit
in future) may be misleading. Prospective information provided on this basis does not provide
useful information about the future sustainability of social benefit programs.

3 Conceptual Framework, paragraph 5.15Reference-to-be-added
4 IPSAS 19, paragraph 18
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° There can be a significant overlap between cash transfers and individual goods and services>;
providing information about cash transfers but not individual goods and services does not
provide useful information about the future sustainability of social benefit programs.

1.211.23 This CP identifies three options to account for social benefits provided by public sector
entities (see below). In assessing those options-identified-in-this-CP, the IPSASB will consider how
well theyese-options satisfy the objectives of financial reporting_ and meet users’ information needs.
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Approach taken in this CP

4.331.35 This CP draws on the Conceptual Framework to update the IPSASB’s previous work on
this subject. The CP also considers other developments since 2008.

1341.36 This CP adopts a definition of social benefits that is consistent with Government Financial
Statistics (GFS). This excludes collective goods and services such as defense and public order. The
CP also adopts a classification of social benefits that is consistent with GFS. The reasons underlying
this approach are set out in Chapter 3.

4.351.37 The CP identifies three options for accounting for social benefits. These options are:
. Obligating event approach (an update of the approach used in the 2004 ITC)
o Social contract approach (the alternative approach identified in the 2008 CP)
. Social insurance approach (a new approach based on insurance accounting)

1.361.38 The options identified are explored in Chapters 5-7. The CP evaluates these options
against the objectives of financial reporting and the qualitative characteristics set out in the
Conceptual Framework. This evaluation is shown in Appendix B.

13
4@%@%%%, 0

Agenda ltem 7.3
Page 12 of 99



2.2

2.3

Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

Social Benefit Programs?

There is a wide variety of social benefit programs provided by public sector entities globally. Programs
vary in the_services provided as social benefits—provided;; their administration;—-and the funding
mechanisms used to provide the benefits; and the nature of the benefits.

This Chapter of the CP discusses the types-eftypical services provided as social benefits-previded;
the main administration arrangements; and-some of the funding mechanisms; and the nature of the
benefits. This discussion is intended to highlight the complexity that can arise in the design of social
benefit programs. It does not seek to provide a comprehensive list of the types-of benefitsservices
provided, administration arrangements or funding mechanisms that may be used.

This Chapter of the CP does not discuss specific examples of social benefit programs. Appendix A
includes six-examples of social benefit programs, and discusses how the approach set out in the
remainder of this CP could be applied to those specific examples.

CategoriesofServices provided as Social Benefits

2.4

2.5

2.6

2.7

The ecategories—ofservices provided as social benefits—provided-by-public-sector-entities-or-by-third
parties-on-theirbehalf include:

. Health;
. Education; and
. Social Protection.

Health services include:

. Hospital services;
. Outpatient services; and
. Medical products (including drugs), appliances and equipment.

Education services include primary and pre-primary education; secondary education; and tertiary
education, provided to individuals and households who would otherwise be unable to afford to pay
for these services. Education services provided without charge to all children is considered an
ongoing activity of government, not a social benefit as social benefits address specific risks (see

Chapter 3).

Social protection benefits are often (but not always) provided as a cash transfer to an individual or
household. Social protection is provided to mitigate the effects of social risks. These social risks are
defined as events or circumstance that my adversely affect the welfare of households either by
imposing additional demands on their resources or by reducing their income. Therefore, social
benefits ensure an individual or household has sufficient-a certain level of income to alleviate the
impact of the social risk on their lifelive. Programs are usually targeted at specific sections-ef-the
communityindividuals and households, as can be seen from the following classes-types of social
protection program:

. Sickness and disability;

14

This CP discusses complex issues such as social security systems that operate as both social assistance and social insurance
programs. The IPSASB acknowledges that these examples may not be relevant to some jurisdictions.
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. Old age;

o Survivors;

. Family and children;
. Unemployment; and

. Housing.;-and

Public sector entities may provide services directly to the community, may provide cash to the
individual so that they could acquire the service themselves, may pay-contract with a third party to
deliver the services_to individuals, or may use a mixture of beth-these approaches. In some cases
the third party will be another public sector entity; in others it will be a private sector profit-seeking
entity or a not-for-profit organization.

Service Delivery-and-Administrative Arrangements

2.9

2.10

2.11

212

Administrative arrangements can be grouped into two categeriestypes of arrangement. The issues
regarding the recognition and measurement of liabilities in respect of social benefits apply equally to
both arrangements. However, wider financial reporting considerations such as consolidation may
affect the two categories differently.

In the first categorytype of arrangement, social benefits are provided by public sector entities that are
part of the different levels of government (central government, state/provincial government and local
government). In the second categerytype of arrangement, social benefits are provided by-related
public sector entities such as social security funds that are net-considered to formbe- part-of-the
different-levels-ofa separate sub-sector of general government. Social security funds may have a
greater degree of independence than entities that are part of the different levels of government).

Social benefits may be the responsibility of one or more public sector entities. There may be a degree
of overlap between the programs provided by the different entities. In the first categorytype of
arrangement, the entities may be in different levels of government.

Public sector entities may provide composite social security programs?®. In these programs, the
benefits provided include both social benefits provided by the state and employee benefits. The
management of the entities providing these benefits may involve employer and employee
representatives.

Funding Mechanisms

2.13

Two main types of funding mechanism are used to fund social benefits — general taxation and specific
contributions. These mechanisms are not exclusive, and some social benefit programs will be funded
by a combination of general taxation and specific contributions.

15

Composite social security programs are defined in paragraph 10 of IPSAS 25. Paragraphs 47-49 of IPSAS 25 provides more

details on these programs.
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Variations of these approaches may also be used. Some programs may be funded through a
hypothecated tax6 rather than general taxation. Contributions may be made on behalf of an individual
or household (for example, by an employer). Alternatively, a public sector entity may impute
contributions to an individual or household. Imputed contributions may arise, for example, during a
period of unemployment or when a parent stays at home to raise the children. The public sector entity
may record contributions in respect of an unemployed individual’s pension as having been received
even though no payments were made._In some (but not all) cases, imputed contributions involve a
transfer of resources equal to the value of the imputed contributions between a public sector entity
and a social security fund.

In_ some cases, Fthe distinction between taxation and contributions may not be obvious. Some
contributory programs may operate segregated funds (such as trust funds in US social security
program and Medicare) into which contributions are paid and which can only be used for specified
purposes. In other programs contributions may simply be treated as general revenues. The eligibility
criteria for some social benefit programs may require a specified level of contributions_from the
beneficiary while in other cases the programs are noncontributory. Conversely, some social benefit
programs are funded by levies on income or purchases_(for example, the New Zealand accident

insurance program financed by a levy on fuel purchases).-Fhese-levies-include—aspects—of-both

Nature of Social Benefits

2.16

Different social benefit programs have different natures. Some are provided as a cash transfer to an

2.17

individual or household. Others are provided directly as a service. Some benefits are conditional on
participation in the program, usually evidenced by contributions. Other benefits are provided to all
who meet the eligibility criteria.

The nature of a social benefit program determines the economic consequences of that program for

2.18

a public sector entity. Categorizing social benefits by their nature provides useful information for this
project.

Work on cateqgorizing social benefits by their nature has already been undertaken in the development

2.19

of the Government Finance Statistics (GFS) framework. This section of the CP therefore discusses
the description of social benefits in that framework. The GFS framework is based on the System of
National Accounts 2008 (SNA). The SNA uses a narrower definition of social benefits than that
previously developed by the IPSASB.

Households benefit from social protection in different ways:

° Households could receive benefits when they meet certain eligibility criteria that originated from
a social risk without making any contributions. These benefits are classified as an expense that
leads to a redistribution of income through transfers.

o Households could make contributions and receive benefits as transfers receivable in the event
of the occurrence of the specified social risks. Neither the contributions nor the benefits
constitute an exchange as no direct exchange of economic value occurs. The payment of the
social contribution entitles the contributor to some contingent future benefits. The finances of

16 A hypothecated tax is a tax where the revenue raised is allocated for a specific purpose. Hypothecation may be a requirement
of the enacting legislation.
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these arrangements function similarly to nonlife insurance schemes. Such social protection
arrangements are essentially a process of redistribution across a wide section of the population
with many individuals contributing resources so that those in need may benefit. These social
benefits are classified as an expense.

o Households (including employees, self-employed, and unemployed) could make contributions
(actual and imputed) to a scheme to accumulate assets. They can withdraw from these
accumulated assets in the event of the occurrence of the specified social risk. Examples are
employment-related pensions and other retirement benefits, compulsory saving schemes, and
other types of annuities. The finances of these arrangements function similarly to life insurance
schemes. There is relatively little redistribution among the various households holding similar
policies and members of households are able to predict with a reasonable degree of certainty
what they will receive and when. Therefore, contributions and payments of these benefits are
transactions in financial assets and liabilities.

2.20 The SNA describes social protection using the following high level categoriesi’:

° Social assistance; and
° Social insurance, comprising:
0 Social security schemes (covering the community as a whole or large segments of the

community); and

0 Employment related schemes (covering public sector employees).

In all of these cases, benefits can be provided in cash or in kind. In the case of social insurance,
some schemes are akin to nonlife insurance schemes, spreading risks among all the participants in
the scheme (for example unemployment schemes), and the other schemes are akin to life insurance
schemes, spreading the risk of one particular participant to the scheme over time (for example
employment-related pension schemes).

Social Insurance

2.21 Social insurance programs require formal participation by the beneficiaries, evidenced by the
payment of contributions (actual or imputed) to secure entitlement to benefits. In almost all cases,
recipients either contribute to the program or have contributions made on their behalf. Contributions
may be paid on behalf of the recipient by their employer or a family member. Therefore, social
insurance is a form of contractual insurance scheme where the policyholder insures against certain
contingencies. The SNA divides social insurance payments into two types — pension and hon-pension
benefits. Pension benefits are wider than old age benefits. They include, for example, ongoing
payments to persons with permanent disabilities. Benefits in respect of temporary ill health or
temporary unemployment are classed as non-pension benefits. The SNA identifies two categories of
social insurance programs, namely social security schemes and employment-related schemes.

Social Security Schemes

2.22 Social security schemes are social insurance schemes covering the community as a whole, or large
sections of the community and are imposed, and controlled by a government. These schemes

17 See Chapter 8 of SNA 2008 for further details.
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provide benefits such as pensions and unemployment benefits. As social insurance programs, social
security programs _are contributory programs. In some cases, the government itself will make or
impute contributions to the social security scheme on behalf of a recipient. This may happen, for
example, during a period of unemployment. The legal form varies from country to country. In some
countries, retrospective changes to entitlements are permissible; in other countries this is not the
case.

Employment-related social insurance schemes

2.23

The second category of social insurance is other employment-related social insurance schemes. The

terms of these programs are determined by the employer, sometimes in conjunction with the
employees and forms part of the contractual agreement of the employer-employee relationship.
These schemes provide pension and non-pension benefits such as employment-related pensions
and health benefits.

Social Assistance

2.24

Social assistance programs provide similar benefits to social insurance programs. However, these

2.25

benefits are being provided without any formal requirement to participate as evidenced by the
payment of contributions. Eligibility to benefits under a social assistance program is determined by
the risk event occurring and by certain eligibility criteria. For example, social assistance programs
often include an assessment of income (sometimes referred to as a “means test”) in which case
benefits are only payable where the income of the household is below a threshold.

The SNA notes that the extent of household income provided by social assistance programs varies

significantly from country to country. A few countries provide all income to meet social needs without
contributions. However, this is rarely the case.

Social Transfers in Kind

2.26

Social insurance programs_and social assistance programs could provide social benefits to

2.27

households in the form of cash payments. This income can be used indistinguishably from income
from other sources. This is not the case for social transfers in kind, where the public sector provides
services directly, reimburses a third service provider for services delivered to the households, or
reimburses the households for costs associated with acquiring those services.

When social benefits are payable in kind, the household generally has no discretion over the use of

the benefit. The benefits simply relieve the household from having to meet these expenses out of
income from other sources. In some cases, the government provides the benefits directly. An
example of this is where a government directly funds and runs a hospital to provide medical services.
Alternatively, the government may pay cash to the household to reimburse them for expenditure
incurred. An example would be where a household pays a private hospital for medical services, and
the government reimburses the household for some or all of the expenditure. Alternatively a private
hospital can provide medical services to the household and the hospital could claim reimbursement
from the government. Under the SNA, reimbursements are classified as social transfers in kind, not
cash transfers.
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Collective Goods and Services

2.28

This classification does not include collective goods and services. The SNA describes these collective

2.29

goods and services as “public’_goods whereas social benefits are described as “private” goods.
Collective goods and services have the following characteristics:

° They are delivered simultaneously to each member of the community or section of the
community;

° Individuals cannot be excluded from the benefits of collective goods and services;

° The use of the collective service is usually passive, that is, it does not require the explicit

agreement or active participation of all the individuals concerned and

° The provision of a collective service to one individual does not reduce the amount available to
others.

In this context, individual goods are “private” where they are consumed by individuals or households.

Acquisition of these goods by one individual or household precludes their acquisition by other
individuals or households. Goods are “public” where they delivered simultaneously to every member
of the community and there is no rivalry in their acquisition.
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3 Scope and Definitions

3.1 This section of the CP addresses the scope of a future IPSAS on social benefits. It also discusses
the definitions (if any) that should be included in a future IPSAS.

3.2 The 2004 ITC noted that what constitutes social benefits may vary between jurisdictions. It also
stated that what constitutes social benefits in any jurisdiction will be generally understood. Existing
IPSASSs do not define social benefits. A description is given in IPSAS 19. This description provides a
wide scope of social benefits, and consequently the 2004 ITC covered a wide range of non-exchange
social benefits. Secial-benefits provided-through-exchahge-transactions—areaddressed-in-existing

Consistency with Government Finance Statistics

3.3 The IPSASB considers it important to reduce differences with the statistical basis of reporting where
appropriate. This led the IPSASB to publish the policy paper, Process for Considering GFS Reporting
Guidelines during Development of IPSASs in February 2014.18

3.53.4 The IPSASB reviewed the SNA classification of social benefits to determine whether this
classification would assist in the development of an IPSAS. The IPSASB concluded-came to the view

that the classification and definitions used within the SNA would assist the development of an IPSAS.
This is because the different categories of social benefit identified in SNA may have different
economic _consequences for a public sector entity. These differing consequences may result in
differing accounting requirements. Consequently, the scope, classification and definitions proposed
within this CP are intended to be consistent with the descriptions given in the SNA as far as possible.

3.63.5 In restarting this project, the IPSASB agreed that this CP would not consider “collective goods and
services.” Collective goods and services might be addressed in a later project on non-exchange
expenses. The IPSASB published its Strategy and Work Plan Consultation in March 201419, The
Consultation included non-exchange expenses as a possible project. The IPSASB agreed that this
project [complete after December 2014 meeting decision].

3-73.6 _Excluding collective goods and services narrows the scope of this project compared to the
IPSASB's previous work on this topic. It also more closely aligns the scope of this project with the
scope of social benefits in the SNA. The SNA definition of social benefits does, however, encompass
exchange transactions. The IPSASB’s previous work on this topic has been confined to non-
exchange transactions.

Existing IPSASs

3.83.7 As noted in paragraph 1.2, existing IPSASs do not address accounting for non-exchange social
benefits. IPSAS 19 excludes from its scope “those provisions and contingent liabilities arising from

18 http://www.ifac.org/sites/default/files/publications/files/IPSASB-GFS-Policy-Paper.pdf

¥ http://www.ifac.org/sites/default/files/publications/files/IPSASB-Strategy-Consultation-2015-2019_0.pdf
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social benefits provided by an entity for which it does not receive consideration that is approximately
equal to the value of goods and services provided, directly in return from the recipients of those
benefits.”20

3.93.8 IPSAS 19 describes social benefits as relating to “goods, services, and other benefits provided in
the pursuit of the social policy objectives of a government. These benefits may include:

{a)(e) The delivery of health, education, housing, transport, and other social services to the
community. In many cases, there is no requirement for the beneficiaries of these services to
pay an amount equivalent to the value of these services; and

{b)(f) Payment of benefits to families, the aged, the disabled, the unemployed, veterans, and
others. That is, governments at all levels may provide financial assistance to individuals and
groups in the community to access services to meet their particular needs, or to supplement
their income.”2!

3-103.9 The social benefits excluded from the scope of IPSAS 19 are commonly referred to as non-

exchange social benefits. IPSAS 9 Revenue from Exchange Transactions defines non-exchange
transactions:
“Non-exchange transactions are transactions that are not exchange transactions. In a non-exchange
transaction, an entity either receives value from another entity without directly giving approximately
equal value in exchange, or gives value to another entity without directly receiving approximately
equal value in exchange.”??

3-213.10 The examples of social benefits included in IPSAS 19 are often referred to as “cash
transfers” and “individual goods and services.” In the 2004 ITC, the Steering Committee noted that
“Social benefits could also be provided under other categories of government activity (for example,
Defense, Public Order and Safety and Community Amenities).” These are often referred to as
“collective goods and services.”

3223.11 Social benefits may also be provided through exchange transactions. The most common
examples are employer programs such as occupational pensions. IPSAS 25 Employee Benefits
provides guidance on accounting for employer programs. Some social benefits may be provided
through financial instruments, for example concessionary loans. Guidance on these arrangements is

provided in IPSAS 29, Financial Instruments: Recognition and MeasurementtPSASs-28-30.-1PSAS

20 |PSAS 19, paragraph 1 (a)

2L |PSAS 19, paragraph 7

2 |PSAS 9, paragraph 11

23 i
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Scope of the Social Benefits Project

Exclusion of Collective Goods and Services

3:263.12 As mentioned in paragraph 3.53-6, the IPSASB agreed that collective goods and services
are outside the scope of this CP. This is consistent with the description of social benefits used within
the SNA.

3:273.13 This CP considers there are other reasons why collective goods and services should not
be within the scope of this project.

3:283.14 This CP considers that the issues to be considered in determining if and when to recognize
an expense will be different for collective goods and services and social benefits. Social benefits have
eligibility criteria against which they can be assessed. This is not the case for collective goods and
services. The factors that need to be taken into account in determining whether a present obligation
exists are likely to be different for social benefits and collective goods and services.

3.293.15 Measurement of any resulting liability is also likely to be different for social benefits and
collective goods and services. If a liability exists for a social benefit, it can be assessed by reference
to an individual or household. The period over which the benefit will be paid is therefore time limited.
Conversely, if a liability exists for collective goods and services, this cannot be assessed by reference
to an individual or household. It is arguable that the benefit is not time limited in the same way as for
a social benefit.

3.303.16 The 2004 ITC regarded collective goods and services as an ongoing activity of
government. No provision is recognized for costs that need to be incurred to continue an entity’s
ongoing activities in the future. The 2004 ITC concluded that there is no present obligation prior to
the delivery of collective goods and services. Input costs associated with exchange transactions that
a government enters into to deliver those services are accounted for in accordance with generally
accepted accounting practice for those costs. Respondents to the IPSASB’s previous consultations
on this topic have either supported this view or expressed the view that present obligations for
collective goods and services did not arise at all.

3313.17 Because of these differences, this CP considers it more appropriate to address the issues
relating to collective goods and services in a separate project dealing with non-exchange expenses.

Cash Transfers and Transfers in Kind

3-323.18 Social benefits includes both cash transfers and transfers in kind. Both are expected to
raise similar issues regarding the recognition and measurement of liabilities and expenses. However,

the IPSASB considers it possible that complicating factors may arise in the recognition and
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measurement of transfers in kind that do not arise with cash transfers. Similarly, some complicating
factors may arise with cash transfers that do not arise with transfers in kind. This CP asks
respondents to provide information on any examples in their jurisdictions. Respondents are also
asked whether the concepts discussed in this CP apply equally to cash transfers and transfers in
kind.

3:333.19 This CP notes that, at the boundary, it might be difficult to distinguish between cash
transfers and social transfers in kind. Examples includes the Universal Credit benefit being introduced
in the United Kingdom which is intended to include both cash transfers and reimbursements.

3:343.20 Once it has considered responses to this CP, the IPSASB may conclude that the
accounting treatment of cash transfers and transfers in kind will require consideration of different
issues. Should this be the case, the IPSASB will consider whether it is appropriate to proceed with
the project as a single project or as two separate phases.

Specific Matter for Comment 1

Are you aware of any complicating factors that affect the recognition and measurement of either
cash transfers or transfers in kind, but not both?

In your view, are the concepts discussed in this CP equally applicable to cash transfers and
transfers in kind?

Please explain the reasons for your views.

Employment Related Social Insurance and Financial Instruments

3.353.21 Within the SNA, social benefits includes employment related social insurance programs2,
Such programs are provided by the employer, and provide benefits such as occupational pensions
and medical benefits. Governments may provide employment related social insurance programs in
their role as an employer. These programs are outside the scope of this project. Guidance on
accounting for employment related social insurance programs can be found in IPSAS 25. In some
jurisdictions, this distinction may be more difficult to establish, for example where combined programs
provide both social security and occupational pensions. These programs are considered in Chapter
9.

3-363.22 This project also excludes transactions such as student loans, which may be considered
to be social benefits in some jurisdictions. These transactions are financial instruments. Guidance on

accounting for these transactions is provided in IPSAS 29, Financial-lnstruments:--Recognition-and

Measurement.
Definitions
3:373.23 The 2004 ITC did not define the term “social benefits”. At that time, the term was considered

to be sufficiently well understood in each jurisdiction so that no definition was required. The following
definition of social benefits was included in the 2008 CP:

24 SNA 2008 notes that the terms of employment-related social insurance programs are determined by employers, sometimes in

conjunction with their employees. They may be administered by the employers themselves, by an insurance corporation on

behalf of the employer or the funds may form an autonomous pension fund.
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“The IPSASB defines social benefits as;
(a) Cash transfers; and
(b) Collective and individual goods and services

that are provided by an entity to individuals or households in non-exchange transactions to protect
the entire population, or a particular segment of the population, against certain social risks.”

3.383.24 This CP considers that revised definitions are now required to ensure that the scope of the
project is clear. This fellews-reflects the proposals to exclude collective goods and services from the
scope of the project.

3:393.25 As discussed above, these definitions are intended to be consistent with the descriptions
given in the SNA as far as possible. The definition of social benefits therefore includes exchange
transactions, unlike the definition in the 2008 CP.

3.403.26 For the purposes of this CP, Social Benefits are defined as follows:

“Benefits payable to individuals and households, in cash or in kind, to mitigate the effect
of social risks. Social risks are defined as events or circumstances that may adversely
affect the welfare of the-individuals-er-households either by imposing additional demands
on their resources or by reducing their incomecencerned. Social benefits do not include
collective goods and services.”

3:443.27 Collective Goods and Services are defined as follows:

“Goods and services that are delivered simultaneously to every-all members of the
community_or to all members of a particular section of the community, such as
households living in a particular region. The provision of a collective service to one
individual does not reduce the amount available to others in the same community or
section of the community.”

3-423.28 Social Benefits in Cash-Transfers are defined as follows:

“Social benefits paid in cash that allow individuals and households to use this cash
indistinguishably from income from other sources. Social benefits in €cash transfers do
not include reimbursements.”

3-433.29 Social Fransfers-Benefits in Kind are defined as follows:

“Goods and services provided as social benefits to individuals and households by a
public sector entity. Social transfers-benefits in kind include reimbursements.”

3-443.30 Reimbursements are defined as follows:

“Cash payments made by a public sector entity to compensate a service provider or an
individual or household for all or part of the expense incurred or to be incurred by that
individual or household in accessing specific services.”

3:453.31 Social Insurance Programs are defined as follows:

“Programs providing social benefits where the benefits received are conditional on
participation in the program, usually evidenced by way of actual or imputed contributions
made by or on behalf of the recipient.”

Agenda ltem 7.3
Page 26 of 99



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

3-463.32 Social Security Programs are defined as follows:

“Social Insurance Pprograms previding—cash—transferscovering the community as a
whole, or large sections of the community, that are -eperated-by-oron-behalefimposed
or controlled by a public sector entity;—where-the-benefitsreceived-are-conditional-en

3-473.33 Social Assistance Programs are defined as follows:

“Programs providing social protection benefits to all persons who are in need without any
formal requirement to participate as evidenced by the payment of contributionseash

3.523.34 This CP does not propose a definition of employment related social insurance programs.
Such programs are outside the scope of the social benefits project. The CP considers that excluding
employee benefits, as defined in IPSAS 2525, from the scope of this project will achieve this objective.

Preliminary View 1

Social Benefits are benefits payable to individuals and households, in cash or in kind, to mitigate
the effect of social risks. Social risks are defined as events or circumstances that may adversely
affect the welfare of the-individuals-er-households either by imposing additional demands on their
resources or by reducing their incomeeencerned. Social benefits do not include collective goods
and services.

25

IPSAS 25, paragraph 10 provides the following definition: Employee benefits are all forms of consideration given by an entity in
exchange for service rendered by employees.
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The key definitions are as follows:

(&) Collective Goods and Services are goods and services that are delivered simultaneously
to all members of the community or to all members of a particular section of the
community, such as households living in a particular region. The provision of a collective
service to one individual does not reduce the amount available to others in the same
community or section of the community.

{a)(b) Social Benefits in Cash-Transfers are social benefits paid in cash that allow individuals

and households to use this cash indistinguishably from income from other sources. Cash
transfers do not include reimbursements.

(c) Social Transfers-Benefits in Kind are goods and services provided as social benefits to
individuals and households by a public sector entity. Social transfers-benefits in kind
include reimbursements.

(d) Reimbursements are cash payments made by a public sector entity to compensate a
service provider or an individual or household for all or part of the expense incurred or to
be incurred by that individual or household in accessing specific services.

(e) Social Insurance Programs are programs providing social benefits where the benefits
received are conditional on participation in the program, usually evidenced by way of
actual or imputed contributions made by or on behalf of the recipient.

()  Social Security Programs are social insurance programs covering the community as a
whole, or large sections of the community, that arepreviding-cash-transfers; imposed or
ontrolled byeae#afeed—b%er—en—beha#ef a publ|c sector entlty—wheFeJehe—beneﬁ%&reeeNed

{g}—=Social Assistance Programs are programs providing social protection benefits to all
persons who are in need without any formal requirement to participate as evidenced by the

payment of contrlbutlonseash#quieﬁsrepe%%ed%%epen—bame#&publ%eempennw

3.35 The following diagram illustrates how the definitions above are used in this CP to classify social
benefits:
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Figure 1: Classification of Social Benefits

Social Benefits
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Specific Matter for Comment 2
In your view:

(@) Isthe scope of this CP appropriate?
(b)  Are the definitions in Preliminary View 1 appropriate?

Please explain the reasons for your views.
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Identification of Approaches

The IPSASB has generally considered the main attributes of social benefit programs in Chapter 2 of
this CP.

Following these considerations, the IPSASB identified three broad approaches to accounting for
social benefits. These approaches are developed in detail in later chapters of the CP. These chapters
should be read before answering Specific Matter for Comment 3. The approaches can be

summarized as follows:

Option 1: The obligating event approach. This approach considers social benefit programs
by reference to the definitions of a liability in the Conceptual Framework. The obligating event
approach updates the theoretical model outlined in the 2004 ITC, which informed the IPSASB’s
approach to social benefits until 2006. Under this approach, obligations to pay social benefits
are seen as no different (in principle) than other obligations. Under this approach, the key
debate-issue is-about when a present obligation arises.

Option 2: The social contract approach. This approach was briefly outlined in the 2008
Consultation Paper where it was referred to as the executory contract accounting model. This
approach acknowledges, as commitments, both:

(@) Public sector obligations to provide goods, services and cash transfers to individuals or
households; and

(b)  The rights of individuals or households to receive those benefits.

The approach also acknowledges that the ongoing duty of individuals or households to
contribute taxes and other sources of finance effectively offsets such obligations. There is an
imputed social contract between the state and the citizens such that citizens agree to pay taxes
to enable the state to provide social benefits. This is analogous to an executory contract, where
an entity would not recognize a liability until the counterparty to a contract had performed their
obligations. Under this approach, present obligations only arise once legal entitlements are
established. Using the executory contract analogy, this can be viewed as the state recognizing
present obligations as legal entitlements are established, while citizens’ performance is
achieved through recegnizing-acknowledging their obligations to contribute taxes and other
sources of finance as taxable and other obligating events occur.

Option 3: The social insurance approach. This approach considers that at least some social
benefit programs are similar in practice to insurance contracts. As-suchTherefore, it may be
appropriate to use an insurance accounting model when accounting for these programs. The
IPSASB is not aware of any governments currently using this approach in their financial
statements. One government uses the approach in their management accounts for some social
insurance programs_that operate in a similar manner to insurance contracts.—Fhe-social

i i i ition— Thise social insurance approach recognizes a present
obligation to pay benefits at the point that coverage begins. The approach also recognizes a
right to future receipts resulting from the provision of that coverage. The social insurance
approach is most suited to contributory programs, where future contributions are compared to

future payments to recipients and the net present value of the program is shown in the
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statement of financial position. Because of this, it may be appropriate to adopt the social
insurance approach for contributory programs, and another approach for non-contributory
programs (i.e., mixed measurement).

The IPSASB has not identified any other approaches to accounting for social benefits.

In assessing these approaches, the IPSASB

will consider the extent to which each of the options satisfies the qualitative characteristics (QCs) set
out in the Conceptual Framework. The QCs are summarized below. An analysis of how well each of

the approaches identified above meets the objectives of financial reporting, user’s information needs

and the OCs is provided in Appendix B. ipti

awapeef—nl%ﬁ it is useful for accountabmtv and decision-making purposes

“ in—fi j i iinformation mest—be—a—faithfull saﬁen of the

the depiction-of the phenemenon-the substance of an underlymg transaction or other event when it
is complete, neutral, and free from material error. j

ordifficultfor sSome users may need assistance to understand m&heu%assns&aneelﬁg some complex
information.

4.94.8 ‘Information is Ftimeliness

it i ityceases to be useful for accountability and decision-making purposes.

4.104.9 “Comparabilityis the gquality efiinformation is comparable when it thatenables users to |dent|f¥

similarities in, and differences between, two financial reports
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. i ion.730

4.114.10 “Information is useful when users can Mverifiability isthe guality of informationthat helps
assure-users-that information in GPERsa financial report faithfully represents the economicand-other
phenomena-that-it purports—torepresent—-2transactions _and other events to which the report
relates.

412411 IndevelopingtPSASstThe IPSASB recognizes that there are pervasive constraints on the
information included in generalpurpese-ffinancial reports. These constraints are summarized below.

4134.12 Only material® finformation should be reported. Information is material if its omission or
misstatement could influence assessments made for accountability and decision making

414413 Information should only be reported where the benefits of including the information in a
flnan(:lal report outwe|qhs the cost of so domq ﬂ;manemegenummeese&eestséﬂqebeneﬁw

msﬂiv—the—mla%ed—eests—ﬁ—eﬁerha—maue#e#w@mﬂent—beeausylt is often not 0033|ble to |dent|fv

and/or quantify all the costs and all the benefits of information included in GPERs”2financial reports,
making this assessment difficult.

4154.14 It is unlikely that a single approach will fully satisfy all the QCs. A future IPSAS will need to
find an appropriate balance between the QCs.

Specific Matter for Comment 3

(@) Based on your review of Chapters 5 to 7, Bdo you consider that:

(i The obligating event approach;
(i)  The social contract approach; and
(i)  The social insurance approach

are viable approaches for financial reporting?

(b) Are you aware of any additional approaches to accounting for social benefits that the
IPSASB should consider in developing an IPSAS?

(c) In your view, which approach or approaches should the IPSASB develop into a future
IPSAS?

Please explain your reasons for your views.
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5 Option 1: Obligating Event Approach

Introduction

5.1 This option is based on the theoretical model outlined in the 2004 ITC, which informed the IPSASB’s
approach to social benefits until 2006. It also formed the main option discussed in the 2008 CP.

5.2 The 2004 ITC considered the definitions relating to liabilities, and in particular the definition of a
constructive obligation, in IPSAS 19. The ITC sought to apply these definitions to social benefits.
Since the publication of the ITC and the 2008 CP, the IPSASB has finalized its Conceptual
Framework. This includes updated definitions relating to liabilities. This chapter of the current CP
uses these updated definitions to refine the model used in the 2004 ITC and 2008 CP.

Definitions relating to Liabilities

5.3 Chapter Five of the Conceptual Framework includes the following definitions:

“Definition
5.143-1 A liability is:

-aA present obligation of the entity for an outflow of resources that results from a past event.
A Present Obligation

3.25.15 Public sector entities can have a number of obligations. A present obligation is a legally
binding_obligation (legal obligation) or non-legally binding obligation reguirement which an
entity has little or no realistic alternative to avoid. Obligations are not present obligations
unless they are binding and there is little or no realistic alternative to avoid an outflow of
resources.”

5.4 There are two key factors to be considered in determining when a liability arises for a social benefit:
. What is the past event (or events) that gives rise to a present obligation?

. When does an entity have little or no realistic alternative to avoid an outflow of resourcessettling
cation?

5.5 These two factors are brought together in the revised definition of an obligating event proposed in
paragraph 1.181.17:

“An obligating event is an event that creates a present obligation.”

5.6 In other words, an obligating event is an event that creates a legally binding obligation (legal

obligation) or non-legally binding obligation requirement which an entity has little or no realistic
alternative to avoid.

5.7 The IPSASB’s previous work on social benefits has shown that the difficulty in applying this approach
has been the identification of an obligating event. The point at which an obligating event arises will
determine the recognition of a liability. It may also affect the measurement of that liability. For
obligations that accumulate over time, the earlier in the process the obligating event the greater the
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liability is likely to be. Views on what constitutes an obligating event differ. This chapter of the CP will
explore those different views.

5.8 The main focus of this chapter is on cash transfers. However social transfers in kind are discussed
where this helps clarify an issue. In many cases the issues that arise in identifying when an obligating
event takes place will be the same for cash transfers and social transfers in kind.

Factors to be Considered

5.105.9 Where-there-are-legatregquirementsforaln cases where a non-legally binding obligation does not

arise, -social-benefit-the obligating event is the event that gives rise to the legally binding obligation.
When considering social benefits, this is the point at which an individual or household could take legal
action to enforce their entittement to a benefit. An obligating event that gives rise to a legally binding
obligation can usually be clearly identified.

5415.10 For example, the only eligibility criterion for an old age pension may be that an individual
has passed their 65" birthday. Until that time, individuals are unable to enforce their entitlement.
Beyond that time, they can enforce payment for amounts due. The obligating event will be their 65t

birthday34.
5425.11 Identifying the obligating event that may give rise to a non-legally binding obligation is often
more difficult. In order for a non-legally binding obligation to give rise to a liability there must be:
. An indication to others that the entity will accept certain responsibilities;
o The creation of a valid expectation; and
. Little or no realistic alternative to avoid an outflow of resourcesthe-ebligation.

These are discussed below.

Indication to others that the entity will accept certain responsibilities

5.435.12 The definition of a non-legally binding obligation requires that an entity indicate acceptance
of certain responsibilities to others. The Conceptual Framework3® considers what actions might
provide such an indication. It gives the examples of past practice, published policies and sufficiently
specific current statements. In the public sector environment, published policies and specific
statements could refer to:

. Policies incorporated in legislation;

. Policies included in documents such as election manifestos;

. Policies announced at the time a draft budget is released;

o Inclusion of funding for policies in published budgets;-or

o The approval of budgets by legislative or governing bodies; or-

3 In some jurisdictions, the legal obligation may not arise until the point at which the first payment becomes due. This may be later

than the individual's 65" birthday.
% Chapter5,0nceptual Framework, paragraph 5.23.3.11
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. The budget becoming effective (which may require an appropriation to be effected).

5.245.13 The Conceptual Framework notes that announcements made in the early stages of
implementing a policy are unlikely to give rise to non-legally binding obligations. This includes a
number of the examples in the previous paragraph. This is because of the other criteria that need to
be satisfied for a non-legally binding obligation to existfacters-that-need-to-be-considered.

Creation of a valid expectation

5.455.14 The definition of a non-legally binding obligation not only requires an entity to have
engaged in various actions. It requires those actions to have created a valid expectation in the other
parties that it will discharge the responsibilities accepted.

5.465.15 For a valid expectation to be created, announcements that an entity will accept certain
responsibilities need to be sufficiently precise and certain. Policies included in election manifestos
are unlikely to create a valid expectation as they are rarely sufficiently precise and certain. Policies
that are enshrined in legislation are more likely to create a valid expectation prior to an individual
satisfying the entitlement requirements.

5.475.16 A non-legally binding obligation does not exist solely because an individual has a valid
expectation that the entity will accept certain responsibilities and has relied on that expectation. The
entity must also have little or no realistic alternative to avoid an outflow of resourcesthe-ebligation.

Little or no realistic alternative to avoid an outflow of resourcesthe-ebligatien

5.485.17 To satisfy the definition of an obligating event, an entity must have little or no realistic
alternative to avoid an outflow of resourcesthe-ebligation. Interpreting this requirement in the context
of non-legally binding obligations is difficult.

5.195.18 A government’s ability to change legislation could mean that it has a realistic alternative to
settling non-legally binding obligations. Governments frequently change the nature and amount of
benefits. Governments rarely provide categorical assurances that current benefits will continue to be
provided in future periods. In many jurisdictions governments are frequently in power for limited
periods. As such, they are unable to give such assurances even if they want to.

5.205.19 However, governments operate on the basis that they will meet their outstanding
obligations. Financial statements should reflect this. Financial statements should also reflect the legal
framework at the reporting date. In addition, governments frequently have difficulty in changing
policies that “promise” benefits to individuals or households. This applies particularly where past
practice has created the valid expectation that those benefits will be provided. In this context, the
“little or no realistic alternative to avoid the-ebligationan outflow of resources” criterion may not apply
in the same way tein the public sector as it does te-in the private sector. It may need to be interpreted
having regard to the circumstances in each jurisdiction.

5.215.20 The IPSASB supports the approach in paragraph 5.20. It considers that reporting-current
obligations in the financial statements in accordance with the legal framework in place at the reporting
date is more likely to provide useful information to users of the financial statements and meet the
objectives of financial reporting. The IPSASB has identified a number of factors that it considers
should be taken into account in determining whether an entity has little or no realistic alternative to
avoid an outflow of resourcesthe-obligation. These factors are:
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(a) The extent to which households are dependent on a particular benefit. If households are
heavily dependent on a benefit it is less likely that the entity will cancel or decrease the
benefit.

(b)  The entity's past practice in:
. Removing or reducing particular benefits;
. Changing the method of providing benefits; or
. Changing eligibility criteria.

The ability to remove or reduce benefits may differ depending on the type of benefit and the
groups of recipients.

{eh(c) The likely political impact of changing benefits.

5225.21 Whether an entity has little or no realistic alternative to avoid an outflow of
resourcesebligation needs to be considered for all non-legally binding obligations. If an-ren-legally
binding obligation exists, but the entity has a realistic alternative to avoid the-ebligatienan outflow of
resources, a liability is not recognized.

Summary of factors to be considered

5.235.22 The three factors should not be considered in isolation. They act cumulatively. An entity
must have given an indication to others that the entity will accept certain responsibilities. It must be
this indication that gives rise to a valid expectation that the entity will discharge those responsibilities.
It must be as a result of creating that valid expectation that the entity has little or no realistic alternative
to avoid an outflow of resourcesthe-ebligation.

5.245.23 Assessing these factors requires the exercise of professional judgment. This applies
particularly to social benefits, where the circumstances can be complex. Consequently, there are a
number of views as to when an obligating event occurs. The remainder of this chapter discusses
these views.

When does an Obligating Event arise?

Background

5.255.24 The 2004 ITC identified three views as to when an obligating event might give rise to a
non-legally binding obligation:

. When all eligibility criteria have been met;

. When threshold eligibility criteria have been satisfied; and
. When key participatory events have occurred.
5.265.25 Other issues considered in the 2004 ITC and the 2008 CP are:
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. Whether a requirements to revalidate eligibility criteria should be treated as a recognition
criterion or a measurement attribute; and

. Whether a present obligation arises at an earlier stage for contributory benefits compared to
non-contributory benefits.

5.275.26 Some consider that an obligating event in respect of social benefits can only arise from a
legalhy-binding obligation. This view is also discussed in this chapter.

(a) Legally-binding obligation view

5.285.27 Those who support the legally-binding obligation view argue that public sector entities
should only recognize legally—binding obligations in respect of social benefits. According to this
argument, until a legally-binding obligation exists a government always has the ability to avoid settling
an obligation, for example by modifying eligibility criteria or amending legislation.

5.295.28 As a result, the entity does have a realistic alternative to setiling-the-obligationan outflow
of resources. The fact that, in the absence of a legally-binding obligation, the entity is able to avoid
settling-the-obligationan outflow of resources may also negate the creation of a valid expectation of
benefits being paid in the future. Consequently, an obligating event only occurs when the obligation

becomes a legally-binding obligation.

5.305.29 Under the legally-binding obligation view, identifying the point at which a liability should be
recognized is relatively straightforward.

(b) An obligating event arises when all eligibility criteria have been met

5.315.30 The 2004 ITC summarized this approach as follows:

“In the absence of a legal obligation, a past event giving rise to a present obligation occurs when
an individual satisfies all applicable eligibility criteria.

In the case of ongoing benefits which are subject to regular satisfaction of eligibility criteria, the
maximum amount of the present obligation is the benefit that the individual is entitled to from the
current point in time until the next point in time at which eligibility criteria must be satisfied.

Where validation of eligibility criteria is required only once, the present obligation is for all future
benefits to be provided to that individual as a result of that validation.”

5325.31 The ITC refers to an individual. It notes, however, that an entity may have an obligation to
an individual, a group of individuals or an entity. This CP takes the term individual to refer to
individuals and households.

5.335.32 This approach considers that all eligibility criteria must have been met for an obligating
event to have occurred.

5.33 Under this approach, a requirement that a recipient revalidate eligibility criteria at a future date affects
the recognition of a liability as well as its measurement. An entity does not recognize a single liability
for future benefits. Instead, a series of liabilities are recognized over time, when the eligibility criteria
(including revalidation) for each individual liability have been met. Revalidation is discussed later in
this chapter. Where the program does not include a revalidation requirement, the present obligation
is for all future benefits to be provided once the individual satisfies the eligibility criteria. This includes
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benefits for which the legal obligation will only arise in the future. For most programs, staying alive
will be an implicit eligibility criteria requiring revalidation.

5.34 Those who support this approach accept that some individuals or households may have expectations
that benefits will be paid in the future. They also accept that past practice may indicate that the
government has accepted a responsibility to provide benefits. However, they consider that until all
eligibility criteria have been satisfied, a government has a realistic alternative to avoid an outflow of
resources, for example by modifying legislation.

5.35 A variation on this view that recognizes a narrower range of liabilities is commonly known as the “due
and payable” approach. This approach has been adopted by a number of governments in their
financial statements. The approach is discussed below.

(c) Variation on all eligibility criteria have been met: the “due and payable” approach?3®

5.36 Under the “due and payable” approach, benefits relating to the period which were paid or due to be
paid in the period are recognized as an expense. Unpaid amounts are recognized as a liability.

5.37 This approach considers that an obligating event does not arise until a recipient has satisfied all of
the eligibility criteria. This view also considers that eligibility criteria need to be satisfied on an ongoing
basis. Staying alive is considered to be an eligibility criterion. Meeting the criteria at a point in time
only generates a liability until the next payment point. Eligibility criteria need to be met anew before
a liability is recognized for future payments.

5.38 The “due and payable” differs from the legal obligation view. A liability would be recognized if the
payment was due and payable, even if it arose from a non-legally binding obligation.

5.385.39 -For the reasons given under approach (b) above, those who support this view consider
that until a payment becomes due and payable, a government has a realistic alternative to avoid an
outflow of resources, for example by modifying legislation.

(d) An obligating event arises when threshold eligibility criteria have been satisfied

5.395.40 The 2004 ITC summarized this approach as follows:

“In the absence of a legal obligation, a past event giving rise to a present obligation occurs when
an individual meets the eligibility criteria for the first time (the threshold criteria). The present
obligation is for all benefits to be provided to the individual in future periods regardless of whether
the individual is required to satisfy eligibility criteria again in future periods.”

5.405.41 Under this approach, the likelihood of an individual continuing to meet the eligibility criteria
is a factor that affects measurement. This includes an assessment of a recipient’s longevity. This is
the difference between approach (d) and approach (b) above. Under approach (b), continuing
eligibility requirements (including revalidation)revalidatien affects the recognition of a liability. Under
approach (d), revalidation-these only affects the measurement of the liability.

% “Due and payable” is not interchangeable with “pay as you go”, although many entities account for social benefits using both
concepts. “Due and payable” describes those liabilities that are recognized in respect of a social benefit. “Pay as you go”
describes the funding arrangements in respect of a social benefit, especially an old-age pension, regardless of whether liabilities
are recognized using a due and payable approach or another basis.
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5445.42 Measurement is discussed belowlater in this chapter.

5.425.43 This approach views an obligating event as occurring when key threshold eligibility criteria
are first met. Examples wcould be when an individual:

. Reaches pensionable age;
. Becomes unemployed;
. First qualifies for tertiary education; or
o Isfirst diagnosed with a complaint for which medical support is provided.
5.435.44 Those who support this approach consider that individuals or households may have

expectations that benefits will be paid in the future. They also consider that past practice may indicate
that the government has accepted a responsibility to provide benefits. In these circumstances, they
consider_that once the threshold eligibility criteria _have been satisfied (i.e., once an individual
becomes eligible to receive benefits for the first time), a government no longer has a realistic
alternative to avoid an outflow of resources.

(e) An obligating event arises when key participatory events have occurred

5.445.45 The 2004 ITC summarized this approach as follows:

“In the absence of a legal obligation, a past event, or series of past events, giving rise to a present
obligation occurs prior to the point at which an individual meets threshold eligibility criteria (where
threshold criteria are applicable).

The present obligation arises when key participatory events have occurred that lead an individual
to have a reasonable expectation of eventually satisfying eligibility criteria for a benefit and, as a
result, the individual has relied on that expectation over a period of time leaving the government
with no realistic alternative but to settle the obligation in the future.

The present obligation is for all benefits to be provided to the individual in future periods regardless
of whether the individual is required to satisfy eligibility criteria again in future periods.”

5.455.46 In certain circumstances an entity communicates its intention to provide certain benefits in
the future. It confirms this intention by providing those benefits to current eligible recipients. The
provision of old age pensions by a government is a case in point for many jurisdictions. Potential
recipients respond to the government’s communication of intent by making economic decisions in
reliance on the receipt of those future benefits. This in turn is likely to mean that the government has
little or no realistic alternative but-to providinge those benefits.

5.465.47 Another example is the provision of free education (i.e., without charge to the students)
where a household would otherwise be unable to afford this. Individuals may have a valid expectation
that they will receive free education services prior to the point of actually satisfying all the eligibility
criteria. If the right to free education is set out in legislation,-and there is a past practice of providing
free education; and the family has no realistic prospects of being able to pay for the child’s education,
this valid expectation may arise when a child is born.

5.475.48 Those that support this view note that governments sometimes accept that individuals have
a valid expectation that they will receive future benefits before they are eligible to do so. They may
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compensate individuals where benefits are withdrawn or modified. They argue that in these cases,
meeting the eligibility criteria is not the critical event that gives rise to a present obligation. A liability
should be recognized at an earlier point. Those that support this view argue that this is required to
meet the objectives of financial reporting.

5.485.49 The approach may be more difficult to apply than others. What constitutes an obligating
event, and the point at which it occurs, is less clear than under other approaches. It may be possible
to assert that individuals have relied on the expectation of receiving future benefits. There may be
evidence that such reliance has occurred. However, it is difficult to identify the point at which the
government has little or no realistic alternative butto provideing those benefits. In some cases, there
may have been a series of points at which expectations arose, leading to an increasing expectation
over time_(which may mean that there are intergenerational differences in expectations). This may
be the case with contributory programs, with each contribution made increasing the expectation that
benefits will be paid in the future.

Specific Matter for Comment 4

In your view, at what point should a future IPSAS consider that an obligating event arises under
the obligating event approach? Is this when:

(a) A legal liability exists;

(b) All eligibility criteria have been met;

(c) Amounts become due and payable;

(d) Threshold eligibility criteria have been satisfied;
(e) Key participatory events have occurred; or

(f) At some other point.

If, in your view, a future IPSAS should consider that an obligating event can arise at different points
depending on the nature of the social benefit or the legal framework under which the benefit arises,
please provide details.

Please explain your reasons for this view.

How should revalidation requirements be taken into account?

5.495.50 Different views of when an obligating event occurs have been described above. These
views treat revalidation requirements in one of two ways, as discussed below.

5.505.51 Many programs delivering social benefits require recipients who have satisfied threshold
eligibility criteria to revalidate their eligibility at a future date in order to maintain their entitlement to
benefits. Requirements for revalidation are normally laid down in the legislation or regulations
governing the program. Some approaches consider that revalidation is taken into account when
considering the recognition of a liability, as well as when measuring that liability. Other approaches
consider that revalidation is only taken into account when considering the measurement of a liability.
This distinction influences the extent of the present obligation and, if recognition criteria are met, the
measurement of the resultant liability.
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5.515.52 Revalidation affects recognition under the approaches that consider an obligating event
occurs when:

(@ Alegal liability exists;
(b)  All eligibility criteria have been met; or
(c)  Amounts become due and payable.

5.525.53 It follows that, for these approaches, the extent of a present obligation cannot exceed the
maximum amount that an individual is entitled to receive from one revalidation point to the next. An
entity can avoid further payments beyond the next revalidation date. Liabilities may be lower than this
maximum. This could occur where an individual’s eligibility ceases prior to the next revalidation point,
for example when an individual claiming unemployment benefit starts a new job.

5.535.54 Some argue that “continuing existence” of a beneficiary is an implicit eligibility criterion for
all cash transfer programs as an entity will not have to make further payments beyond the reporting
date if an individual were to die. For some programs, this may be an explicit criterion.

5.545.55 Revalidation enly-affects measurement_(but not recognition) under the approaches that
consider an obligating event occurs when:

(&) Threshold eligibility criteria have been satisfied; or
(b) Key participatory events have occurred.

5.555.56 Those who support these approaches consider that treating revalidation as a recognition
criterion rather than a measurement attribute may not meet the QC of comparability. They consider
this approach can distort the recognition of liabilities, depending on the timing and frequency of
eligibility revalidation requirements. Thus, two programs with identical benefits and nearly identical
eligibility requirements can have different liabilities, because of different revalidation dates. They
consider this approach may also fail to meet the QC of faithful representation. This is because it does
not represent the claims on the resources of the entity.

5.565.57 Entities could also seek to manipulate eligibility criteria to enable them to recognize fewer
liabilities. An entity could reduce a liability by reducing the time between the end of the reporting
period and the date at which revalidation is next required, or by introducing a revalidation requirement

where one does not currently exist,-or-by W eriod
5.575.58 Non-pension benefits_(for example, unemployment benefits), as defined in this CP,

introduce a further complication. For some non-pension benefits, eligibility will be re-asserted at
intervals after a period of ineligibility. Should measurement include all periods of eligibility or just the
period until the beneficiary becomes ineligible? This decision affects the recognition and
measurement of a liability under both the threshold eligibility criteria and participatory event views.
An example of this scenario is unemployment benefits, where individuals may have alternating
periods of employment and unemployment.

Are there different obligating events for contributory and non-contributory schemes?

5.585.59 Some argue that whether a program is contributory affects the point at which an obligating
event occurs. According to this view, contributory programs should be considered separately from
non-contributory programs. The payment of a specified number, or amount, of contributions creates
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a valid expectation that an individual or household will receive benefits based on those contributions.
These expectations may be strengthened by communications regarding personal details of estimated
future benefits. Such expectations are stronger than for non-contributory programs that are primarily
funded from general taxation. It is also argued that it is unrealistic for the government to avoid paying
such benefits. This is the case even if payments will only be made many years in the future.

5.595.60 A valid expectation that benefits will be paid may also be stronger where recipients know
that contributions are paid into a specific fund.

5.605.61 Some argue that contributory programs give rise to quasi-exchange transactions. In this
view, obligations under such programs should be recognized and measured in a similar manner to
post-employment benefit obligations under IPSAS 25. The question of whether contributory programs
give rise to exchange transactions is discussed further below.

5.615.62 Some do not consider that whether a program is contributory affects the point at which an
obligating event occurs. They challenge the view that making contributions has an impact on whether
a government has little or no viable-realistic alternative but-to paying benefits. They emphasize that
governments have the ability to amend or repeal legislation, an attribute that distinguishes them from
private sector entities. They may acknowledge that individuals receive personal information on the
benefits that they are likely to receive, but note that such communications are often accompanied by
caveats or other qualifications, for example, that the payment of projected benefits depends on the
future viability of the fund from which those benefits are paid. In some jurisdictions, contributions may
in substance be a form of taxation. Therefore they argue that the validity of these-individuals’
expectations is doubtful.

5.625.63 Contributory programs vary widely in nature and often depend partially on general taxation
for their funding. Some therefore challenge whether citizens’ expectations of receiving benefits in the
future for contributory programs are more valid than for non-contributory programs.

5.635.64 Fiscal projections may suggest that existing benefit levels are unsustainable, and that the
government will have little choice but to take action such as raising participants’ contributions,
reducing benefit levels or deferring the age at which benefits are first received. This again challenges
the view that individuals will have a valid expectation of benefits being paid in the future.

5.645.65 Some argue that there is little difference between a program that is wholly dependent on
government financing (and which may therefore vary with government policy) and a program that is
substantially dependent on government financing. Contributions may partially finance the program,
but if substantial government financing is required, participants will be aware that changes to
government policy could affect the benefits provided by the program. Once more this challenges the
view that individuals will have a valid expectation of benefits being paid in the future. This scenario
does, however, raise the question of whether individuals are more likely to have a valid expectation
of benefits being paid in the future where a program is wholly financed by contributions.

Specific Matter for Comment 5

In your view, does an obligating event occur earlier for contributory programs than non-contributory
programs under the obligating event approach?

Please explain your reasons for this view.
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Social benefits arising from exchange transactions

5.655.66 IPSAS 19 excludes from its scope social benefits arising from non-exchange transactions.

Social benefits arising from exchange transactions are currenthwithinthe scope of- IRSAS 19 unless

they-are-covered by mere-specific requirements in other standards, for example IPSAS 25.

5.665.67 Within the SNA, social benefits include exchange transactions. The main example is
employment related social insurance. The definition of social benefits in this CP also includes social
benefits arising from exchange transactions, although employee benefits are excluded from the
scope of this project.

5.675.68 This raises the question as to whether there are other social benefits arising from exchange
transactions. For example, some social benefits are contributory in nature. Compulsory accident
insurance may be provided by a government and may involve contributions. Education and medical
services may also be provided on a contributory basis. Often these services will be subsidized by
government, and may therefore be non-exchange transactions_as there is no direct relationship
between the financing and the benefits.

5.685.69 Where no government subsidy is involved, the IPSASB will consider whether these
services should be considered exchange transactions. The answer to this question may vary
depending on whether some individual participants are subsidizing others. Where there is cross-
subsidization, this may also break the relationship between the financing of a program and the
benefits provided by that program. Cross subsidization could arise for a variety of reasons, including:

. Participants receive the same benefits, but contributions are based on, for example, income.

. Contributions to a social insurance scheme do not reflect the risk associated with individual
participants. The nature of the exchange under an insurance contract is that the participant
pays a premium to the insurer in exchange for the insurer accepting specified risks. The greater
the risk, the greater the premium. Some social insurance schemes are based on flat rate
contributions, which may not reflect the risk associated with individual participants.

5.695.70 If these services are being provided on an exchange basis, the IPSASB will consider
whether there is any reason to account for them in a different manner than other exchange
transactions. Respondents are asked for their views on these matters.

Specific Matter for Comment 6

In your view, is a social benefit provided on a contributory basis without government subsidy an
exchange transaction where:

(@) Some participants are subsidizing other participants; and

(b)  There is no cross-subsidization between participants?

If you consider that some or all of these transactions are exchange transactions, should they be
accounted for in accordance with the requirements for other exchange transactions?

Please explain your reasons for this view.
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Measurement of the Liability

5:705.71 So far the discussion of Option 1 has considered when a liability arises under the obligating

event approach. It has also considered whether that liability covers future payments of benefits, and
if so, how many. This section considers how the liability should be measured.

5:745.72 Chapter Six-Seven of the Conceptual Framework discusses a number of measurement

bases for liabilities. This CP proposes a preliminary view that, under the obligating event approach,
the most appropriate basis for measuring liabilities in respect of social benefits is the Cost of
fulfillment. This is because:

. Many social benefits liabilities will arise from non-exchange transactions. There may be no
consideration on which a Historical cost value could be based. Historical cost can also be
difficult to apply to liabilities that may vary in amount, which may be the case with some social

benefits.
. It is extremely unlikely that there will be a Market value for social benefits.
3 In the context of social benefits, the Cost of release is the amount that “a third party would

charge to accept the transfer of the liability.” For social benefits, a transfer of the liability will
rarely be practically possible. Where a public sector entity uses reinsurance in respect of a
social insurance program, the cost of release may be an appropriate measure of the liability.

. Assumption price “is the amount which the entity would rationally be willing to accept in
exchange for assuming an existing liability.” This is not relevant to the measurement of social
benefits under the obligating event approach. Under this approach, the liability is viewed as
arising as a result of the public sector entity’s own actions.

5:425.73 The Cost of fulfilment is defined in the Conceptual Framework:

fulfillment is:

The costs that the entity will incur in fulfilling the obligations represented by the liability, assuming
that it does so in the least costly manner.”3?

5.735.74 If Tthe measurement of the liability will-requires an estimate of payments to be made in
future periods,: Thefactthatpay 2y 3 ny-years-into-the futurethis may affects the

measurement of the liability. This is because there will be a degree of uncertainty regarding the future
payments. The expected payments will also need to be discounted to reflect their current value. The
Conceptual Framework notes the following:

37

Chapter-6Conceptual Framework, paragraph 47.1874
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“Where the cost of fulfilment depends on uncertain future events, all possible outcomes are
reflected-taken into account in the estimated cost of fulfillment, which should-aims to reflect all
those possible outcomes in an unbiased manner.”38

“Where fulfillment will not take place for an extended period, the cash flows need to be discounted
to reflect the value of the liability at the reporting date.”3°

5.745.75 Guidance as to how these factors could be taken into account can be found in existing
IPSASs. IPSAS 19 notes that if the provision being measured involves a large population of items,
the estimated value is used.*® Estimated value is a probability-weighted approach that considers all
possible outcomes. This CP considers that the cost of fulfillment of a social benefit liability should
reflect the estimated value.

5.755.76 IPSAS 19 also notes that the evidence considered when assessing a provision may include
reports from independent experts.*! IPSAS 25, Employee Benefits provides an example. In IPSAS
25, the measurement requirements for a defined benefit post-employment benefit plan are based on
actuarial reviews. There are similarities between some social benefits and post-employment benefits.
Actuarial reviews may provide an appropriate basis for measuring some or all social benefit liabilities.

5.765.77 IPSAS 19 and IPSAS 25 provide guidance on the discount rates that eshould be applied.

5.475.78 IPSAS 25 also considers the value of plan assets for funded post-employment benefit
plans. Many social benefit programs are unfunded. However, in some cases a separate fund exists
or there are earmarked assets. In such circumstances it may be appropriate to consider the program
assets as well as liabilities.

5.785.79 Including program assets in the measurement of social benefit programs may provide more
useful information. This may particularly be the case for contributory programs. Where a program is
financed by contributions, including program assets in the measurement of the program will provide
useful information regarding the financial health of the program. This is likely to have predictive value
regarding future benefits or contributions.

5.795.80 The IPSASB is aware that there are differing views about whether assets and liabilities
should be shown net or gross. The answer to this question determines whether the expected return
on the assets should impact the discount rate used for the liability.

5.805.81 The approach taken in measuring defined benefit plans under IPSAS 25 considers assets
and liabilities separately. An entity recognizes a liability to pay post-employment benefits to its
employees and former employees. To enable it to meet this liability, the entity might have assets. In
this case, the liability and the assets are measured separately using the relevant discount rates.

5.815.82 Following amendments published in 2011, IAS 19 Employee Benefits takes a different
approach. An entity recognizes a net liability or asset. Under this approach, it is considered to have
either a net liability to transfer resources to employees (or the fund), or a net entitlement to receive
resources from employees (or the fund). Consistent with this view that there is a net liability or a net

%  Chapter-6Conceptual Framework, paragraph 4.207.75
3 Chapter6Conceptual Framework, paragraph 4.247.78
4 See IPSAS 19, paragraph 47
4 See IPSAS 19, paragraph 46
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asset, the net amount is measured using a single discount rate. An interest expense is reported
where there is a net liability. Interest income is reported where there is a net asset.

5.825.83 The IPSASB is seeking respondents’ views as to which approach should be used sheould
if the IPSASB decides that the measurement of social benefit programs should include program
assets.

5.835.84 Post-employment benefits are often related to service. The greater the period of service,

the greater the future benefits. ISPAS 25 provides guidance on measuring these benefits. Some
social benefits have similar characteristics. For example, an old age pension program awards a full
pension after contributions have been made for 40 years. A deduction of 2.5 per cent of the pension
is made for each year contributions are not made. The measurement approach in IPSAS 25 may be
an appropriate method of measuring the liability for programs that reflect service or contributions.

Preliminary View 2

Liabilities in respect of social benefits should be measured using the Cost of Fulfillment. The Cost
of Fulfilment should reflect the estimated value of the required payments.

Specific Matter for Comment 7

In your view, under the obligating event approach, when should program assets be included in the
measurement of a social benefit program:

(@ Inall cases;

(b)  For contributory programs;

(c) Never; or

(d)  Another approach?

Should assets and liabilities be reported net (the approach used in IAS 19 following the 2011
amendments) or gross (the approach used in IPSAS 25)?

Please explain your reasons for your views.
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6  Option 2: Social Contract Approach

Introduction

6.1 The approach was raised in the 2008 CP as a possible alternative to the obligating event approach.
The 2008 CP described the approach as follows:

“One alternative model is to view obligations to provide social benefits by governments as quasi-
contractual in nature, and adopt executory contract accounting. Executory contracts are contracts
in which neither party has performed any of its obligations, or where both parties have partially
performed their obligations to an equal extent. Under this model, (a) governmental obligations to
provide goods, services and cash transfers to individuals or households and (b) the rights of
individuals or households to receive those benefits, are acknowledged as commitments. However,
those governmental obligations are effectively offset by the ongoing duty of individuals or
households to contribute taxes and other sources of finance. Under this model, liabilities would
not arise until legal entitlements have been established. The advantage of recognizing only legal
obligations is that the point at which they arise is more objectively identifiable, and therefore
subject to less ambiguity than the point at which constructive obligations arise. Long-term fiscal
sustainability reporting would complement executory contract accounting by providing a fuller
picture of a program’s future viability.”4?

6.2 The 2008 CP acknowledged that some aspects of this approach may prove problematic and that
more development was required before the approach could be fully assessed.

6.3 Respondents to the CP supported further development of the approach. Respondents identified a
number of issues to be taken into account in further developing the approach, as summarized below.

o Executory contracts involve an exchange transaction. Some recipients of social benefits will
not pay taxes, so identifying the obligations they perform will be problematic.

. Recognizing non-legally binding obligations for post-employment benefits (as required by
IPSAS 25) but not social benefits would be inconsistent.

. Courts in some jurisdictions have rejected the argument that government services only need
be provided to the extent that appropriate funding is obtained. If a government is required to
provide services even if citizens fail to contribute taxes and other sources of funding, it may be
difficult to sustain the executory contract analogy.

6.4  This Chapter further develops this option, taking into account the comments made by respondents to
the 2008 CP. It seeks respondents’ views on whether this approach provides useful information for
some or all social benefits.

Executory Contracts

6.5 IPSAS defines executory contracts as follows:

42 Consultation Paper, Social Benefits: Issues in Recognition and Measurement (2008), paragraph 57
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“Executory contracts are contracts under which neither party has performed any of its obligations,
or both parties have partially performed their obligations to an equal extent.”43

General global practice does not usually recognize the rights and obligations that arise from
executory contracts as separate assets and liabilities#4, Instead, a net asset or liability is recognized.
Unless the contract has become onerous, this will normally be measured at zero as, in an arm’s
length transaction, the value of the right and the value of the obligation will usually be the same. In
addition, it is often possible to cancel an executory contract at no cost, neither side having performed
any of its obligations (or both sides having performed equally).

Most social benefits are provided through non-exchange transactions. The concept of the executory
contract is not directly applicable to these transactions. However, some argue that the concept can
be applied to social benefits by analogy.

In considering how to apply the concept of executory contracts by analogy, two distinct (but related)
factors need to be considered:

3 Is the counterparty to the transaction defined on an individual or collective basis?

. What obligations are to be performed by each of the parties?

Other party

6.9

6.10

6.11

6.12

6.13

One side-ofparty to the arrangement is straightforward to determine. The public sector entity is one
party, and has an obligation to provide one or more social benefits. The other side-efparty to the
arrangement is more difficult to defineidentify. In the absence of a contract that specifies these
factors, a number of scenarios can be identified.

The description of this approach in the 2008 CP refers to the “ongoing duty of individuals or
households to contribute taxes and other sources of finance.” This duty could be considered to be an
individual duty or a collective duty. If the duty is considered to be a collective duty, this could be a
duty of the recipients of a particular social benefit, or of society as a whole.

Respondents to the 2008 CP identified some difficulties that arise from considering the duty to
contribute taxes and other sources of finance to be an individual duty:

. Recipients of social benefits may not contribute direct taxes.

. Recipients of social benefits may reside outside the jurisdiction of the public sector entity that
provides the benefit.

This suggests that, for the executory contract analogy to be operational, the duty to contribute taxes
and other sources of finance cannot be considered an individual duty.

Some argue that, although the duty to contribute taxes and other sources of finance is not an

individual duty, it is a collective duty of individuals and households. They argue that the social benefit
system as a whole is a form of intergenerational solidarity, with individuals and households being
both net recipients and net contributors at different stages of their life:

4 |PSAS 19, paragraph 18

4 The Basis of Conclusions to the Conceptual Framework (paragraph BC5.6) notes that within IPSASs, the recognition and

presentation of assets and liabilities resulting from executory contracts will be determined at standards level.
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° Children will be net recipients of social benefits, as they will contribute little (if anything) by way
of taxes and other sources of finance. Receipt of these benefits would impose a duty on the
individuals concerned to contribute to the social benefits system later in life.

o Those of working age will (with some exceptions, such as those who are unemployed for a
period of time) will generally be net contributors to the social benefits system, contributing more
in taxes and other sources of finance than they receive in social benefits during that stage of
their life. These contributions can be seen as repayments for earlier benefits as well as giving
rise to an entitlement to future benefits.

o In many jurisdictions, those of retirement age will (with some exceptions, such as those with a
relatively high level of assets or alternative sources of income such as a private pension) once
more be net recipients of social benefits. The value of the benefits they receive will be greater
than the taxes and other sources of finance that they contribute during that stage of their life.
This can be seen as the individuals consuming the benefits to which they are entitled as a
result of their earlier contributions.

Some who support this view consider that a government’s role is to facilitate this intergenerational

6.15

solidarity. The IPSASB therefore considered whether acceptance of this view would require a
government to consider itself as an agent of the individuals and households who are either net
recipients of, or net contributors to, the social benefit system

The IPSASB notes that agents may be responsible for receiving and transferring resources, but that

6.16

they do not control those resources. Applying this principle to the social contract scenario would
suggest that a government does not control the receipts of taxation and other sources of finance that
are used to finance the social benefits system.

The IPSASB does not consider that this reflects the economic substance of the situation. In particular,

6.17

the IPSASB notes that, in accordance with IPSAS 23 Revenue from Non-Exchange Transactions
(Taxes and Transfers), a government recognizes revenue when a taxable event occurs. The IPSASB
does not consider that there is a sufficient link between the entitlement to receive taxes and other
sources of finance and the obligation to provide social benefits to require a government to consider
itself an agent of the individuals and households.

The IPSASB also considers that applying the agency principle would not meet the objective of

6.18

financial reporting. Should a government account for social benefits (and the related financing) as an
agent, neither the expenses nor the revenue will be reported in the financial statements of that
government. The IPSASB considers that information regarding expense and revenue is required for
accountability and decision-making purposes.

The IPSASB then considered the implications of considering individuals and households collectively

6.19

as the counterparty to the social contract.

The IPSASB notes that, as explained in paragraph 6.13 above, individuals and households may be

6.20

net recipients of, or net contributors to, the social benefits system. Considering all individuals and
households collectively allows for the reporting of the net position, rather than reporting duties and
entitlements individually.

Under this collective view, there is an ongoing obligation on a government to provide social benefits,

and an ongoing obligation on individuals and households to contribute taxes and other sources of
finance. This can explain why a non-legally binding obligation can arise for post-employment benefits
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but not (under the social contract approach) for social benefits. In the case of post-employment
benefits, there is no ongoing obligation on the employee; the benefit has been earned as a result of
past service (along with any past contributions). In the case of social benefits, there is an ongoing
obligation on individuals and households collectively.

The social contract approach also considers that reporting a large liability without reporting the

6.22

corresponding revenue does not provide useful information for users of the financial statements.
Under the collective view, this issue does not arise. Collectively, individuals and households
contribute taxes and other sources of finance to enable a government to provide social benefits.
Each party performs their obligation to the same extent each financial period. Therefore, applying
the executory contract model, the net asset or liability will continue to be measured at zero unless
there is evidence that individuals and households will no longer be able to finance the social benefits.

The IPSASB notes that if there is evidence that individuals and households will no longer be able to

6.23

finance the social benefits, the social contract could be considered as onerous. In these
circumstances, applying the executory accounting model, a liability would be recognized
immediately. The IPSASB acknowledges that making this assessment and determining any resulting
liability is likely to be difficult.

Some have expressed concern that the social contract approach appears to recognize a liability

dependent on its financing, which is contrary to how IPSASs usually address recognition. The
IPSASB notes that, under the social contract approach, a liability is recognized when performance
is required in response to the performance of the other party.

6-126.24 The IPSASB notes that in some jurisdictions, a significant proportion of taxes and other

sources of finance is provided by corporate entities that do not directly receive social benefits,
although they benefit from, for example, a healthy workforce. As such, these entities may not form
part of the same social contract. Corporate entities may also be domiciled in another jurisdiction. It
is_therefore possible that the level of taxes and other resources provided by individuals and
households collectively may be lower than that required to finance social benefits. In these
circumstances, it may not be possible to apply the executory contract model to the social contract
where the counterparty is individuals and households collectively.

6-136.25 As noted above, the IPSASB has currently taken the view that executory contract analogy

cannot be sustained on an individual basis. The IPSASB also taken the view that if the executory
contract analogy may not apply to individuals and households collectively in all jurisdictions, it follows
that Fhe tRSASB-considers-that-under-the-social-contract-approach,-executory contract accounting
should be applied by analogy to society as a whole. andThis is based on the assumption that society
as a whole will always be able to contribute sufficient taxes and other sources of finance.

Obligations to be performed

6.146.26 The description of this approach in the 2008 CP assumes that the obligations to be

performed by the other party are to contribute taxes and other sources of finance.

6-156.27 It may be possible to identify other obligations. Where individuals, or society as a whole,

perform activities that enable a public sector entity to achieve its objectives, this could be viewed as
fulfilling an obligation. However, when discussing social benefits it is often difficult to identify the
obligations that individuals, or society as a whole, need to perform to enable an entity to achieve its
objectives.
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6-166.28 For example, an objective of a health service may be to increase the longevity of the
population. The health service may provide medication that prevents conditions deteriorating and
becoming fatal. The provision of the medication will allow the health service to achieve its objective.
However, there is no independent performance by the individuals affected; any performance by the
individuals affected is dependent on the health service first providing the medication.

6:176.29 The IPSASB has econcluded—currently taken the view that, under the social contract
approach, any performance obligation on society as a whole cannot relate to the achievement of an
entity’s objectives. It follows that the performance obligation on society as a whole relates to the
contribution of taxes and other sources of funding, as proposed in the 2008 CP. The contribution of
taxes and other sources of funding is independent of the provision of social benefits by a public sector
entity. The two transactions, therefore, can be considered to be analogous to an exchange.

Application of the Social Contract Approach

6.30 The IPSASB has currently taken the view that under the social contract approach, social benefits can
be accounted for by applying the analogy of an executory contract. A public sector entity provides
social benefits to society as a whole. Society as a whole provides taxes and other sources of finance
to the public sector entity.

6.31 Unless an executory contract is considered onerous, the net asset or liability is usually measured at
zero. The public sector entity would therefore recognize no liability for social benefits, except where
it has accepted a legal liability to provide benefits but has yet to do to. The assumption of the legal
liability forms part of the entity’s performance of its obligation in the reporting period. It follows that
the public sector entity should recognize an expense and a liability in respect of any outstanding legal
liabilities at the reporting date.

6.32 _In many jurisdictions, the entities that provide social benefits will be different to the entities that receive
taxes and other sources of funding. At the whole of government level, the fact that different entities
are involved does not affect the assessment of the social contract. However, at individual entity level,
Fthis raises the question as to whether there is any obligation owed to the entity providing social
benefits. Some question whether the social contract approach can be applied at entity level if no
obligation is owed to the entity.

6.33 In such cases, the entity providing the social benefits will be funded by another public sector entity.
For the purposes of the social contracts approach only, the IPSASB considers that it is appropriate
to consider this arrangement to be analogous to the funding entity acting as the agent of the entity
providing the social benefits. The contribution of taxes and other sources of funding can be seen as
an obligation to the entity providing the social benefits. In the same way that the social contract
applies to society as a whole, it applies to government as a whole.

6.18

Proposed Accounting Treatment

6-196.34 Under the executory contract analogy, the public sector entity performs its obligations when
it assumes a legal obligation to provide social benefits. The performance of society as a whole is
recognized by a public sector entity recognizing the right to receive taxes and other sources of
funding.
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6:206.35 This CP proposes that, should the social contract approach be incorporated into a future

IPSAS, a public sector entity would recognize a liability in respect of social benefits at the point at
which the obligation becomes a legally-binding obligation. This liability should be measured at the
cost of fulfilment. The cost of fulfillment is discussed in more detail above, beginning at paragraph
5.71.

6.216.36 The recognition and measurement of taxes and other sources of funding provided in non-

exchange transactions is specified in IPSAS 23-Revenue-from-Non-Exchange Transactions{Taxes
and-Transfers) and is outside the scope of this project.

Specific Matter for Comment 8

In your view, under the social contract approach, should a public sector entity:

(@) Recognize an obligation in respect of social benefits at the point at which an obligation
becomes a legally binding obligation?

(b)  Measure this liability at the cost of fulfilment?

Please explain your reasons for your view.
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7  Option 3: Social Insurance Approach

Introduction

7.1 This CP defines social security programs as “programs providing cash transfers, operated by or on
behalf of a public sector entity, where the benefits received are conditional on participation in the
program, usually evidenced by way of actual or imputed contributions made by or on behalf of the
recipient.”

7.2 Social security programs are a type of social insurance. Many social security programs operate in a
similar manner to insurance contracts, and hence insurance accounting may provide insights into
how best to account for some or all social security programs.

7.3 Social security programs can be distinquished from insurance contracts by the nature of the
participation in the program. Participation in a social security program is obligated by government;
participation in an insurance contract is voluntary.

7.4 For example, in many jurisdictions, holding motor insurance is a legal requirement for driving, but the
government does not specify the terms of the insurance (beyond minimum requirements to protect
third parties), nor does it prescribe who can provide the insurance. Individuals can choose the
insurance contract and provider that best meets their needs. No such choice exists with a social
security program.

727.5 Where a public sector entity issues insurance contracts, it should account for these contracts under
the relevant national or international standard dealing with insurance accounting rather than under
the social insurance approach.

Insurance Accounting

7-37.6 _There is currently no IPSAS on insurance accounting. Entities that issue insurance contracts are
directed to national or international accounting standards on insurance accounting when determining
their accounting policies.

7#A47.7 IFRS 4 Insurance Contracts was published in 2004. The International Accounting Standards Board
(IASB) describes IFRS 4 as an “interim Standard that permits a wide range of practices and includes
a ‘temporary exemption’, which explicitly states that an entity does not need to ensure that its
accounting policies are relevant to the economic decision-making needs of users of financial
statements, or that those accounting policies are reliable.”4>

7.57.8 As such, IFRS 4 does not provide an appropriate basis for accounting for social benefits. The IASB
is developing a replacement for IFRS 4, and has issued Exposure Draft ED/2013/7 Insurance
Contracts. The IPSASB considers that the proposals in this ED are a suitable starting point for the
development of accounting for social benefits under the social insurance approach.

IASB Exposure Draft ED/2013/7 Insurance Contracts

7.67.9 The following paragraphs describe the principles set out in the IASB’s ED. This description
summarizes the key features that will be relevant to accounting for social benefits; it does not claim

4 Exposure Draft ED/2013/7 Insurance Contracts
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to include all of the detailed requirements. Readers seeking further information regarding the IASB’s
proposals should refer to the ED directly.

7#7.10 Under the ED, the statement of financial position reports liabilities for the obligations arising as a
result of insurance contracts. These liabilities are recognized at the earlier of the beginning of the
coverage period (i.e., the period during which the entity provides coverage for insured events) or the
date on which the first payment from the policyholder becomes due.

7-87.11 The liability is measured using a current estimate of future cash flows associated with the contract
and includes the expected contract profit. These cash flows include premiums receivable by the entity
and claims and benefits payable by the entity. The liability is discounted to reflect the timing of the
cash flows, and risk adjusted to reflect the uncertainty associated with the cash flows. Unwinding the
discounting in later periods leads to the recognition of interest revenue and / or expense.

7.97.12 The expected contract profit is recognized as revenue over the period of the contract on a
systematic basis that reflects the transfer of services provided under the contract. Revenue is
adjusted for underwriting experience“é, and the remaining expected contract profit is adjusted for
changes to the estimated future cash flows. Where these changes result in an expected loss,
contracts are considered onerous, and the loss is recognized as an expense immediately.

Social assistance programs

7.13 The IPSASB is proposing in this CP that it is not appropriate to apply insurance accounting to
unfunded social assistance programs. Such programs do not require participation, evidenced by
contributions. The absence of contributions means that the only future cash flows would be the
payment of social benefits. Estimating the present value of the future payments would be equivalent
to determining the best estimate of a liability under some variants of Option 1, for example the
threshold eligibility criteria approach.

Contributions other than direct contributions

7.14 The IPSASB noted that contributions may take different forms.

Contributions in kind

7.15 In some cases, contributions may be made in kind rather than in cash. For these programs,
participants are required to provide services on behalf of a government in exchange for an entitlement
to receive similar services in the future. The IPSASB does not consider that it would be appropriate
to apply the social insurance approach to such programs. Although such programs require
participation, evidenced by contributions, the fact that the contributions are in kind not in cash means
that an approach based on net cash flows is unlikely to provide useful information for such programs.
Rather, another approach that provided information on a government’s liabilities in respect of such
programs is likely to provide more useful information. A government’s liabilities could include, for
example, administration costs and any costs of providing services in excess of the services provided

by participants.

4 Underwriting experience refers to the actual cash flows from premiums, claims and benefits, which are likely to differ from the
estimated amounts.

Agenda ltem 7.3
Page 54 of 99



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

Imputed contributions

7.16

In some cases, contributions may be imputed, for example when an individual is unemployed or when

7.17

a parent stays at home to care for the children.

Where imputed contributions involve a cash transfer from a public sector entity to (for example) the

7.18

social security fund providing the program, the social insurance approach provides useful information.
From the perspective of the social security fund (and the individual program), there is no difference
between contributions received directly from participants and those received from a public sector
entity in respect of imputed contributions.

Where imputed contributions do not involve a cash transfer, the social insurance approach may

provide useful information. The social insurance approach will provide information regarding any
surplus or deficit on the program. This will provide useful information about the extent to which the
imputed contributions are being financed by other contributors or subsidized by taxation. However, it
is possible that the value of this information would decrease as the proportion of imputed contributions
increased. Taking an extreme example, if all contributions were imputed, there social insurance
approach would not be appropriate as there would be no contributions received. The social insurance
approach may therefore only provide useful information where there are sufficient cash contributions.

Contributions treated as general taxation

7.19

In_some cases, contributions received may be treated by governments as general taxation.

7.20

Accounting for_such programs using the social insurance approach may still provide useful
information. Where contributions relate to a single program, applying the social insurance approach
will inform users as to whether the program is subsidized by taxation; whether the program is fully
funded by the contributions; or whether the program is generating a surplus that is being used to
finance other government expenditure. Such information is likely to be useful to users.

Where contributions relate to more than one program (for example, National Insurance in the United

Kingdom), the social insurance approach may provide useful information where an appropriate basis
for allocating the contributions to individual programs exists (for example, a specific percentage).
Where no such basis exists, and any allocation would be arbitrary, the IPSASB considers that the
use of the social insurance approach would not be appropriate. The social insurance approach
highlights whether contributions are sufficient to finance a program’s liabilities. Where the allocation
of those contributions is arbitrary, this information is unlikely to be relevant or reliable. There may
also be opportunities for a government to manipulate the allocations to achieve a desired outcome in
respect of a specific program. Further complications may arise where contributions are collected by
one public sector entity (for example, a revenues service) and programs are provided by one or more
other public sector entities.

Conclusion

7.21

The IPSASB has currently taken the view that the social insurance approach is appropriate where

71.22

there are sufficient cash transfers in respect of a program, and these can be reliably measured.

The social insurance approach will not provide useful information in respect of:

° Programs involving contributions in kind;
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° Programs where there is a high level of imputed contributions not involving a cash transfer;
and
° Programs involving contributions (including those treated as general taxation) where there is

no reliable basis for allocating the contributions to individual programs.

7.23 The social insurance approach will provide useful information in respect of:

° Programs where imputed contributions involve a cash transfer;
° Programs where there is a low level of imputed contributions not involving a cash transfer; and
° Programs involving contributions treated as general taxation where there is a reliable basis for

allocating the contributions to individual programs.

+107.24 The IPSASB notes that, unlike the other approaches considered in this CP, the social
insurance approach implies a mixed approach to accounting for social benefits. Some programs
would be accounted for using the social insurance approach. Other programs would be accounted
for using a different approach. The IPSASB considers that as programs have different characteristics
and operate in different ways, a mixed approach could be appropriate.

Accounting for Social Security Programs under the Social Insurance Approach

+217.25 This section of the CP describes how the social insurance approach would be applied to
the recognition and measurement of social security programs. It then discusses individual issues that
will arise under such an approach and seeks respondents’ views as to how these should be
addressed.

+2127.26 Two different scenarios may arise. In the first scenario, the social security program is
designed to be fully financed through contributions. In this scenario, the program is designed to
operate without any subsidy from general taxation.

+2437.27 In the second scenario, the social security program is designed to operate with a subsidy
from general taxation. The program is designed to be partially financed through contributions and
partly through the tax subsidy.

+2147.28 These two scenarios give rise to different accounting issues, and are discussed separately
in the following paragraphs. For some social security programs, it may be difficult to establish whether
the program is designed to operate with a tax subsidy or without a tax subsidy unless this is specified
in legislation.

Initial recognition

+157.29 This CP proposes that, in line with the IASB’s proposals for insurance contracts, social
security programs would be recognized at the earlier of the beginning of the coverage period or the
date on which the first contribution from or on behalf of the participant becomes due.-As-social-security

+167.30 Where the number of participants in a social security program is sufficiently small,
recognition could be on an individual basis. Where the number of participants is large, recognition
may need to be based on aggregated groups of individuals, for example those joining a social security
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program in a particular period. This CP proposes that under the social insurance approach, a future
IPSAS should not specify the level at which such amounts are aggregated (this is sometimes referred
to as the “unit of account”). Where an aggregated approach is taken, estimation techniques will be
necessary. Actuarial reports are typically required to provide the information to enable this process.

+177.31 For social security programs designed to operate without a tax subsidy, at initial recognition
the statement of financial position would show the expected surplus (if any) from the program, and a
current estimate of the amount of future cash flows from the program, discounted to reflect the timing
of those cash flows.

7187.32 This CP proposes that in those circumstances where the contributions are designed to
exceed the expected benefits paid, the expected surplus should be recognized over the coverage
period of the program.

7.33 A current estimate of the future cash flows, discounted to reflect the timing of those cash flows, may
indicate that there is an expected deficit for a social security program. This CP proposes that, where
the program is designed to be fully funded from contributions (i.e., designed to operate without a tax
subsidy), the expected deficit should be recognized as an expense on initial recognition. This would
provide useful information about the performance of the program and the level of additional
contributions (or reductions to the benefits offered) required to balance the program. It would also be
consistent with the approach being considered by the IASB. This CP does not consider it appropriate
to recognize the expected deficit_as it emerges over the coverage period where the program is
designed to be fully funded from contributions. Such an approach would imply that the financing of
the program was part of the entity’s ongoing operations, whereas the situation is analogous to a
contract becoming onerous.

+197.34 In some cases, a program may operate without the need of a subsidy from taxation over
the life of the program, but with periods where there are net negative cash flows. During these
periods, the social security fund or other public sector entity providing the program may borrow from
a government, and make repayments during periods where there are net positive cash flows on the
program. Any such borrowing will be reflected in the present value calculations. Where borrowing is
provided at a subsidized rate, this may need to be reflected in the discount rate.

+207.35 Where the program is not designed to be fully funded from contributions (i.e., where the
program is designed to operate with a tax subsidy), the CP is seeking the views of respondents as to
how the expected deficit should be treated. The IPSASB has identified the following approaches:

. The entity should recognize an expense on initial recognition of the liability determined. This
would ensure the consistent accounting treatment for all deficits, whether they resulted from
the design of the program or not, and would provide useful information on the liability of the
entity to subsidize the program._This treatment reflects an assets and liabilities-led approach
to accounting for social benefits.

. The entity should treat the subsidy as a future expense on initial recognition of the obligation
and recognize the subsidy as the expected deficit emerges over the coverage period (i.e., the
accounting treatment for a deficit would mirror the treatment for a surplus). This would
recognize the liability that the entity has to subsidize the program, whilst recognizing the
subsidy as an expense in the periods in which the subsidy is provided. This treatment reflects
a revenue and expenses-led approach to accounting for social benefits.
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. The entity should deductthe planned-subsidy-frem-adjust the liability determined from the future
cash flows to reflect the planned subsidy. This treatment considers the planned subsidy to be

a form of contribution and adjusts the cash flows accordingly. There are two variations to this
approach.

- Deduetthe-planned-subsidy-fremAdjust the liability for the planned subsidy only where

this is to be received as a transfer from another public sector entity. This mirrors the
approach taken for expected reimbursements for provisions under IPSAS 19. The
subsidy can be seen as a form of indirect contribution. However, if both entities are
consolidated into the same financial statements (for example, at whole of government
level) the transfer would be eliminated.

- Deduetthe planned-subsidy-fremAdjust the liability for the planned subsidy irrespective

of whether this is to be received as a transfer from another public sector entity or as an
earmarked portion of general taxation. This would reguire-the-recognition-oftreat future
tax revenues as an asset offsetting the liability, albeit future inflows earmarked to support
a social security program. This would be a departure from current practice.

7.36 The effect of these different treatments is considered in the following example:

Example: Unemployment Insurance Benefit

The following example considers the accounting for a new unemployment insurance benefit being
introduced by a government. The legislation permits the government to revise the contribution
rates every five years. The surplus or deficit on the program is therefore considered by forecasting
cash flows over five years. The following simplifications have been made in preparing the example:

° The time value of money and any risk adjustment (see discussion below) are considered to
be immaterial; and

° All benefit claims are paid when they are incurred and all contributions are received when
they fall due.

The government estimates that contributions of 1,000 per annum will be received. Benefit claims
payable are estimated to be as follows

Year 1 Year 2 Year 3 Year 4 Year 5
1,000 1,050 1,100 1,100 1,000

Over the five year period, there will be a planned deficit of 250.

Assuming no variation from the estimated amounts, the three options for accounting for a planned
deficit would result in the following accounting treatments:

1 — Expense on initial recognition. Under this option, the government would recognize an
expense of 250 when it initially recognized the program. Subsequent to initial recognition, the
government would recognize program revenue equal to the program expenses recognized in the

year.

2 — Recoqgnize the deficit over the coverage period. Under this option, the government would
not recognize an expense when it initially recognized the program. The deficit would be recognized
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on a systematic basis over the coverage period. Assuming a straight line basis reflects the delivery
of services, program expenses would exceed program revenue by 50 each vear.

3 —Treat the subsidy as part of the cash flows. Under this option, the subsidy is treated as an
expense when it is required. Program expenses will exceed program revenue in those years that
a subsidy is required. The government will recognize a deficit on the program (i.e., the subsidy) of
50 in year 2 and 100 in each of years 3 and 4.

Any variations to the expected cash flows would be reflected in the statement of financial
performance.

Specific Matter for Comment 9

Do you agree that where a social security program is designed to be fully funded from
contributions:
(@) Any expected surplus should be recognized over the coverage period of the program; and

(b)  Any expected deficit should be recognized as an expense on initial recognition?

Please explain your reason for this view.

Specific Matter for Comment 10

In your view, what is the appropriate accounting treatment for the expected deficit of a social
security program that is not designed to be fully funded from contributions:

(@) An expense on initial recognition;

(b)  Recognize the deficit as an expense over the coverage period of the program;

(c) Deduct the planned subsidy from the liability only where this is to be received as a transfer
from another public sector entity;

(d) Deduct the planned subsidy from the liability irrespective of whether this is to be received
as a transfer from another public sector entity or as an earmarked portion of general
taxation; or

(e) Another approach?

Please explain your reason for this view.

Risk adjustment

+217.37 The IASB'’s proposals for insurance accounting require a risk adjustment to be made to the
estimate of the future cash flows. The risk adjustment reflects the compensation that the entity would
require for bearing the uncertainty about the amount and timing of the cash flows that arise as the
entity fulfils the contract.

+227.38 If a risk adjustment is applied when estimating the future cash flows, the resulting
measurement basis will be the assumption price, i.e., “the amount which the entity would rationally
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be willing to accept in exchange for assuming an existing liability.”4” If a risk adjustment is not applied
when estimating the future cash flows, the measurement basis will be the cost of fulfillment.

#237.39 The main advantage of using the assumption price measurement basis is that there may
be significant risks associated with the estimated cash flows. It is appropriate, therefore, to make a
prudential adjustment to increase the likelihood that the reported liability will be adequate. Such an
adjustment is-alse-likely-tomay be a factor in assessing the contribution rate funding the liability and
hence more useful for decision-making purposes.

+247.40 The main advantage of using the cost of fulfilment measurement basis is that this
represents the best estimate of the cost that is expected to be incurred. A differentiation can be made
between the public and private sector in this instance as going concern or solvency concerns differ
between the sectors#.

#257.41 For some social insurance programs, uncertainty regarding future cash flows will be
relatively small. An example would be where past experience shows that the level of both
contributions received and payments made is relatively stable. In these circumstances, information
about the best estimate of the entity’s liability in regard of the program may be most useful to users
of the financial statements.

+267.42 For other social insurance programs, there may be significant uncertainty regarding future
cash flows. In these circumstances, the use of the assumption price measurement basis may be
more appropriate. Information regarding the risk adjustment applied by the entity may enable users
of the financial statements to better evaluate the risks borne by the entity in operating the program.

Specific Matter for Comment 11

In your view, under the social insurance approach, should an entity use the cost of fulfillment

measurement basis unless—the-uncertainty—over-futurecash-flowsjustifies-the-use—ofor the

assumption price measurement basis?

Please explain your reasons for this view.

Coverage Period

7287.43 The IASB’s proposals for insurance accounting require an entity to recognize the future
cash flows relating to the coverage period of an insurance contract. The coverage period ends at the
point where the entity can assess the risks associated with a policy holder or group of policy holders,
and can set a price that reflects those risks. The policy holder will have the ability to seek an
alternative insurer at this point, and so coverage beyond this point amounts to a new agreement.

7297.44 For many social benefits, participation is mandatory under legislation. Contributions may
not reflect individual risks, and may be influenced by factors other than the risks covered, for example

47 Conceptual Framework, paragraph 7.87
4 Going concern in the public sector is discussed in-more-detail-in the Preface to the Conceptual Framework.
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government policy. This applies especially to those social security programs that are not designed to
be fully funded from contributions. In these circumstances, the coverage period may be difficult to
determine. The entity will need to identify the point at which the coverage period should be considered
to have ended. Actuarial assumptions may be helpful in determining this point.

+307.45 A social security program providing retirement benefits will have a very long coverage
period. Benefits will be paid until the death of a participant. A typical pattern of cash flows for such
programs may be almost 50 years of contributions followed by an average of 20 years of benefit
payments.

#317.46 Where a retirement benefits program also provides survivor benefits and/or dependent
benefits#?, benefits may be paid after the death of the participant. Survivor and dependent benefits
may also be payable where a participant dies before reaching retirement age. The program may
therefore pay benefits for a much longer period of time.

+327.47 Such issues are also faced by providers of annuities in the private sector.

+337.48 For other social security programs, the coverage period may be less straightforward to
identify. Taking the example of an unemployment benefit program, contributions may be mandatory
during periods of employment, with benefits paid during periods of unemployment. In some cases,
the period over which the benefits are paid, and the amount of those benefits, are dependent (at least
in part) on the amount of contributions during an eligibility reference period.

+347.49 For example, the Canadian Employment Insurance program pays benefits where the level
of benefits and the period for which those benefits are paid is based (at least in part) on the
contributions in the previous 52 weeks.

+357.50 This CP proposes that the estimate of future contributions should be based on the eligibility
period (if any) of the social security program. The estimate of future benefit payments should be
based on the eligibility period plus the period (if any) after the eligibility period during which benefits
resulting from that eligibility period can be payable. Where the eligibility period is not specified,
estimates should be made based on experience combined with assessments of the impact of recent
policy changes.

+367.51 In the example of the Canadian Employment Insurance program, the eligibility period is 52
weeks. The estimate of future contributions would consist of the contributions to be received during
that year. Those contributions provide eligibility for benefits that may be paid for up to 45 weeks after
a participant becomes unemployed. If a participant became unemployed at the end of the eligibility
period, the coverage period would be 52 weeks (eligibility period) + 45 weeks (claim period), giving
a total of 97 weeks. For participants who became unemployed part way through the eligibility period,
the coverage period would be less. In estimating the future payments, an-estimates of when a
participant may become unemployed, and when he or she would return to the workforce, would need
to be taken into account.

+3%7.52 In the example of a retirement benefit, the eligibility period will normally run until the
participant retires. The claim period will be from the date at which the participant retires to the day he

4 Survivor benefits are benefits payable to the surviving spouse or partner of a beneficiary upon the death of that beneficiary. An
example of a survivor benefit would be a reduced pension, which may be payable for a specified period or until the death of the
surviving spouse or partner. Dependent benefits are similar benefits payable to the dependents (usually dependent children) of
a deceased beneficiary. Benefits are often payable until a child reaches a specified age.
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or she dies. The estimate of future contributions would take into account contributions that would be
received from the date a participant enters the workforce to the date he or she retires. The estimate
of future payments would take into account payments from the date a participant retires to the date
he or she dies. The estimates would also take into account the possibility of the participant dying
before retirement, and the possibility of survivor or dependent benefits being paid.

Nature of contribution

+387.53 So far, this chapter has considered those social security programs where the contributions

7.54

payable relate directly to the benefits. In some cases, the relationship is more complex. Some
examples are discussed below

. A social benefit operates as if it were a social insurance program. However, rather than
contributions being made by or on behalf of identifiable individuals, the program is funded
through a levy. An example would be an accident insurance benefit funded through a levy on
fuel sales.

. A social security program provides benefits to non-participants, funded through the
contributions made by participants. An example would be an accident insurance scheme,
financed by mandatory contributions, which also provides coverage to non-participants, for
example tourists.

The social insurance approach provides useful information to users by assessing future cash flows

7.55

to determine whether a program will produce a surplus or a deficit.

Where a program is intended to operate without being subsidized by taxation, the social insurance

7.56

approach can provide information as to operation of the program and whether changes to contribution
rate or benefits are likely to be required to enable the program to continue to operate without a

subsidy.

Where a program is intended to operate with a subsidy through taxation, the social insurance

7.57

approach can provide information as to the operation of the program and the level of subsidy required.

The information provided by the social insurance approach will only be relevant and faithfully

7.58

representative where there is a clear link between the benefits paid by a social security program and
the revenue that finances the program. Where there is no clear link, the information provided by the
social insurance approach may be misleading rather than useful.

In the an accident insurance benefit funded through a levy on fuel sales, the information provided by

the social insurance approach will be useful if the levy relates only to the accident insurance. In such
circumstances, the social insurance approach will provide useful information regarding the adequacy
of the levy to meet the financial objectives of the program (whether that is to be self-funding or to
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operate with a specific level of subsidy). In this case, the levy can be seen as analogous to
contributions.

7.59 If the levy relates partly to the accident insurance and partly to other programs or to general taxation
the social insurance approach will only provide useful information where there is a reliable basis
(such as a specific percentage) for allocating levy revenues to the accident insurance program and
other programs or general taxation. Without a reliable basis of allocating the levy revenues, it will not
be possible to assess the adequacy of the levy, and the social insurance approach will not provide
useful information. This mirrors the position where contributions finance a number of programs and
it may be difficult to determine a basis of allocation.

7.60 Where a program provides benefits to non-participants, the social insurance approach will provide
useful information only where the substance of the program is that of a social insurance program. As
the proportion of benefits provided to non-participants increases, the less likely it is that the substance
of the program is that of a social insurance program, and the more likely it is that the substance of
the program is a social assistance program financed by a specific tax. An entity will need to assess
the substance of the program to determine whether the social insurance approach will provide useful
information.

7.61 The IPSASB has currently taken the view that, in those cases where the link between contributions
and benefits is not straightforward, the social insurance approach will only provide useful information

where:
° The substance of the program is that of a social insurance program; and
° There is a clear link between the benefits paid by a social security program and the revenue

that finances the program.

#397.62 Respondents’ views are sought as to the-circumstancesinwhichitis-appropriate to-acecount
forprogramswhether they consider these criteria to be appropriate for determining when dsing-the

social insurance approach would be appropriate.

Specific Matter for Comment 12

you agree that, in those cases where the link between contributions and benefits is not

straightforward, the criteria for determining whether—using the social insurance approach_is
appropriate are:

° The substance of the program is that of a social insurance program; and

. There is a clear link between the benefits paid by a social security program and the revenue
that finances the program.

If you disagree, please specify the criteria that you consider should be used.

Please explain your reasons for thisyour views.
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Discount rate

+407.63 The IASB’s proposals for insurance contracts specify that that discount rate should adjust

7.64

7.65

the future cash flows to reflect the time value of money. Such rates should be consistent with
observable market prices for instruments with cash flows that are consistent with the timing, currency
and liquidity of the insurance contract.

IPSAS 25, in setting the requirements for defined benefit post-employment plans, also states the
principle that the discount rate should reflect the time value of money. It clarifies that the discount
rate does not reflect the actuarial or investment risk, nor the entity-specific credit risk born by
participants in the scheme. IPSAS 25 also includes guidance on estimating the discount rate where
there is no deep market in government bonds or high quality corporate bonds with a sufficiently long
maturity to match the estimated maturity of all the benefit payments. This approach does not include
a liquidity adjustment.

The IPSASB considered whether the discount rate approach in the IASB’s proposals for insurance

7.66

contracts or the discount rate approach in IPSAS 25 would be more appropriate when accounting for
social benefits using the social insurance approach.

The IPSASB noted that statistical reporting uses consistent discount rates for accounting for

7.67

employee benefits and social benefits. Consistency with statistical reporting would suggest adopting
the approach to discount rates specified in IPSAS 25.

The IPSASB considered the nature of a liquidity adjustment. Where financial markets are illiquid, a

7.68

seller of a financial instrument may have to accept a lower price for the instrument. This may lead
them to demand a higher market vield. Longer duration insurance contracts may be seen as illiquid.

The IPSASB noted that the notion of a policy holder demanding a higher market yield is irrelevant

7.69

where the terms of a social benefit are prescribed by government. The IPSASB also noted that a
higher market yield is unlikely to be required where a social benefit program is partially subsidized
through taxation. For these reasons, the IPSASB is currently of the view that the discount rate used
in measuring a social insurance obligation should not include a liquidity adjustment. The IPSASB is
currently of the view that the discount rate approach in IPSAS 25 is appropriate for a social benefits
IPSAS.

In some jurisdictions, the vield on government bonds is negative, at least for short term instruments.

This could lead to negative discount rates being applied to social benefits of shorter durations. Some
question whether negative discount rates reflect the time value of money.

7447.70 The IPSASB noted that negative discount rates may reflect the time value of money in

some circumstances. In periods of deflation, falling prices and salaries may result in reduced taxation
income for a government. Negative discount rates would reflect the government’s reducing ability to
finance payments. The IPSASB also noted that the provisions in IPSAS 25 include guidance on
determining the discount rate in circumstances in which market vields at the reporting date on
government bonds do not reflect the time value of money. The IPSASB is therefore currently of the
view that the possibility of negative discount rates does not require an alternative approach to
discount rates to that adopted in IPSAS 25

+427.71 This CP proposes to adopt the approach that a social insurance obligation should reflect

the time value of money, excluding actuarial, investment, entity-specific credit or liquidity risk , as
specified in IPSAS 25, in any future IPSAS that incorporates the social insurance approach.
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Specific Matter for Comment 13

Do you agree-support the proposal that, under the social insurance approach, the discount rate

used to reflect the time value of money should exclude-actuarial-investment-entity-specific-eredit
and-iguidity-risksbe determined in the same way as for IPSAS 257

Please explain your reasons for these views.

Subsequent measurement

+437.72 This CP proposes requirements for subsequent measurement that are based on the IASB'’s

7.73

proposals for insurance contracts, with adjustments for relevant decisions on initial measurement.
The CP’s proposals, which will depend on decisions made regarding initial recognition, are

summarized in-the-following-paragraphsbelow::

. At the end of the reporting period, the carrying amount of a social insurance program would
reflect the future cash flows, measured at that date, and the remaining expected surplus (or, if
the deficit relating to a program not designed to be fully funded by contributions is recognized
over the period of the program, the remaining expected deficit).

. The remaining expected surplus (or expected deficit) would be adjusted for changes to future
cash flows arising from future coverage.

. The expected surplus (or expected deficit) would be recognized as revenue (or expense) in the
statement of financial performance using a systematic basis that reflects the transfer of benefits
provided under the program. Benefits payable during the period would be recognized as an
expense.

o The statement of financial performance would also reflect any changes to the discount rate,
and the unwinding of the discounted cash flows.

Governments and other public sector entities may from time to time modify the terms of a social

7.74

insurance program. This CP proposes requirements for significant modifications to the terms of a
program that are based on the IASB’s proposals for insurance contracts.

In some cases, new terms may be put in place for new entrants to a program, while existing

7.75

participants retain their existing terms. In such cases, an entity shall account for these arrangements
as two separate programs.

Where the terms of a program are modified for all participants, this CP proposes the following

treatments:

° A modification that gives rise to an obligation to provide additional benefits shall be accounted
for as a new program. The surplus or deficit on this new program shall be assessed by
reference to any increase in contributions imposed as a result of the modification.

° A modification that gives rise to a reduction in benefits shall be accounted for by derecognizing
that part of the program that is related to the reduction in benefits.

° A modification that does not give rise to a change in benefits provided is accounted for as a
change in the estimated cash flows.
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Specific Matter for Comment 14

Do you support the proposals for subsequent measurement set out in paragraphs 7.72 — 7.79?

Please explain your reasons for these views.
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Presentation

Introduction

8.1

8.2

This chapter of the CP discusses at a high level the information to be presented in-accerdance-with
a-futuretPSASIN respect of social benefits. This chapter does not discuss-propose specific diselosure
requirements. These requirements are linked to decisions regarding the approach to recognition and
measurement, and therefore will be determined once the IPSASB has considered the responses to
this CP.

The information to be presented will need to be useful for accountability and decision-making
purposes to ensure it meets the objectives of financial reporting. Information will need to be consistent
with the qualitative characteristics set out in the Conceptual Framework. Decisions about the
information to include will also need to take into account the constraints on information included in
general purpose financial reporting.

: L . ial

8.3 Chapter ¢]8 of the Conceptual Framework describes the decisions that need to be made regarding

the presentation of information. These decisions are grouped under three headings — information
selection, information location and information organization. This CP concentrates on information
selection, but will-also discusses location and organization—where-these-inform-the-discussion—of
i . ion.

Information Selection

Presentation Objective

8.4 Information selection involves asking the gquestion “What information do users need?” To assist in
answering this question, the IPSASB is proposing the following presentation objective for this project:
An entity shall provide information that helps users of its financial statements and general
purpose financial reports assess
(a)  The impact of social benefits provided on the entity’s financial performance and financial
position; and
(b)  The sustainability of social benefits provided.
To assist this assessment, an entity shall present contextual information about:
(c) _ The nature of social benefits provided by the entity; and
(d)  How the entity administers the provision of social benefits.
8.5 This CP is seeking respondents’ views as to the information that users will need to achieve the

presentation objective for this project. The following paragraphs set out some of the issues that
respondents may wish to consider in coming to a view on users’ information needs.
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Existing IPSAS provisions

8.38.6 Provisions within existing IPSASs will require some information to be presented in the financial
statements:

o The statement of financial position will include liabilities (and, where relevant, assets) in respect
of social benefits.

o The statement of financial performance will include expenses (and, where relevant, revenues)
in respect of social benefits.

. The cash flow statement will include cash flows in respect of social benefits.

. The notes will include accounting policies in respect of social benefits, and a further details of
the amounts listed above.

Accounting policies

8.48.7 Accounting for social benefits may be complex, and may require a significant degree of estimation.
The summary of the key accounting policies should explain the approach or approaches used when
accounting for social benefits. The summary of the key accounting policies should also explain the
estimation techniques used and why these are appropriate. The challenge will be to provide sufficient
information so that users of the financial statements understand the approach or approaches used
and, equally importantly, their limitations without overwhelming them with details.

Significant judgment and key sources of estimation uncertainty

8.58.8 IPSAS 1, Presentation of Financial Statements requires entities to disclose any significant
judgments they have made in preparing the financial statements, and key sources of estimation
uncertainty. Social benefits could feature prominently in both. Depending on which approach to
recognition and measurement is adopted, accounting for social benefits may require significant
judgments and involve estimation uncertainty. For example, there will be significant estimation
uncertainty in the measurement of a retirement pension benefit under the social insurance approach,
where cash flows for many years into the future need to be estimated. There will be little estimation
uncertainty when the same benefits are measured under the social contract approach.

8.68.9 When considering how such uncertainty could best be communicated to the users of the financial
statements, the IPSASB will need to consider a number of issues, for example:

o Would it be helpful to state the range of estimates within which the liability is expected to fall,
or to show the probability distribution of the estimate?

o Would a sensitivity analysis, for example in relation to the discount rate, assist users?
o Or would these approaches introduce a level of complexity that would confuse users rather
than assisting them?
Details of revenues, expenses, assets and liabilities

8-78.10 The faces of the financial statements will display the amounts of revenues, expenses, assets and
liabilities arising from social benefits. The notes will disclose more detail on these amounts; the
following questions will need to be addressed:

o How much more detail is appropriate?
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. Should each social benefit program be disclosed individually, or should programs be
aggregated? What criteria should be considered when coming to this decision?

. Under the social insurance approach, should future flows of contributions and payments be
shown net or gross?

. What level of detail is appropriate when describing the assumptions that underlie the
estimates?
Prospective information

8-88.11 The IPSASB acknowledges that information_currently presented in the financial statements about
social benefits may, on its own, be insufficient for the needs of users-ofthe financial statements. This
was set out in paragraph 5 of the 2008 CP:

In considering these issues the IPSASB concluded that, within the constraints of its current implied
conceptual framework for general purpose financial reporting, traditional approaches to liability
recognition may not be suitable for conveying information to users about the future provision of
social programs by governments. In doing so, the IPSASB acknowledged the limitations of the
primary financial statements including the statement of financial position and notes thereto. These
limitations exist because, although primary financial statements use estimation technigues to
measure liabilities by reference to settlement amounts in future reporting periods, they focus
primarily on past events.

8-98.12 Some options for the recognition and measurement of social benefits incorporate more prospective
information than others. The social contract approach, which considers liabilities only where society
has contributed taxation and other sources of funding, does not incorporate prospective information.
The social insurance approach, with its emphasis on estimating future contributions and future
payments, incorporates some prospective information. This prospective information does not,
however, incorporate all the prospective information that users of the financial statements may find
useful. The social insurance approach considers cash flows in respect of participants, i.e., those who
are _currently contributing to a program, or receiving benefits from a program. It does not consider
cash flows in respect of those individuals who will become participants in the future.

Feperted—m—the—ﬂnanenal—sta%emenfes—The IPSASB WI|| conS|der whether addltlonal meladmg
prospective information_(for example, regarding future participants)-in-the-financial-statements will

assist users to understand the likely implications of social benefit programs. Prospective information
is discussed in more detail below, starting at paragraph 8.16. It is important that the-information-in
thefinancial-statements satisfies the QCs set out in the Conceptual Framework, for example
verifiability. Whether information meets the QCs may depend on the approaches to recognition and
measurement that have been selected.
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Information Locationeutside the Financial-Statements

8.15

included?” and “Within which components (or parts) of a report should information be included?”

As the discussion under information selection above shows, existing IPSAS provisions will determine

8.16

the answer to these questions in many cases. However, the IPSASB will need to determine the
location of any additional prospective information should it decide that such information is required to
meet users’ information needs.

Recommended Practice Guideline (RPG) 1, Reporting on the Long-Term Sustainability of an Entity’s

Finances provides guidance on reporting prospective information outside of the financial statements.
This includes information on social benefit programs that is currently not reported in the financial
statements.

9.18.17 Social benefits will form a significant portion of those flows for many entities, but are not the only

8.18

8.19

flows considered. The RPG sets these flows in the context of other projected flows such as tax
receipts.

Reporting on the long-term sustainability of an entity’s finances will-may enhance the information
about social benefits that is included in the financial statements. Additional prospective information
about social benefits, set in the context of projected taxation income and debt levels, wil-may be
useful for accountability and decision-making purposes.

If the IPSASB concludes that such information is required to meet users’ information needs, it will

need to consider whether such information should be presented in the financial statements or in a
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separate GPFR such as recommended by RPG 1. Where respondents consider additional
prospective information to be necessary to meet users’ needs, they are asked to indicate where they
consider such information should be presented. Respondents are also asked to comment on the
location of other information they consider necessary to meet users’ needs.

Information Organization

8.20 Information organization addresses the arrangement, grouping and ordering of information, and takes
into account important relationships between information.

8.21 Respondents are asked to comment on any organizational matters they consider need to be
addressed at this stage of the project. For example, respondents may propose that additional
prospective information regarding social benefits should be presented in a GFPR, separate from the
financial statements. The IPSASB welcomes comments on how the relationship between the
information in the financial statements and the prospective information in the GFPR should be
presented. A reconciliation between the two sets of information could be included in the GFPR.
Alternatively, a narrative description of the differences could be provided.

9.28.22 The IPSASB welcomes comments on any other organizational issues.

Specific Matter for Comment 154

In your view, what information is required to enable users to understand social benefit programs
and their impact on the financial statements of an entity? \Where should this information be located
and how should it be organized?

Does the presentation objective adequately address users’ information needs?

Please explain your reasons for this view.

Agenda ltem 7.3
Page 71 of 99



Draft Consultation Paper, Social Benefits
IPSASB Meeting (December 2014)

109 Social Security Funds, Composite Programs and Other Issues

Accounting by Social Security Funds

9.1 Insome jurisdictions, social benefits may be provided by separate entities, often referred to as social
security funds. The relationship of these funds to the public sector varies across jurisdictions. This
section of the CP discusses the accounting treatment for such funds that either apply IPSASs or are
consolidated into an entity that applies IPSASSs.

10-19.2 The IPSASB has noted that, historically, many social security funds have adopted fund accounting.
In some cases, this may have influenced decisions regarding the recognition and measurement of
revenue, expenses, assets and liabilities. The IPSASB has noted that fund accounting is not
considered in the Conceptual Framework and that fund accounting has not been adopted in the
IPSASB's literature. This CP therefore does not propose the adoption of fund accounting.

10.29.3 The IPSASB has—concludedis currently of the view that, in general, the issues regarding the
recognition and measurement of liabilities in respect of social benefits by social security funds are
the same as for other entities. The options set out in this CP will therefore be equally applicable to
social security funds as to other entities, subject to the following considerations.

. Social contract approach — some social security funds operate outside of the public sector.
Where these funds are financed by contributions rather than transfers from a public sector
entity, it is unlikely that the executory contract model can be applied by analogy. The social
contract approach option may not be appropriate for such funds.

o Social insurance approach — some social security funds may receive a guarantee from a
public sector entity, for example that the entity will make good any shortfall in funding. The
social insurance approach considers the net cash flows in respect of social benefits. This
calculation may need to include amounts received in accordance with the guarantee.

Composite Social Security Programs and other Programs providing multiple benefits

10.39.4 Some social benefits programs are-may be composite social security programs as defined in IPSAS
25. Composite social security programs provide both employee benefits and non-employment related
benefits in a single program.

10.49.5 Other programs may provide both social security benefits and social assistance benefits in a single
program.

10.59.6 Where composite and similar programs provide benefits that have different accounting
requirements, this CP proposes that social security funds and other public sector entities should
account for each benefit provided in accordance with the appropriate accounting treatment. This will
require entities to distinguish between each element of the benefit payable. For example, a composite
social security program that provides both employee related benefits and social security benefits
would need to separately identify payments to be made in respect of the employee benefits element.
The liability for this element would be determined by applying the requirements of IPSAS 25. The
liability for the remaining payments (those relating to the social security element) would be
determined by applying the requirements of a future IPSAS on social benefits.

10.69.7 There may be situations where the benefits provided are so interlinked that it is not practicable to
distinguish between the different elements. In these circumstances, this CP proposes that the entity
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should determine which characteristics of the program are most significant in terms of the amounts
payable. The entity should then determine the accounting policy for the composite or similar program
by selecting the accounting requirements that most closely match those most significant
characteristics.

10.-79.8 For example, a composite social security program may provide employee benefits which are based
on length of service and social security benefits where the amounts payable are linked to the level of
contributions paid. If the entity determines that:

. It is not practicable to distinguish between the employee benefits and social security benefits
elements of the program; and

. The level of contributions paid is the most significant characteristic of the composite program
when determining an individual’s level of benefits;

the entity would account for the entire composite program as social security benefits in accordance
with a future IPSAS on social benefits.

Specific Matter for Comment 16

To assist its review of the proposed arrangements for composite social security programs, the
IPSASB is seeking examples of such programs. If you are aware of any programs that meet, or
may meet, the definition of a composite social security program, please provide details of the
program.

Accounting by public sector entities — guarantees

10.89.9 As noted in paragraph 9.39.2 above, some public sector entities may provide guarantees to social
security funds. Typically, such guarantees cover any shortfall in funding experienced by the social
security fund. However, guarantees could be given for other purposes. For example, a social security
fund may borrow money to enable it to pay social benefits. A public sector entity may provide a
guarantee in respect of the debt.

9.10 Where a public sector entity has provided a guarantee to a social security fund, the entity should
account for that guarantee in the same way as for all other guarantees. Financial guarantees are
defined in IPSAS 29. Where a public sector entity has provided a guarantee to a social security fund
that meets the definition of a financial guarantee, the public sector entity should account for that
guarantee in accordance with IPSAS 29, unless the entity has elected to account for the guarantee
in_accordance with the relevant international or national standard dealing with insurance contracts.
Where the guarantee does not meet the definition of a financial guarantee, the public sector entity
should account for the guarantee in accordance with IPSAS 19 unless the guarantee is an insurance
contract within the scope of the relevant international or national accounting standard dealing with
insurance contracts.

10.99.11 Public sector entities, including social security funds, may be recipients of guarantees.
Entities in receipt of a guarantee should account for any revenue arising from the guarantee. Entities
should also consider whether the guarantee meets the definition of an asset, and if so, include the
asset in the statement of financial position.
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Accounting by public sector entities — control, joint control and significant influence

10-109.12  Where a social security fund-operates-wholly-in-the-public-sector-itislikely-that-the fund
will-be-controlled-by-a-public sectorentity is a reporting entity, the guestion of consolidation needs to

be addressed. The social security fund may operate independently, or it may be subject to the control,
joint control or significant influence of another entity or entities. The entity with control, joint control or
significant influence over a social security fund may or may not be a public sector entity.

10.119.13 iy ; A ,
meoreAssessing whether an entity has control, joint control or significant influence over a social
security fund can be complex. For example, some social security funds in France are tripartite
arrangements involving the government, the employer and trades unions._ Guidance on determining
whether an entity controls another entity is provided in IPSAS XX (ED 49). Guidance on determining
whether an entity has joint control or significant influence over another entity is provided in IPSAS XX

(ED 50).

10-129.14 t-each-case;Where a public sector entity has an involvement with a social security fund,
the entity will need to evaluate its involvement with the social security fund, and account for its interest
accordingly:

. Where the entity determines that it controls the fund (as defined in IPSAS XX (ED 49)), it will
account for the fund as a controlled entity in accordance with IPSAS XX (ED 49).

. Where the entity determines that it has joint control of the fund (as defined in IPSAS XX (ED
51)), it will account for its interest in the fund in accordance with IPSAS XX (ED 50).

. Where the entity determines that it has significant influence over the fund (as defined in IPSAS
XX (ED 50)), it will account for its interest in the fund in accordance with IPSAS XX (ED 50).

. AWhere the-public-sector entity may-determines that it has neither control, joint control, nor
significant influence over a social security fund,—tr-sueh-circumstanees; the entity will only
account for its transactions with the social security fund.
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Appendix A: Examples of Social Benefit Programs

A.1 This CP has discussed the principles of how to account for social benefits. In practice, there are a
wide variety of benefits and programs, which the principles will need to be able to accommodate.
Chapter 2 describes this range of programs at a high level. This Appendix gives individual examples
of the programs and considers how the approach outlined in this CP could be applied in practice to
these examples were the financial statements to be prepared under IPSASs. This Appendix does not
address all possible benefits. Instead, it discusses a small number of examples, showing how the
principles can be applied to each.

A.2 This CP is seeking comments on three approaches to accounting for social benefits rather than
proposing a specific approach. The IPSASB will decide which approach or approaches should be
included in an ED after reviewing the comments received.

A.3 Of the approaches being considered, the obligating event approach and the social contract approach
take a ‘one size fits all’ view of social benefits. These approaches (including all of the sub-options
under the obligating event approach) can be applied to all social benefit programs. The social
insurance approach takes a mixed measurement view of social benefits. This approach can be
applied only to those social benefit programs that are financed, at least in part, by contributions. Non-
contributory social benefit programs would be accounted for using one of the other approaches.

A-LA.4 In discussing the examples below, this CP does not come to a view as to which approach would
be used for each example; the IPSASB will decide when developing an ED which approach or
approaches to permit. This CP comments on whether the social insurance approach could be applied
to specific examples, based on the nature of their financing. It also comments on any specific issues
that would arise in applying any of the approaches to a specific example, but otherwise assumes that
any of the identified approaches could be applied to any of the examples.

Retirement Benefits

A2A.5 This Appendix describes three-examples of how retirement benefits are provided, and discusses
how the approach outlined in the CP can be applied to each example. Occupational pension schemes
also exist. These are not part of the state systems, and are outside the scope of this CP.

Denmark

A-2A.6 State retirement benefits in Denmark are provided through two schemes. The first scheme is a
universal scheme, the second a social insurance scheme.

A4A.7 The universal scheme provides an annual basic amount to citizens and to non-citizens who meet
the minimum residency requirements (or who are covered by reciprocal agreements). The amount
assumes 40 years residence, with the amount being reduced for shorter periods. The minimum
residency requirements are three years for Danish nationals and 10 years (to include the last five
years before retirement age) for foreign nationals. Individuals become eligible to receive a pension
at age 65 (increasing to 67 between 2024 and 2027). A means-tested supplementary pension benefit
is paid to the financially most disadvantaged pensioners.

A-5A.8 The universal scheme is managed by the Ministry of Social Affairs and Integrationa-gevernment
Ministry, with all the costs of the scheme being met through general taxation.
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A-6A.9 The social insurance scheme {(the Danish Labor Market Supplementary Pension) is known as the
ATP. Contributions are fixed, and vary only with the number of hours worked rather than with income.

A-7A.10The ATP provides a guaranteed deferred annuity. The pensions paid are based on an individual's
contribution record. A full, continuous contribution record (from age 16) is required for a full pension,
with a reduced pension being payable for shorter contribution periods. Individuals become eligible to
receive a pension at age 65 (increasing to 67 between 2024 and 2027).

A-8A.11The ATP is administered by the Labor Market Supplementary Pension Institution, an independent
institution headed by a bipartite board of directors representing employers (including the public
sector) and employees. The ATP is funded though contributions from employers and employees. In
recent years, the ATP has set aside substantial additional funds to cover the current increase in life
expectancy.

Application of the approach in this CP

A-9A.12The universal scheme and the ATP will-may have different accounting treatments.

A-10A.13 The wuniversal scheme is provided by the Ministry of Social Affairs and
Integrationgevernment-Ministry. The Ministry will include amounts relating to the universal scheme in
its financial statements. The Ministry will recognize and measure its liability using either the obligating
event approach or the social contract approach, depending on which approach the IPSASB includes

in a future IPSASene-of the-optionssetoutinthe CP \Whichof theoption used-will- depend-on
decisions-made-by-the IPSASB-in-developing-afuture IPSAS. Itis-unlikehrthattThe social insurance
approach will_not be appropriate for the universal scheme as the scheme is financed from general
taxation.

ALLA14 The ATP is provided through the Labor Market Supplementary Pension Institution, which
will include amounts relating to the ATP in its financial statements. As with the universal scheme,
recognition and measurement will be based on ene-of theoptions—set-out-in-the-CPwhichever
approach(es) the IPSASB includes in a future IPSAS (obligating event approach, social contract
approach or social insurance approach). The social insurance approach is a possible option for the
ATP, as the scheme operates on a social insurance basis, funded solely through employer and
employee contributions.

AL2A.15 The Ministry will need to consider whether it has any interest in the Labor Market
Supplementary Pension Institution. If the Ministry concludes that it has such an interest, it will account
for that interest in accordance with IPSAS XX (ED 49) (where the entity is a controlled entity) or
IPSAS XX (ED 50) (where the entity is a jointly controlled entity or an associate). If the Ministry
concludes is has no such interest, the ATP will not be included in the Ministry’s financial statements.

France

A13A.16 The provision of retirement benefits in France is complex. The overarching principle of
solidarity drives the provision of all social benefits in France. The solidarity principle means, for
example, that compensation mechanisms are in place to take account of demographic disparities.
Schemes with small numbers of current contributors that otherwise would not be able to finance all
their payments receive a transfer from schemes with large numbers of current contributors. The
Government may also provide cash to allow the schemes to meet their payment commitments for the
period.
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AL4A.17 The French pension system broadly covers civil servants and private sector employees
through different programs. This Appendix describes the general scheme (régime général) that
covers most private-sector employees. However, the approach applies (with minor variations in some
cases) to other schemes.

A-15A.18 There are two tiers to the pension system. The first tier is the basic pension scheme, the
second tier is the additional or supplementary pension scheme. Participation in both schemes is
mandatory.

AL6A.19 The basic pension scheme provides pensions where the amount receivable is based on
the number (rather than the amount) of contributions made. A full (flat rate) pension is payable when
contributions have been made for the minimum number of years. Reductions are made where the
number of years’ contributions is below this minimum number. Retirement ages and contribution

periods are currently being increased.-Once-the transition-period-iscomplete the-minimum-retirement
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AL7ZA.20 The additional or supplementary pension scheme provides pensions where the amount
payable is based on pension points. Annual contributions are related to a participant’s earnings; the
higher the earnings, the higher the contributions and the greater the number of pension points
allocated. When the participant retires, the pension payable is based on the number of pension points
the participant has accumulated over their working life.

A18A.21 The different schemes are managed by separate public entities established by law. Each
entity has a board of directors, comprising, in the main, employers’ representatives and employees’
representatives (often unions). The entity manages the scheme under the supervision of the relevant
Ministry of the French Government.

AL9A.22 The pension schemes are financed on a ‘pay as you go’ basis, with the contributions
received in a year being used to make pension payments in the year. Schemes are generally funded
through contributions. The application of the solidarity principle means that some schemes may
receive transfers (from other schemes or from the Government) to supplement the contributions.

Application of the approach in this CP

A-20A.23 Each entity will prepare its own financial statements. The entity will recognize and measure
any liability it may have whichever approach(es) the IPSASB includes in a future IPSAS (obligating
event approach, social contract approach or social insurance approach)using-ene-of-the-options-set

A21A.24 Currently, the entities do not recognize a liability in respect of future pensions payable.
Instead, estimates of future payments in respect of civil servants are disclosed in the notes to the
financial statements of the Government.

A22A.25 Each entity (and each Ministry) will also consider whether the solidarity principle and the
compensation mechanisms in place give rise to a liability that should be recognized in its financial
statements.
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Japan

A23A.26 In Japan, the public pension system has two tiers: a basic, flat-rate program and an
earnings-related program (employees’ pension scheme). The public pension system is being
reformed following the introduction of new legislation in 2012. This Appendix describes the new
system but does not address all the transitional provisions that are currently in place. Instead, it
describes how the system will operate once the transition period is complete.

A24A.27 The public pension system is operated as an insurance system. There are three categories
of insured person within the system. Category 1 comprises self-employed individuals. Individuals
within this category pay a fixed insurance premium each month. Category 2 comprises individuals
employed in public and private sectors. Individuals within this category pay a premium that is
proportional to their salary. Employers match this contribution. Category 3 comprises dependent
spouses of individuals in Category 2. Those individuals in Category 3 do not pay any insurance
premiums.

A-25A.28 The basic pension is paid from age 65. A full pension is paid with 40 years contributions,
with payments being adjusted proportionately for shorter periods. The minimum requirement for
receiving the basic pension is that the payment period for the insurance premium and any exemption
period for the insurance premium together must cover more than 10 years.

A26A.29 The earnings-related employees’ pension is also paid from age 65. The eligibility criteria
require a minimum of one contribution to have been paid. The amount of the pension is dependent
on an individual’'s contribution record (both the number and the amount of contributions paid).

A27A.30 The pensions payable are index-linked. During the transition period, this level of index-
linking is being deflated to ensure the program is able to meet its future obligations. Deflation of the
index-linking will cease when an actuarial review indicates that the financial equilibrium of the pension
system is sustainable. Actuarial reviews are undertaken every five years.

A-28A.31 The program primarily operates on a ‘pay as you go’ basis, although a reserve is also being
maintained.
A29A.32 In its financial statements, the Japanese Government currently presents the difference

between the assets of the pension system (net of an allowance for doubtful amounts) and the
accounts payable (recorded on a “due and payable” basis) as the “deposit reserved for public
pension”.

Application of the approach in this CP

A-30A.33 The Government will include amounts relating to the public pension system in its financial
statements. The Government will recognize and measure its liability using whichever approach(es)
the IPSASB includes in a future IPSAS (obligating event approach, social contract approach or social
insurance approach)ene-ofthe-options-setoutinthe CR-\Which-of the-options-is-used-will depend-on

A32A.35 The fact that future benefits are being adjusted to ensure that the system is financially
viable will-may need to be taken into account when measuring the program.
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A-33A.36 UnderIf the obligating event approach_is included in a future IPSAS and used to account

for the public pension scheme, adjustments to future benefits will affect the assessment as to when
a present obligation arises. Individuals’ valid expectation of being paid a pension will be affected by
such reductions (at least with regard to the amount of the pension), and the Government may be
seen as having a realistic alternative to settling the whole obligation.

A34A.37 As the public pension system operates as an insurance system, the social insurance

A.38

A.39

approach may be an appropriate basis for the recognition and measurement of the public pension
system.
Under-If the social insurance approach_is included in a future IPSAS and used to account for the

public pension scheme, the assessment of future payments will need to take into account the
Government's ability to reduce benefits to a sustainable level.

If the social contract approach is included in a future IPSAS and user to account for the public pension

scheme, only legal obligations will be recognized as liabilities. Adjustments to future benefits would
not need to be considered under this approach.

Switzerland

A.40

State retirement benefits in Switzerland are provided through a social insurance scheme (Old-Age

A4l

and Survivors' Insurance, OASI). OASI is a legally independent entity. It grants pensions of two basic
types: old age pensions to people of retirement age, and in addition so called survivors' pensions to
spouses or dependent children of a deceased insured person.

Both schemes - old-age and survivors' insurance - are administered by compensation funds, which

A.42

collect contributions and pay benefits. There are about 100 such funds, which operate under the
auspices of various professional associations, of the cantons, and of the federal administration.

Employers are legally bound to deduct the employees' contributions from all salaries or salary-like

A.43

benefits and to pay these, along with their own contributions, to the compensation fund to which they
are affiliated. The contributions are a fixed percentage of the insured person’s income, equally divided
between employees and employers.

The pensions paid are based on an individual’s contribution record. A full, continuous contribution

A.44

record is required for a full pension, with a reduced pension being payable for shorter contribution
periods. Errors in the contribution record can be corrected within 5 years, however errors further back
and years with less than minimal contribution cannot be rectified.

Men are entitled to old-age pensions from the age of 65 on. Since 1 January 2005 the age limit for

A.45

entittement for women is 64.

The Swiss Central Compensation Office in Geneva, technically a part of the federal administration,

A.46

acts _as an_intermediary between the various funds, booking the contributions paid by all
compensation funds and providing them with the means to pay the pensions. Compensation funds
transfer any surpluses to the Central Compensation Office.

The Swiss government and in particular the Federal Social Insurance Office supervise the old-age,

A.47

survivors' and invalidity insurance system.

Since Swiss old-age and survivors' insurance is funded on a "pay-as-you-go" basis by the

contributions of the working population - the balance between the two is increasingly out of kilter. To
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face up to such difficulties, the Swiss Confederation also contributes 19.55 % of outgoings. It acquires
this sum through direct federal and value-added taxes (VAT) as well as the taxes on tobacco
products, alcohol and gambling casinos. This amount is specified in legislation, as are the
contributions from employees/employers, as well as the benefits. In addition, a fixed proportion of
VAT is directly allocated to the program.

Therefore, in case of a deficit of the scheme, there is no automatic adjustment of any funding source

and parliament needs to determine which sources are adjusted or whether they change benefits. No
guarantee is provided, and there is no default option.

Application of the approach in this CP

A.49

The OASI will include amounts relating to the state retirement scheme in its financial statements. The

A.50

OASI will recognize and measure its liability using whichever approach(es) the IPSASB includes in a
future IPSAS (obligating event approach, social contract approach or social insurance approach).

If the obligating event approach is included in a future IPSAS and used to account for the state

A51

retirement scheme, adjustments to future benefits will affect the assessment as to when a present
obligation arises. Individuals’ valid expectation of being paid a pension will be affected by such
reductions (at least with regard to the amount of the pension). The fact that, in the case of a deficit,
future benefits may be adjusted to ensure that the system is financially viable will need to be taken
into account when measuring the program. The fact that the Swiss Confederation’s contribution is
prescribed in legislation will also need to be taken into account in assessing when a valid expectation
can arise.

Future benefits would not need to be assessed if the social contract approach is included in a future

A.52

IPSAS and used to account for the state retirement scheme.

As the state retirement scheme operates as an insurance system, the social insurance approach may

A.53

be an appropriate basis for the recognition and measurement of the public pension system. If this
approach is included in a future IPSAS and used to account for the state retirement scheme, the
contributions from the Swiss Confederation and from VAT would need to be included in the
assessment of future cash flows. As the VAT contribution is based on the revenue raised by the tax,
this will involve estimating future VAT revenues.

The fact that, in the case of a deficit, future benefits or contribution rates may be adjusted to ensure

A54

that the system is financially viable will need to be taken into account when measuring the program
under the social insurance approach. The assessment of future cash flows will need to take into
account any adjustments to contribution and benefit rates.

The Swiss Confederation’s contributions are prescribed by legislation, and no guarantees are

provided to the compensation funds. The Central Compensation Office, as part of the Swiss
Confederation, will recognize expenses as its liability to make contributions arises.

L2E—

Unemployment Benefits

A-36A.55 This Appendix describes twe-examples of how unemployment benefits are provided and

discusses how the approach outlined in the CP can be applied to each example.
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Canada

A-37A.56 In Canada, unemployment benefits are payable through the federal Employment Insurance
program. The program provides a number of benefits. This Appendix considers regular benefits.
Although the arrangements for other benefits are different, the accounting issues will be the same.

A-38A.57 Employment Insurance regular benefits are paid to individuals who become unemployed
through no fault of their own, and who have worked at least the minimum number of hours required
in the previous 52 weeks. The minimum number of hours required varies depending on the level of
unemployment in the region, with a higher number of hours required for eligibility in regions with lower
unemployment.

A-39A.58 The basic rate for calculating benefits is 55% of the weekly average insurable earnings.
Insurable earnings includes all earnings up to a maximum level. The average is calculated using the
“best weeks” (i.e., those weeks with the highest earnings) in the qualifying period. The number of
weeks used to calculate the average varies from 14 to 22 weeks, depending on the regional
unemployment level. Fewer weeks are taken into account in regions of higher unemployment. Weeks
where the individual earned no income will be included in the average if the individual worked for
fewer weeks than the number of weeks over which the average is calculated. The benefit rate can
be higher for low income families.

A-40A.59 There is a two week “waiting period” before benefits are paid. After the waiting period, the
maximum number of weeks during which the regular benefit will be paid depends on two factors. The
first factor is the number of hours worked during the qualifying period. The higher the number of
hours, the longer the benefit period. The second factor is regional unemployment. The higher the
regional unemployment, the longer the benefit period.

A-41A.60 Employment Insurance is provided by the federal Government, and is financed through
mandatory contributions from employers and employees. Contributions are proportionate to earnings
up to the maximum insurable amount. Although Employment Insurance appears to operate as a
social insurance program, income from Employment Insurance is treated as general taxation by the
Government. In most years, income from contributions matches or exceeds the benefits paid.

Application of the approach in this CP

A42A.61 The Government will include amounts relating to Employment Insurance in its financial
statements. The Government will recognize and measure its liability using whichever approach(es)
the IPSASB includes in a future IPSAS (obllqatmq event approach somal contract approach or social
insurance approach)ene
deeﬁwnade—b%&m%@epmgawwm—% If the social insurance approach were
used_(which would be possible as the benefit operates as an insurance scheme), it may be helpful to
users to disclose the fact that future revenue, which is be taken into account in measuring the
program, is treated as general taxation.

A43A.62 The eligibility criteria and benefits calculations are complex, and are significantly
determined by the regional rate of unemployment. Estimates of future benefit payments are required
under some variants of the obligating event approach. Estimates of future cash flows are required
under the social insurance approach. In both cases, estimates may need to be prepared on a region-
by-region basis to take account of the effect of the regional rate of unemployment._No such
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complexities arise under the social contract approach as only legal obligations are recognized as a
liability.

The Government will also need to consider whether the complex design of the program affects
presentation decisions. Significant judgments and estimation uncertainty relating to the program are
likely to be disclosed. Under some recognition and measurement models, the impact of the regional
variations on disclosure may need to be considered. For example, under the social insurance
approach, it may be useful for accountability and decision making purposes to disclose the net
present value of the program region by region if these varied significantly.

Switzerland

A.64

Unemployment insurance provides benefits in the case of loss of employment, shortened working

A.65

hours, lack of employment due to weather conditions and insolvency on the part of the employer.
This insurance also pays for re-integration measures.

All persons in employment are obliged to contribute to the unemployment insurance scheme with the

A.66

exception of some family members of persons working in the agricultural sector and persons who
have reached retirement age. The self-employed are not covered by unemployment insurance,
although they also pay contributions.

The unemployment insurance is financed through mandatory contributions from employers and

A.67

employees. Contributions are proportionate to earnings, with a reduced percentage applied to
earnings above CHF 10,500 per month.

Unemployment insurance reqular benefits are paid to individuals who become unemployed and who

A.68

have paid contributions for at least 12 month in the previous 2 years and earned a minimum average
amount of salary (currently CHF 500 per month). There is a 120 days “waiting period” before benefits
are paid in case of being exempt from contributions (e.g. studying at university, other educational

measures).

The maximum number of days during which the reqular benefit will be paid depends on the number

A.69

of days worked during the qualifying period, the age of the insured person and the obligation to
maintain a third person. The benefits will be paid a maximum of 2 years of unemployment.

The basic rate for calculating benefits is 70% or 80% of the weekly average insurable previous

A.70

earnings. The 80% benefit applies to those with dependents (e.g. children in education), the 70% to
all others.

The unemployment insurance is administered by local employment offices (Arbeitslosenkassen),

A7l

which collect contributions and pay benefits. Some offices are operated by state or local government,
others by trade unions. Both are compensated out of the premium for the services provided (Service
Level Agreement). A compensation body acts as an intermediary between the various offices,
booking the contributions paid by all local employment offices and providing them with the means to
pay the benefits.

There are no contributions financed through tax revenues. However, federal and state governments

have provided loans to the compensation bodies during periods of high unemployment. These loans
have to be paid back, if necessary through a temporary increase in the contributions for the employers
and employees. Over time, the scheme is therefore fully financed by contributions.
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A.72 The State Secretariat for Economic Affairs, an agency of the Swiss Confederation is responsible for
the employment insurance.

Application of the approach in this CP

A.73 Although unemployment insurance is administered by local employment offices, this is on an agency
basis. The compensation bodies act as principals for unemployment insurance.

A.74 Because local employment offices act as agents for the receipt of contributions and payment of
benefits, they will not recognize these amounts in their financial statements. They will recognize their
own costs in_providing these services and the income they receive under the Service Level
Agreement for providing the services.

A.75 The compensation bodies will recognize and measure unemployment insurance using whichever
approach(es) the IPSASB includes in a future IPSAS (obligating event approach, social contract
approach or social insurance approach).

A.76 Because the scheme is fully financed by contributions over the long term, the social insurance
approach can be applied to unemployment insurance. Under this approach, the program is measured
by reference to the net present value of the cash flows. Federal and state governments may provide
the compensation bodies with loans during periods of high unemployment. If these loans are below
market rates, this may need to be taken into account when assessing the discount rate to be used.

AA4AA.TT Where a federal or state government provides loans to a compensation body, the loan
would be treated as a financial asset by the government and as a financial liability by the
compensation body. Interest will be recognized as revenue (by the government) and as an expense
(by the compensation body) in accordance with IPSAS 29.

United Kingdom

A45A.78 In the United Kingdom, unemployment benefits are provided through the Jobseeker’s
Allowance program. There are two types of Jobseeker’'s Allowance (JSA), income-based JSA and
contribution-based JSA. JSA is payable to those individuals who are unemployed or work a limited
number of hours per week and who are available for and actively seeking work.

A4B8A.79 Income-based JSA is payable to those individuals who have not made sufficient Class 1
National Insurance contributions. Income-based JSA is means-tested, with income and savings taken
into account. The maximum amounts payable vary depending on the individual's age and family
circumstances. Reductions are made when an individual's income and / or savings exceed set levels.

A47A.80 Contribution-based JSA is payable to those individuals who have made sufficient Class 1
National Insurance contributions. Class 1 National Insurance contributions are paid on all earnings
from employment above a threshold. Contributions are proportionate to earnings, with a reduced
amount payable above an upper limit. Contributions are made by employers and employees.
Contribution-based JSA is payable for a maximum of 182 days. The amounts payable vary depending
on the individual's age. No deduction is made for income or savings, unless the income is from part-
time work or a pension.

A48A.81 JSA is managed by the Department for Work and Pensions, and is funded through general
taxation. This applies equally to contribution-based JSA and income-based JSA. National Insurance
is collected by HM Revenue and Customs, a non-ministerial department. Whilst payment of National
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Insurance contributions is a requirement for eligibility to a number of benefits, receipts of National
Insurance contributions are treated as general taxation by the Government.

Application of the approach in this CP

A-49A.82 The Department will include amounts relating to JSA in its financial statements. The
Department will recognize and measure the program using whichever approach(es) the IPSASB
includes in a future IPSAS (obligating event approach, social contract approach or — for contribution-
based JSA only —the social insurance approach)ene-of-the-options-set-out-in-the-CRP\Which-of- the

. . . . oo by ) Cben

he IPSASB-in-deve ITa

A-50A.83 The social insurance approach is unlikely to be an appropriate basis for recognizing and
measuring income-based JSA as contributions are not required for access to this benefit. The social
insurance approach may be appropriate for recognizing and measuring contribution-based JSA,
although there are complicating factors. In order for the social insurance approach to be appropriate,
a reliable method of allocating National Insurance contributions to individual programs will need to
be identified.

A51A.84 The payment of sufficient National Insurance contributions forms part of the eligibility
criteria for a number of benefits, including the state pension. In order to recognize and measure JSA
using the social insurance approach_(assuming this approach is included in a future IPSAS), National
Insurance contributions receivable will need to be apportioned to each benefit.

A52A.85 If the social insurance approach _is included in a future IPSAS and used to account for the
contribution-based JSA were-used, it may be helpful to users to disclose the fact that future revenue,
which is be taken into account in measuring the program, is treated as general taxation. Because
they are treated as general taxation, National Insurance contributions are not included in the financial
statements of the Department as the Department does not control the resource. National Insurance
contributions are shown at the whole of government level.

Injury Benefits

A-53A.86 This Appendix describes an-examples of how personal injury compensation benefits are
provided and discusses how the approach outlined in the CP can be applied.

New Zealand

A54A.87 In New Zealand, comprehensive, no-fault personal injury cover is provided as a social
benefit. Benefits are provided by the Accident Compensation Corporation (ACC), a public sector
entity established by legislation.

A-55A.88 The ACC works with businesses and the community to reduce accidents. When an
accident does occur, the ACC helps to provide treatment, care and services for anyone who is injured.
These are provided on a no-fault basis.

A-56A.89 Claims are managed through five separate accounts. The accounts are mainly funded
through levies. The levy rates are reqularly updated on the basis of actuarial advice to achieve this
objective. The ACC operates a ‘fully funded’ model whereby it seeks to collect enough money during
each year to cover the full lifetime costs of every claim that occurs in that year.

A57A.90 The operation of each account is described in the following paragraphs.
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A-58A.91 The Work Account provides cover for all work-related injuries. The Work Account is funded
by a levy. There are two portions to the levy. The current portion is based on payroll or liable earnings,
as well as the level of risk and cost of injuries associated with the particular industry. This provides
cover for injuries in the period. The residual portion of the Work Account levies covers claims for work
injuries that happened before 1 July 1999, when the ACC operated a ‘pay as you go’ model.

A59A.92 The Earners’ Account covers claims for people in paid employment who are injured outside
of work. The Account is funded by a levy on employment.

A-60A.93 The Non-Earners’ Account covers claims for injuries to people who are not in the paid
workforce, such as students, beneficiaries, retired people and children. This account is funded
through general taxation.

A-61A.94 The Motor Vehicle Account covers claims for all injuries involving motor vehicles on public
roads. It is funded by a levy included in the price of fuel and the motor vehicle licensing fee.

A-62A.95 The Treatment Injury Account covers claims for treatment injuries, i.e., injuries connected
with the medical treatment received. This Account is funded by transfers from the Earners’ Account
and the Non-Earners’ Account.

A-63A.96 The programs operated by the ACC provide benefits to everyone who is injured in New
Zealand, irrespective of whether they have contributed to an account. This includes those who are
visiting New Zealand.

A-64A.97 The ACC'’s annual report includes the following information:
201213 combined
Account Type of cover Source of funding average levy [excl. GST)

Levied Accounts — revenue is collected through ACC levies

Waork Work-related injuries Employers $1.15 per 5100 liable
Self-employed earnings
Earners’ Non-work-related injuries Employees $1.48 per 5100 liable
to earners, e.g. home, sport | Selfemployed earnings
Mator Injuries involving motor Motorists §334.52 (average levy for
Vehicle vehicles on public roads petrol-driven car including
petrol levy and licensing
fee)

MNon-levied Account - revenue is collected through Government appropriation

Mon- Injuries to non-earners, Government appropriation | N/A
Earners’ e.g. students, elderly

Mixed-funded Account — revenue is collected through ACC levies and Government appropriation

Treatment | Injuries caused by Earners’ and Non-Earners® | N/A
Injury registered health providers | Accounts
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Application of the approach in this CP

A-65A.98 The ACC will include the programs in its financial statements. The Corporation will
recognize and measure the program whichever approach(es) the IPSASB includes in a future IPSAS
(obligating event approach, social contract approach or social insurance approach)using-ene-of-the

A-66A.99 The social insurance approach may not be an appropriate basis for recognizing and
measuring the Non-Earners’ Account as this is funded from general taxation rather than contributions.
However, the social insurance approach may be appropriate if the substance of the arrangement is
that the Account is funded by contributions made by the Government on behalf of non-earners.

A-67A.100 The social insurance approach may be appropriate for recognizing and measuring the
other Accounts. If the social insurance approach is included in a future IPSAS and used to account

for is-used-to-recoghize-and-measure-the Treatment Injury Account, levy income from the Earners’

Account and the Non-Earners’ Account will need to be apportioned to the Treatment Injury Account.

A.101 The Government will need to consider whether its obligation to fund the Non-Earners’ Account gives
rise to a liability that should be recognized in the financial statements.

Switzerland

A.102 Switzerland operates a compulsory accident insurance scheme. The compulsory accident insurance
scheme is a personal insurance, which covers the economic consequences of work and non-work
accidents and occupational diseases. Benefits available under this type of insurance represent
compensation for injury to health and incapacity to work as a result of an accident or an occupational
disease.

A.103 Everyone who is employed in Switzerland is covered by accident insurance. Accident insurance does
not cover unemployed persons. Self-employed persons and members of their family who work with
them in the same business are also not covered by compulsory insurance. These persons must
arrange cover against accidents as part of their compulsory sickness insurance.

A.104 The employer pays premiums for insurance against work accidents and occupational diseases. The
employee premiums provide for insurance against non-work accidents. The employer pays the total
amount to the insurance company and deducts the employee's contribution from his or her salary. A
premium is calculated in advance and paid by the employer. The premium payable is calculated
according to the annual income for the past year.

A.105Premiums are expressed in_ amounts per CHF 1,000 of income subject to compulsory insurance.
They are composed of a net premium corresponding to the risk involved and various supplementary
amounts. The employer's business is categorized according to type and conditions and the premium
is set according to a premium tariff based on these elements.

A.106 The benefits consist of benefits in kind (reimbursements for medical costs) as well as cash payments
based on the insured income.
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A.107Both compulsory and voluntary insurance is provided by the Swiss National Accident Insurance
Agency (SUVAS9) or by other approved private accident insurance companies, depending on the
industry or category of cover. The SUVA is an independent, non-profit company established under
public law. Both the SUVA and the private accident insurance companies are fully financed by the
insurance premium and investment income. They receive no subsidies from any level of government.
They do not borrow from government. Some insurance companies invest (voluntarily) in government
bonds as part of their asset management activities.

Application of the approach in this CP

A.108The compulsory accident insurance scheme is a social benefit provided through exchange
transactions. As insurance companies, the providers (including SUVA) will account for the insurance
policies using international or national standards for insurance accounting, which may (depending on
the standards used) may have similarities with the social insurance approach outlined in this CP.

A.109The Swiss Confederation will assess whether it controls, jointly controls or has significant influence
over SUVA. If the Confederation concludes it has no control, joint control or significant influence over
SUVA, it will account only for its transactions with the providers (the payment of employer
contributions, deduction _and remittance of employee contributions and any investments by the
companies in government bonds).

A68A.110 If the Confederation concludes it has control, joint control or significant influence over
SUVA, the Confederation will account for its interest in SUVA in accordance with the relevant IPSAS
(IPSAS XX (ED 49)) or IPSAS XX (ED 50)).

Sources of Information

A-69A.111 Information for the case studies in this Appendix was drawn from the sources listed below.
In addition, IPSASB Members, Technical Advisors and Observers provided additional information.

Case Study Source of Information
Retirement Benefits

All OECD (2013), Pensions at a Glance 2013: OECD and G20 Indicators,
OECD Publishing.

http://dx.doi.org/10.1787/pension_glance-2013-en

Denmark ATP web site:

http://www.atp.dk/X5/wps/wcm/connect/ATP/atp.com/about/omatp/ab
out_the organisation/

United States Social Security Administration web site:

http://www.ssa.gov/policy/docs/progdesc/ssptw/2012-
2013/europe/denmark.html

50 Referred to on the Swiss Federal Social Insurance Office web site as CNA (French abbreviation)
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Case Study Source of Information

France Centre des Liaisons Européennes et Internationales de Sécurité
Sociale (CLEISS) web site:

http://www.cleiss.fr/docs/regimes/regime_france/an 3.html

Embassy of France in Washington web site:

http://www.ambafrance-us.org/spip.php?article643

Japan Japanese Ministry of Health, Labour and Welfare web site:

http://www.mhlw.go.jp/english/policy/pension/pension/index.html|

Unemployment Benefits

Canada Service Canada web site:

http://www.servicecanada.gc.ca/eng/sc/ei/index.shtml

United Kingdom United Kingdom Government web site:

https://www.gov.uk/jobseekers-allowance

Injury Benefits

New Zealand Accident Compensation Corporation (ACC) web site:

http://www.acc.co.nz/about-acc/overview-of-acc/introduction-to-
acc/index.htm

Switzerland Federal Social Insurance Office web site:

http://www.bsv.admin.ch/themen/ueberblick/00003/index.html?lang=
en
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Appendix B: Evaluation of Options against the Objectives of Financial Reporting and the QCs

B.1 This Appendix evaluates each of the options identified in this CP against the objectives of financial reporting and the QCs. In preparing an

Exposure Draft on social benefits, the IPSASB will use the information provided by respondents to update this evaluation.

Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

2.1 The objectives of financial
reporting by public sector entities
are to provide information about
the entity that is useful to users of
GPFRs for accountability
purposes and for decision-making
purposes (hereafter referred to as
“useful for accountability and
decision-making purposes”).

2.11 For__accountability and
decision-making purposes,
service recipients and resource
providers will _need information
that supports the assessments of
such matters as:

The obligating event approach
provides information on the
performance of each program by
reporting the expenses, the
liabilities arising from both legally
binding and non-legally binding
obligations recognized in the
reporting period. This provides
information about the cost of
services.

Information  about  expenses
recognized in the period and any
liabilities that exist at the reporting
date will relate to the entity's
financial capacity.

The social contract approach
provides information on the
performance of each program by
reporting the expenses and the
liabilities arising from legally
binding obligations recognized in
the reporting period. This provides
information about the cost of
services.

Information  about  expenses
recognized in the period and any
liabilities that exist at the reporting
date will relate to the entity's
financial capacity.

The social insurance approach
provides information regarding the
performance of each program by
determining expected levels of
benefits to be paid and
contributions to be received, and
reporting variations from those
levels. This provides information
about the cost of services.

Information about any surplus
generated by the program or any
subsidy required to finance the
program relates to the financial
capacity of the entity.

e The performance of the entity | The obligating event approach | The social contract approach | The social insurance approach
during the reporting period in, | provides _information _on _the | provides information _on _the | provides information regarding the
for example: performance of each program by | performance of each program by | performance of each program by
o Meeting its service lr.ezgl.rtt.lnq .th.e fexpe;ste;]s,l trlwle Ir.er:k))c.)l.rtt.lnq the. gxpenfses anld trllle Seter:;mlnqt eprected Izvels o(;‘

delivery and other iabilities arising from both legally | liabilities arising from _leqally | benefits 0 e pai an

binding _and non-legally binding

binding obligations recognized in

contributions to be received, and
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

operating _and__financial

obligations _recognized in__the

the reporting period. This provides

reporting variations from those

objectives;

o Managing the resources it
is responsible for; and

o Complying with relevant
budgetary, legislative, and
other _authority regulating
the raising and use of

reporting period. This provides

information about the cost of

levels. This provides information

information _about the cost of

services.

Services.

In combination __ with other

about the cost of services.

In combination _ with other

In combination _ with other | information, either in the notes or | information, either in the notes or
information, either in the notes or | in __another GPFR, this will | in _another GPFR, this will
in__another GPFR, this will | contribute to assessments of | contribute to assessments of

contribute  to assessments _ of

whether an _entity is _meeting its

whether _an_entity is _meeting its

- whether _an entity is meeting its | objectives, managing its | objectives, managing its
objectives, managing its | resources and complying with | resources and complying with
resources and complying with | relevant regulations. relevant requlations.
relevant requlations.

e The liquidity (for example, | Some obligating event approach | The social contract approach may | The social insurance approach will
ability to meet current | sub-options will provide | provide limited information | provide information  regarding
obligations) and solvency (for | information regarding current and | regarding current liabilities that | cash flows (both inflows and
example, ability to meet | long-term liabilities that may | may contribute to assessments of | outflows) over the coverage period
obligations over the long term) | contribute to assessments of | liquidity. of a social benefit program that will

of the entity;

e The sustainability of the

liguidity and solvency.

The obligating event approach

The social contract approach does

be relevant to assessments of
liguidity and solvency.

The social insurance approach

entity’s service delivery and

does not provide information

not provide information about the

provides information on expected

other operations over the long

about the sustainability of the

sustainability of the entity’s service

future cash flows (both inflows and

term, and changes therein as

entity’s _service delivery over the

delivery over the long term.

a result of the activities of the

long term.

entity during the reporting
period ...;

Under some sub-options, the

Such information could be made
available in the notes of in _a

statement of financial position will

separate  GPFR, for example a

include liabilities that are to be

report on long-term sustainability

settled in future periods. However,
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

e The capacity of the entity to

this _information relates only to

of an entity’s finances prepared in

and  so does not include

current_liabilities _and does not

accordance with RPG 1.

provide information on how these
will be financed.

Information _could be made
available in the notes of in a
separate GPFR, for example a
report on long-term_sustainability
of an entity’s finances prepared in
accordance with RPG 1.

The obligating event approach

The social contract approach

participants _who _will _join _a
program in future periods. The
coverage  period _ for _some
programs _may be short, limiting
the usefulness of the information

provided.

Further information could be made
available in the notes of in a
separate GPFR, for example a
report on long-term_sustainability
of an entity’s finances prepared in
accordance with RPG 1.

The social insurance approach

adapt to changing

provides limited information about

provides limited information about

provides some information _about

circumstances, whether

the capacity of the entity to adapt

the capacity of the entity to adapt

the capacity of the entity to adapt

changes in demographics or

to changing circumstances.

changes in domestic or global
economic _conditions _which
are likely to impact the nature
or composition of the activities
it undertakes and the services

it provides.

Information regarding costs (and

to changing circumstances.

Information regarding costs _is

to changing circumstances.

Information _about any surplus

under some sub-options,

provided, and notes may include

generated by a program or _any

liabilities) is provided, and notes

trend information.

may include trend information.

The obligating event approach

The social contract approach does
not provide information as to_ how

does not provide information as to

future costs (which _may be a

how future costs and liabilities

constraint on the entity’s ability to

subsidy required to finance a
program __is relevant to an
assessment of the capacity of the
entity to adapt to change.

Notes may  provide further

(which may be a constraint on the

adapt to changing circumstances)

information about a program such

entity’s ability to adapt to changing

are to be financed.

circumstances) are to be financed.

as _the coverage period and
whether the entity has the
opportunity to amend contribution
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

rates to reflect revised

assessments of risks.

3.6 Financial and non-financial
information is relevant if it is
capable of making a difference in
achieving the objectives of
financial reporting. Financial and
non-financial information is
capable of making a difference
when it has confirmatory value,
predictive value, or both. It may be
capable of making a difference,
and thus be relevant, even if some
users choose not to take
advantage of it or are already
aware of it.

The obligating event approach
provides relevant information.
Information will have confirmatory
value on the cost of services in the
period.

Information in respect of some of
the sub-options will relate to future
periods. To differing degrees, this
information has predictive value.

The social contract approach
provides relevant information.
Information will have confirmatory
value on the cost of services in the
period.

The social insurance approach
provides relevant information.
Information will have confirmatory
value on the cost of services in the
period.

As information regarding
estimated future cash flows is
provided, the information also has
predictive value.

3.10 To be useful in financial
reporting, information must be a
faithful representation of the
economic and other phenomena
that it purports to represent.
Faithful representation is attained
when the depiction of the
phenomenon is complete, neutral,
and free from material error.
Information that faithfully
represents an economic or other
phenomenon depicts the
substance of the underlying

Some sub-options (for example,
the “due and payable” approach)
consider revalidation as a
recognition criterion rather than a
factor affecting measurement.
Some question whether these
sub-options meet the QC of
faithful provide a complete
depiction of the claims on the
resources of the entity and
therefore representation.—TFhey
guestion—whether—these—sub-
. .

Some question whether the social
contract approach meets the QC
of faithful representation. They
qguestion whether an approach
that recognizes only legally
binding obligations provides a
complete depiction of the claims
on the resources of the entity.

Under the social insurance
approach, information is based on
all expected future cash flows and
is therefore complete. With
appropriate controls to ensure the
information is neutral and free
from material error, the
information will meet the QC of
faithful representation.
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Extract from Conceptual

Option 1: Obligating Event

Option 2: Social Contract

Option 3: Social Insurance

Framework Approach Approach Approach

transaction, other event, activity or | depiction—ofthe—¢claims—on—the

circumstance—which is not | reseurecserthocrtby

necessarily always the same as its

legal form.

3.17 & 3.18 Understandability is | Some  sub-options of the | Under the social contract | The calculations that underpin the
the quality of information that | obligating event approach (for | approach, information is provided | information provided by the social
enables users to comprehend its | example, the “due and payable” | in respect of legally binding | insurance approach are complex.
meaning. GPFRs of public sector | approach) provide information that | obligations. Such information | Such information may be difficult
entities should present information | is straightforward to understand. | meets the QC of | for non-experts to understand.
in a manner that responds to the | Information provided by such | understandability. Information | Sufficient explanation of the

needs and knowledge base of
users, and to the nature of the
information presented.

However, information should not
be excluded from GPFRs solely
because it may be too complex or
difficult for some wusers to
understand without assistance.

approaches will meet the QC of
understandability.

Other sub-approaches that
consider revalidation to be a factor
that affects measurement rely on
more complex calculations. Such
information may be difficult for
non-experts to understand.
Sufficient explanation of the
information will be required for the
QC of understandability to be met.

provided under this approach may
be more understandable thant
under the other approaches.

information will be required for the
QC of understandability to be met.

3.19 Timeliness means having
information available for users
before it loses its capacity to be
useful for accountability and
decision-making purposes. Having
relevant information available
sooner can enhance its usefulness

Some  sub-options of the
obligating event approach (for
example, the “due and payable”
approach) provide information that
is simple to calculate and can be
provided in a timely manner.

only legally-binding
obligations are recognized, Tthe
social contract approach provides
information that is simple to
calculate and can be provided in a
timely manner.

Because

The social insurance approach
relies on complex calculations.
The timeliness of the information
provided under this approach will
depend on the quality of the
entity’s financial and management
information systems.
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

as input to assessments of
accountability and its capacity to
inform and influence decisions that
need to be made. A lack of
timeliness can render information
less useful.

For other sub-approaches-options
that rely on more complex

calculations, the timeliness of the
information provided will depend
on the quality of the entity's

financial and management

information systems.
3.21 Comparability is the quality | Some  sub-options  consider | The social contract approach will | The social insurance approach will
of information that enables users | revalidation as a recognition | provide information that enables | provide information that enables
to identify similarities in, and | criterion rather than a factor | users to identify similarities in, and | users to identify similarities in, and
differences between, two sets of | affecting measurement. Some | differences between, the legally | differences between, different
phenomena. Comparability is not | question whether these sub- | binding obligations arising from | social security programs.
a quality of an individual item of | options meet the QC of | different social benefit programs. | Considerable information on the
information, but rather a quality of | comparability. This is because two assumptions and  accounting

the relationship between two or
more items of information.

programs with identical benefits
and nearly identical eligibility
requirements can have different
liabilities, because of different
revalidation dates.

conventions used is necessary to
achieve the QC of comparability.

3.26 Verifiability is the quality of
information that helps assure
users that information in GPFRs
faithfully represents the economic
and other phenomena that it
purports to represent....

Some  sub-options of the
obligating event approach (for
example, the “due and payable”
approach) provide information that
is simple to calculate and which
will meet the QC of verifiability.

For other sub-approaches that rely
on more complex calculations,
information may only be verifiable

The social contract approach
provides information that is simple
to calculate and which will
therefore meet the QC of
verifiability.

The social insurance approach
provides information that may only
be verifiable indirectly, by
checking  the inputs and
recalculating the outputs using the
same accounting convention or
methodology.
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Extract from Conceptual
Framework

Option 1: Obligating Event
Approach

Option 2: Social Contract
Approach

Option 3: Social Insurance
Approach

indirectly, by checking the inputs
and recalculating the outputs
using the same accounting
convention or methodology.
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