Y International Public 529 Fifth Avenue, 6th Floor, New York, NY 10017
I P S A S B Sector Accounting T+1(212)2 44 F+1(212) 286-9570
Standards Board www.ipsasb.org

Meeting: International Public Sector Accounting Ag en d a For:
Standards Board ltem X Approval
Meeting Location: Stellenbosch, South Africa X Discussion
Meeting Date: December 6-9, 2016 5 [ Information
Heritage
Project summary Develop a consultation paper (CP) on financial reporting for heritage
Topic Agenda Item
Project management 1. Instructions—Up to September 2016 meeting 5.1.1
2. Decisions— Up to September 2016 meeting 5.1.2
3. Project roadmap 5.1.3
Decisions required at | 1. Chapters 1-3: Approve 5.2.1
this meeting 2. Chapter 4—Approve 5.2.2
3. Chapter 5—Approve 5.2.3
4. Chapter 6— Approve 5.2.4
Supporting items CP, Chapters 1-3 5.3.1
CP, Chapter 4, Recognition, Measurement of 5.3.2
Heritage Assets
CP, Chapter 5, Heritage—Related Obligations 5.3.3
CP, Chapter 6, Presentation of Heritage Information 5.34
Consultation paper (clean version) 5.3.5
Prepared by: Gwenda Jensen (November 2016) Page 1 of 1



IPSASB Instructions—September 2016 meeting and earlier

IPSASB Meeting (December 2016) Ag enda ltem 5.1.1

Meeting

Instructions

Actions

Sept. 2016

1. Revise Chapter 1 as follows: (a) remove paragraphs on
project background and CP approach; (b) change the
order of sections to improve the flow; and (c) include a
brief acknowledgement that countries may have different
experiences with accounting for heritage items.

2. Revise Chapter 2 as follows:

(a) Generally shorten the chapter, including the removal of
paragraphs on issues related to development of a
definition of heritage items and reduction of detail on the
heritage category descriptions; and

(b) Revise the definition of heritage items to read: “Heritage
items are items that are intended to be held indefinitely and
preserved for the benefit of present and future generations
because of their rarity and significance in relation, but not
limited, to their archaeological, architectural, agricultural,
artistic, cultural, environmental, historical, natural, scientific
or technological features.”

3. Revise Chapter 3 as follows: (a) generally shorten the
chapter (e.g. delete detailed discussion of different
heritage items and use a few examples, focusing on asset
criteria of resource and control rather than past event; (b)
revise or delete discussion of access to a heritage item;
and (c) revise the preliminary view (PV) to convey that
heritage items generally will be assets for financial
reporting purposes, although there are circumstances
where they are not.

4. Revise Chapter 4 as follows:

(a) Include discussion of materiality and the relevance of
monetary information on heritage assets;

(b) Delete the Tables 1 and 2;

(c) Discuss advantages and disadvantages of
measurement approaches (historical cost and current
value) leading to a PV on a measurement approach at the
end of the chapter;

(d) Follow the Conceptual Framework’s order to discuss
measurement, while making more use of its discussion of
measurement; treat “net realizable value” as not
applicable to heritage assets;

(e) Remove references to heritage assets used for “non—
heritage purposes” and replace with two categories;
heritage assets that are “operational assets” and those
that are “non—operational assets”;

(f) Discuss initial and subsequent expenditure;

(9) Revise discussion of symbolic value to include
negative aspects and explain why this approach is not
proposed as a measurement basis, referring to the
Conceptual Framework’s conclusion; and

1. Done

2. Done

3. Done

4. Done

Prepared by: Gwenda Jensen (November 2016)
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Instructions—Up to September 2016 meeting
IPSASB Meeting (December 2016)

Meeting

Instructions

Actions

(h) Include a decision tree on recognition of heritage
assets, applying the decision—critical factors identified in
the revised coverage.

5. Revised Chapter 5 as follows:

(a) Restructure chapter so that it leads to a PV on special
characteristics of heritage items that could create a
present obligation for financial reporting purposes.

(b) Replace discussion of three liability recognition options
with one on whether heritage items’ special characteristics
present special issues in the assessment of present
obligations, applying the Conceptual Framework’s
definition of a liability and moving from an assessment of
broader obligations to situations where a present
obligation for financial reporting purposes is likely to exist.

(c) Discuss the relationship between an entity’s need to
address maintenance of heritage items and existence of
funding or a budget (e.g. appropriation) to carry out the
work. The discussion should consider whether the
existence of an appropriation has implications for whether
an entity has a binding obligation.

6. Revise Chapter 6 as follows:

(a) Discuss presentation objectives and take a high level
approach rather than proposing specific items of
information that could be presented;

(b) Consider information that should be presented when
heritage assets are recognized and when not recognized,
rather than using a mixed recognition scenario;

(c) Focus on whether there is anything specific to heritage
assets that could lead to users of GPFRs needing
additional information. The focus of the second part of the
chapter should be on whether the special characteristics
of heritage assets indicate a need for other mandated or
recommended requirements, beyond what is already
covered in Recommended Practice Guidelines 1-3; and

(d) Shorten the discussion wherever possible, particularly
in the section on “Presentation in Other GPFRs”.

5. Done

6. Done

June 2016

1. Ensure that chapters consider GPFR users’ information
needs.

2. Revise the CP structure as follows:

(a) Chapter 4: Revise name of chapter to “Recognition
and Measurement of Heritage Assets”; move “Different
Approaches to Recognition” to second heading before
“Measurement”; and, include section(s) on subsequent
expenditure and depreciation/renewals.

(b) Chapter 5: Revise name of chapter to “Heritage items
and Related Obligations”; and include a new subsection
named “Recognition and Measurement of Obligations”
after subsection 5.3.

(c) Chapter 6: Move subsection 6.2.2 to chapter 7.

3. Revise Chapter 1 as follows:

1. Done

2. CP structure revised

(a) Done

(b) Done

(c) See agenda item
6.2.6 for September
meeting.

3. Done

Agenda Item 5.1.1
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Instructions—Up to September 2016 meeting
IPSASB Meeting (December 2016)

Meeting Instructions Actions
(a) Shorten the content; (a) Done
(b) Highlight quotes from Conceptual Framework, applying (b) Done
approach used in recent CPs; and
(c) Introduce concept of GPFR users’ information needs (@) Dene
when reporting on heritage.
(d) Include specific references where necessary and (d) Done

remove appendices with detail on National Standard
Setters’ heritage accounting.

4. Revise Chapter 2 as follows:

(a) Reduce detailed description of heritage categories,
take broader approach, and remove explanations of how
categories differ from the UNESCO categories;

(b) Provide further discussion of how heritage could be
distinguished objectively, including whether this should be
considered at the national level;

(c) Keep focus on heritage items and remove financial
reporting references (e.g. Conceptual Framework
coverage and references to investments);

(d) Have chapter lead up to description of heritage item
which could then be a preliminary view (PV)

5. Restructure Chapter 3 to focus on the Conceptual
Framework’s three components of the definition of an
asset, i.e. resource, control and past event.

6. Develop draft Preliminary View (PV) to reflect IPSASB’s
in—principle support for heritage items being assets.

7. Revise Chapter 3 as follows:

7. (&) Remove the example on page 8 (relates to a
mountain that is controlled but not owned);

(b) Broaden discussion to cover access rights generally,
not limiting discussion to physical access to heritage
items;

(c) Discuss control from perspective of stewardship rather
than ownership, analyse rights and link them to
custodianship/stewardship; and

(d) Discuss principal-agent arrangements, (entity
responsible for heritage on behalf of another entity that
owns the heritage item) and relevance of service
performance reporting in this context (i.e. reporting on
heritage stewardship).

8. Revise Chapter 4 as follows:

(a) Amend paragraph 8 to focus on what is necessary for
measurement;

(b) Include more discussion of the qualitative
characteristics and constraints applied to the
measurement of heritage assets;

(c) Remove tables 1 and 2 and replace with discussion of
relevance of different measurement bases to the

4. Chapter 2 revised.

(a) Done

(b) Done

(c) Done

(d) Done

5. Done

6. Done

7. Done
7 (a) Done

7. (b) Done

(c) Done

(d) Done

8. Done. Extensive
revisions to Chapter 4
have addressed change
while also introducing
new structure.

(a) Done
(b) Sufficient?

Agenda Item 5.1.1
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Instructions—Up to September 2016 meeting
IPSASB Meeting (December 2016)

Meeting Instructions Actions
measurement objective applied to heritage assets, while (c) Done
also discussing the qualitative characteristics generally;
(Q) Discuss |mpl|cat|on of herltage assets being qsed as (d) For IPSASB
either operational or non-operational assets and include ) . :
. : . consideration of revised
different fact patterns to discuss different measurement
. . ) . Chapter 4 on whether
perspectives, including reasons why an entity holds a X
. . . 4 further coverage is
heritage item, type of accountability that applies and
otential impact on accounting options; nge(_jed to fFJ”y ceEiEee
P ' this instruction. (Same
(e) Discuss information needs and whether monetary point may apply to (f)
values provide useful information and is in the public and (h)
!nterest, given con;tramts appI!cabIe to monetary (e) Sufficient?
information for heritage assets;
(f) Note that application of the Conceptual Framework’s
measurement guidance depends on the reporting entity (f) Still needed, given
and its objectives, so that measurement is contextual and | other revisions to
not an absolute; chapter?
(g9) Acknowledge the difficulties of measuring heritage (g) Done
assets, but adopt a view that measurement is possible if : :
. i . L e (h) Still needed, given
the information can achieve the qualitative characteristics, o
. o other revisions to
meets the needs of users, while taking into account the
L chapter?
constraints; and
(h) The usefulness of information relates to what an entity
is accountable for, including whether it is a cost centre or
operates on another basis.
March 1. Rename “Heritage Assets” project as the “Heritage” 1. Project name
2016 project. changed on website

2. With respect to the CP’s structure:

(a) Include chapter on obligations after those on heritage
assets;

(b) Rename subsection named “Heritage Assets Project”;
(c) Discuss category issues within each chapter; and

(d) Cover asset recognition and measurement in one
chapter.

3. Use terminology that is accessible to non—accountants
in the CP, e.g. use “resource” to provide a bridge to
“asset”.

4. Include different views in the CP with respect to
heritage:

(a) Identification (e.g. principles versus list);

(b) Classification as resources for financial reporting
purposes and the meaning of “resource” in this context;

(c) Measurement, including whether monetary values
would achieve qualitative characteristics and constraints;
and

(d) Information needed for accountability and decision—
making, including location of information on land and other

and in agenda papers.

2. Draft structure for CP
revised as per
directions received and
resubmitted to June
IPSASB meeting.

3. Done

4. Draft chapters 2 to 4
developed as per
directions and
specifically:

(a) Done;
(b) Done; and
(c) Done.

(d) Done (Actions on
chapters on (a)
obligations and

Agenda Item 5.1.1
Page 4 of 8




Instructions—Up to September 2016 meeting
IPSASB Meeting (December 2016)

Meeting Instructions Actions
heritage items (e.g. option of supplementary disclosures, liabilities, and (b)
other GPFR. heritage responsibilities
5. For intangible heritage, CP should identify two gr;d t'g;?{)g]ra#]c;tf;r )
subcategories (knowledge—in—action and intellectual P 9:
property) and discuss: 5. Draft Chapters 2, 3
(a) Whether knowledge—in—action can be assets for anq N refl_e ct d|re_ct|ons
) : . . on intangible heritage.
financial reporting purposes, since cannot be controlled by
entity;
(c) Whether intellectual property heritage items are
heritage items, since have limited useful life (e.g.
copyright); and
o . . S 6. Done
6. Have CP’s discussion of heritage—related obligations
apply the Conceptual Framework, not IPSAS 19.
7. Revise draft Chapter 1 as follows: 7. Draft Chapter 1
, . L revised as directed and
(a) Start with problem heritage presents for reporting; resubmitted to June
(b) Move Section 5 on heritage—related information needs | IPSASB meeting.
into a separate chapter; and
(c) Remove references to project outcomes.
8. The heritage-related information chapter should: 8. Done (See issue re.
(a) Cover entities with different types of heritage Chapter 6 in IPSASB’s
responsibilities; September meeting
. o . . papers.)
(b) Discuss forward—looking information on funding
availability linked to planning/budgeting rather than fiscal
sustainability;
(c) Drive the discussion of where information on heritage
items should be reported using special characteristics of
heritage; and
(d) Address other types of information that GPFR users
would need about heritage items, if they are not
recognized as assets.
December | 1. Apply Conceptual Framework asset definition to 1. Done in March 2016
2015 heritage items in the four UNESCO convention categories | agenda paper.

and discuss possible criteria applicable to asset existence.

2. Develop the draft description of public sector activities
related to heritage and possible information needs,
focusing on information reported in the financial
statements and link discussion to the Conceptual
Framework.

3. Apply the Conceptual Framework to obligations raised
by heritage items. Specifically, discuss:

(a) Different responsibilities and situations that could
result in a present obligation for an entity, including
whether there is a liability or just a generic, undefined
commitment to preserve heritage in different situations.

2. Done. (A revised
description included in
draft Chapter 1 for
March 2016 meeting.)

3. Done. (See March
agenda paper for
analysis of obligations
to preserve heritage
items, while draft
Chapter 1 discussed
other information that
could be reported with
respect to heritage

Agenda Item 5.1.1
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Instructions—Up to September 2016 meeting
IPSASB Meeting (December 2016)

Meeting Instructions Actions
(b) Whether there is any difference between preservation
obligations related to heritage items (e.g. maintenance) responsibilities.)
and similar obligations related to non-heritage items.
(c) Whether the special nature of a heritage item
necessarily results in obligations of a special nature.

September | 1. Amend the proposed description of heritage items (in 1 and 2. Done.

2015 agenda item 13.1). 3. Done. Wide,
2. Apply the working description of heritage items, as inclusive approach
amended, in subsequent agenda papers. taken.
3. Begin by taking a wide, inclusive approach to types of 4. Done. See
heritage items. December 2015 paper.
4. Apply the Conceptual Framework’s asset definition to 5. Done. See
selection of heritage items. December 2015 and
5. Consider whether heritage items could either (a) meet T 2003 [PERETS:
the definition of a liability, or (b) involve a related liability to | 6. Done. See
preserve the item. December 2015 papers

. . . and draft Chapter 1 for

6. Discuss arguments for and against reporting .
) . . . . March 2016 meeting.
information on heritage items in a general purpose
financial report (GPFR) or in another type of report.

June 2015 1. Initiate a project on accounting for heritage, as per the 1. Done. Project

approved project brief.

2. Establish a Task Force that includes an expert in
heritage valuation.

initiated.

2. Done. Task Force
active from April 2016.
Includes heritage
valuation expert
recommended by IVSC.

Agenda Item 5.1.1
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IPSASB Meeting (December 2016) Ag enda ltem 5.1.2

IPSASB Decisions—September 2016 meeting and earlier

Meeting Decisions
September 2016 1. Supported a preliminary view on definition of heritage items.
June 2016 1. The CP should be named ““Financial Reporting for Heritage in

the Public Sector”.

2. The description of “heritage items” should include
“archaeological” and convey that heritage items are “held
indefinitely” and “preserved”, rather than “preserved
indefinitely”.

3. The CP should discuss intangible cultural heritage.

March 2016 1. Rename “Heritage Assets” project as the “Heritage” project.

2. Have separate chapter on heritage responsibilities and
information needs.

December 2015 1. Support for draft description of heritage-related activities as
useful background for reporting on heritage.

2. The description of activities should include conservation,
which is wider than preservation and include activities such as
restoration, reconstruction, rehabilitation and adaptation in
addition to preservation.

3. The working description of “heritage items” should remain
focused on “preservation”, without reference to conservation.

4. Heritage status reports are outside of this project’s scope.

5. The CP should focus on reporting information about heritage
items that are controlled and have the potential to be assets.

September 2015 1. Support for:

(a) Working description of heritage items, as per description
used in subsequent agenda paper and draft CP.

(b) Broad approach, with consideration of four categories of
heritage items: cultural property heritage, underwater cultural
heritage, natural heritage and intangible heritage, based on the
UNESCO definitions of different heritage categories.

June 2015 Approved the “Heritage Assets” project brief.

Agenda Item 5.1.1
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Meeting (December 2016)

HERITAGE PROJECT ROADMAP

Meeting

Objective: IPSASB to consider:

September 2015

Description of heritage items
Categories of heritage, approach to project’s scope
Heritage assets

December 2015

Heritage asset definition applied to categories of heritage
Heritage activities, responsibilities and information needs
Obligations and heritage items

March 2016

Draft Chapter 1: Introduction, including information needs
Heritage assets
Recognition of heritage assets

June 2016

Draft chapters 1 to 4

Heritage items and categories of heritage
Heritage resources as assets

Recognition and measurement of heritage assets

September 2016

Review all chapters: Draft chapters 1 to 7

Heritage assets—preliminary view (chapter 3)

Heritage asset recognition and measurement (chapter 4)
Obligations and liabilities related to heritage (chapter 5)
Presentation of information on heritage (chapters 6 & 7)

December 2016

W N R ODM®BNR|[2ODNMEPIODNMPIODNER|WONDNPRE

Review draft CP
Discuss PVs and specific matters for comment (SMCs)
Approval of CP

March 2017
Consultation Period
June 2017
September 2017 1 Review of Responses
2 Initial discussion on issues raised
December 2017 1. Further discussion on issues raised by responses
March 2018 1 Review draft ED
2 Discuss
June 2018 Approve and issue ED
Sept 2018 Consultation Period
Dec 2018
March 2019 Review of Responses
June 2019 Issue pronouncement (and/or revisions to existing IPSASS)

Agenda Item 5.1.1
Page 8 of 8
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IPSASB Meeting (December 2016) Ag enda ltem
52.1

Draft Chapters 1-3: Introduction, Heritage Items, and Heritage Assets

Question

Does the IPSASB agree with revisions made to Chapters 1-3 (agenda item 5.3.1)?

Detail

1. Marked—up versions of Chapters 1-3 have been provided to support the IPSASB’s review.
They show revisions since the IPSASB’s September meeting.

2. The main revisions are:
(&) All three chapters are shorter;
(b) Chapter 3's discussion of whether heritage items could be assets has been simplified,;
(c) Preliminary Views (PVs) 1 and 2 have been revised; and

(d)  Specific Matters for Comment (SMCs) for Chapters 2 and 3 have been added.

Decision(s) required

The IPSASB is asked to decide on revisions to Chapters 1-3, including their proposed SMC(s) and
PV(s).

Page 1 of 4



Heritage, Chapter 4
IPSASB Meeting (December 2016)

Chapter 4, Recognition and Measurement of Heritage Assets

Question

Does the IPSASB agree with the revised Chapter 4, Recognition and Measurement of Heritage
Assets, (agenda item 5.3.2)?

Detail

1. Chapter 4 was revised after the September 2016 IPSASB meeting and circulated to IPSASB
Members for an inter-meeting review. Seven sets of comments were received, from five board
members, a technical advisor and the IPSASB’s technical director. Revisions arising from
review comments are shown (as track changes) in agenda item 5.3.2 (Chapter 4).

2. Most recommended revisions were fairly straightforward to address. The following areas are
noted for IPSASB members’ consideration, either because staff (a) there may be different
IPSASB member views on the proposed revision(s), or (b) there are issues with respect to the
extent (or type) of revision that IPSASB will support, to address the comments received:

(&) Further coverage (and possible split into two subsection) on measurement bases given
their importance for two separate but related issues:

0] Measurement for recognition, focused on whether able to measure heritage assets,
to achieve the qualitative characteristics, while taking into account the constraints;
and

(i)  Choice of appropriate measurement bases, focused on the measurement objective.

(b)  Discussion of each measurement base and to provide more coverage of their usefulness
for assessments of costs of services, operational capacity and financial capacity.

(c) Revisions to include the use of an initial measurement at “1 currency unit” within the
context of both historical cost and symbolic value.

(d)  More coverage of subsequent measurement. (For example, discuss alternative views on
whether the special characteristics of heritage assets raise issues for subsequent
measurement.)

Decision(s) required

The IPSASB is asked to decide on revisions to Chapter 4, including its SMC(s) and PV(s).

Page 2 of 4



IPSASB Meeting (December 2016) Ag enda ltem
5.2.3

Chapter 5, Heritage Items and Related Obligations

Question

Does the IPSASB agree with the revised Chapter 5, Heritage Items and Related Obligations (agenda
item 5.3.3)?

Detail

1. Chapter 5 was revised after the September 2016 IPSASB meeting and circulated to IPSASB
Members for an inter-meeting review. (A similar number of comments as for Chapter 4 were
received.) Revisions arising from review comments are shown (as track changes) in agenda
item 5.3.3.

2. The following areas are noted for IPSASB members’ consideration:

(@) Does Chapter 5 provide a sufficient basis for consultation, in terms of its coverage of
alternative views on liability recognition and its SMCs?

(b)  Should Chapter 5’s discussion be expanded to:
0] Include alternative views on existence of liabilities that are specific to heritage;
(i)  Discuss measurement of heritage-related liabilities;

(i)  Discuss whether recognition of heritage-related liabilities would provide information
on entities’ costs of services, operational capacity and financial capacity, taking a
similar approach to Chapters 3 and 4's coverage of heritage assets;

(iv)  Apply requirements in IPSAS 19 to discuss whether liabilities exist with respect to
(for example) specific legal requirements and funding agreements; and

(v)  Include worked examples with journal entries?

Decision(s) required

The IPSASB is asked to decide on revisions to Chapter 5, including its SMC(s) and PV(s).
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IPSASB Meeting (December 2016) Ag enda ltem
524

Chapter 6, Presentation of Information on Heritage

Question(s)

Does the IPSASB agree with the revised Chapter 6, Presentation of Information on Heritage, (agenda
item 5.3.4)?

Detail

1. Chapter 6 was revised after the September 2016 IPSASB meeting and circulated to IPSASB
Members for an inter-meeting review. (A similar number of comments as for Chapters 4 and 5
were received.) Revisions arising from review comments are shown (as track changes) in
agenda item 5.3.4.

3. The following areas are noted for IPSASB consideration:

(@) Should Chapter 6 only discuss presentation of information related to recognized elements
(heritage assets and heritage-related liabilities) or should it also consider information that
could be presented on unrecognized heritage assets, contingent liabilities and a wider set
of heritage related obligations?

(b) Does Chapter 6 provide a sufficient basis for consultation or should it also include:

0] Alternatives views on different approaches to presentation of information on
heritage; and

(i) Arguments for and against alternative approaches, applying the Conceptual
Framework’s discussion of users’ information needs.

(c)  Should Chapter 6's discussion be expanded to include more on:

0] Specific heritage-related disclosures (for example, disclosures on heritage-related
revenue and expenses) for constituents’ consideration;

(i)  Information for management’s stewardship of heritage resources;

(i)  Discussion of information that IPSASs presently require on assets, liability,
revenue, expenses and cash flows, with consideration of its relevance to heritage
items (generally and with respect to particular categories of heritage items, such as
property, plant and equipment, and intangibles)?

Decision(s) required

The IPSASB is asked to decide on revisions to Chapter 6, including its SMC(s) and PV(s).

Page 4 of 4



Consultation Paper, Financial Reporting for Heritage in the Public Sector—draft Chapter 1 Ag en d a Item
IPSASB Meeting (December 2016) 5 3 1

CONSULTATION PAPER: FINANCIAL REPORTING FOR HERITAGE IN
THE PUBLIC SECTOR

DRAFT CHAPTER 1, INTRODUCTION TO FINANCIAL REPORTING FOR HERITAGE IN THE
PUBLIC SECTOR

1.1—Introduction

1. The preservation of heritage is an important responsibility for governments and other public sector
entities, particularly where they hold heritage items. The Conceptual Framework for General
Purpose Financial Reporting by Public Sector Entities (the Conceptual Framework) identifies the
holding of heritage items as a distinquishing feature of the public sector?.

consultation paper (CP) discusses financial reporting for heritage in the public sector and considers
different approaches to address the information needs of users of general purpose financial reports
(GPFRs), as a basis for consultation with those interested in how GPFRs can support
accountability and decision making for heritage. Where the IPSASB has reached a preliminary view
on_a heritage—related financial reporting issue, that view is provided, along with discussion to
explain how the IPSASB reached its view.

1.2—The IPSASB'’s Heritage Project

3. The IPSASB first considered heritage accounting during development of IPSAS 17, Property, Plant
and Equipment (IPSAS 17), which includes paragraphs on accounting for heritage assets. IPSAS
17 describes heritage assets and allows entities to recognize them. If an entity recognizes some or
all of its heritage assets, then it needs to make disclosures identified in the Standard. However,
Eentities are not required to apply IPSAS 17's measurement requirements. The IPSASB took a
similar approach in IPSAS 31, Intangible Assets (IPSAS 31), which has paragraphs on accounting
for_intangible heritage assets, based on those in IPSAS 17. In effect, the IPSASB’s approach in
these two Standards acknowledged the difficult financial reporting issues raised by heritage items,

! See, for example, paragraph 15 of the preface to the Conceptual Framework.

Agenda Item 5.3.1
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Consultation Paper, Financial Reporting for Heritage in the Public Sector—draft Chapter 1
IPSASB Meeting (December 2016)

and allowed preparers or national jurisdictions to determine theirhow to accounting for heritage until
this topic could be considered in depth.

In 2004 the IPSASB commenced a heritage assets project in collaboration with the United

Kingdom’s Accounting Standards Board (the ASB—UK). A CP, Accounting for Heritage Assets
under the Accrual Basis of Accounting, was published in February 2006. The CP consisted of a
discussion paper developed and approved by the ASB—UK, with an introduction and preface
developed by the IPSASB’s Heritage Assets Subcommittee. After reviewing submissions in late
2006, the IPSASB decided to defer further work until completion of its Conceptual Framework.

After completion of the Conceptual Framework in 2014, the IPSASB decided to reconsider financial

reporting for heritage in the public sector. IPSASB constituents had indicated, in response to the
2013-2014 strateqy and work plan consultation, that developing coverage of financial reporting for
heritage in its pronouncements should be an IPSASB priority.

A project brief for the Heritage Project was approved in June 2015. The project’'s objectives include

to develop a CP highlighting the main options to account for heritage. This CP is the Heritage
Project’s first publication. Constituents’ comments on the options and issues identified in this CP
will be important input to the IPSASB’s development of a pronouncement (or revision of existing
pronouncements) to address financial reporting for heritage in the public sector.

1.32—Challenges of Financial Reporting for Heritage

4.7.

5.8.

Financial reporting for heritage has been a challenging topic for the IPSASB and for national public
sector accounting standard setters for many years. Worldwide there are different views on the
definition of heritage items; whether heritage items are assets or liabilities for financial reporting
purposes; whether they should be recognized in the financial statements; and, if recognized, how
they should be measured. Standard setters have also had different views on the presentation of
information about heritage items, where presentation covers both:

(&) Enhanced disclosures in the financial statements; and,

(b)  Presentation of information in other general purpose financial reports (GPFRs) that provide
information which enhances, complements, and supplements the financial statements.

The financial reporting challenge may vary between individual-countries. Developed countries could

have different experiences with financial reporting for heritage compared to undeveloped countries.
Factors that may impact on a country’s experience include the extent of funding available for
heritage valuation, availability of valuation expertise and the place of heritage within competing
government priorities. The main type of heritage for some countries could be natural heritage, while
for others the primary focus could be historic buildings, infrastructure and artifacts dating back
thousands of years.

Common Characteristics of Heritage Items’ Special-Characteristies

6:9.

Common characteristics of Hheritage items’ special-characteristies-include that:

(@ Their heritage significance may not be fully reflected, when a financial reporting perspective
is applied and “value™; is viewed as relatinges to economic benefits and service potential for
which a monetary value may, or may not, be able to be attributed;

(b)  They are often irreplaceable;

Agenda Item 5.3.1
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Consultation Paper, Financial Reporting for Heritage in the Public Sector—draft Chapter 1
IPSASB Meeting (December 2016)

(c) There are often ethical, legal and/or statutory restrictions or prohibitions that restrict or
prevent sale, transfer or destruction by the holder or owner; and

(d) They may have a long, possibly indefinite, useful life due to censtant-er-increasing rarity;
importanee-and/or significance.

#10. Financial reporting issues raised by heritage items include:

(@) Value: If assignment of monetary values does not convey the heritage significance of
heritage items or their future claims on public resources, would users of GPFRs benefit more
from non—financial information about heritage items, reported outside ef-the financial
statements?

(b) Preservation: If an entity’s responsibility is to preserve heritage items rather than to eam
revende—or—generate cash flows from them, is—aare heritage items a-resources or an
obligations from the entity’s perspective?

(c) Restrictions on use: Given restrictions on entities’ ability to use, transfer or sell heritage
items, should heritage items be shown as assets in the financial statements?

(d) GuardianshipBenefits to others: Can a reporting entity be said to control a heritage item for
financial reporting purposes, when it helds-the-itemis held for the benefit of current and future
generations?

1.34 The Public Interest and Financial Reporting for Heritage Users-of GPFRs-and-their
Loso e abloode

8:11. Given these financial reporting challenges and the special characteristics of heritage, the question

arises of what heritage—related information de—users of GPFRs need for the purposes of
accountability and decision making. Users eould-be-viewed-asmay needing information to:

(&) Hold entities accountable for their preservation of heritage items; and

(b) Make decisions on resources needed for to-suppert-heritage preservationstewardship.

eharaete%ﬂes—Fer—ex&mpie—tThe purpose for WhICh an entlty holds heritage items could |mpact on
the information that users of GPFRs need. For example, \Wwhere an entity uses heritage items in

its operationste-previde—nen—heritage-services—orproducts, users may need information en-these
hemage—mems—for deC|3|on making on the entltys operational capacity and cost of services. H-an

enmy—s—nnaneraJ—eapae&yL Options for reporting information on hentaqe items and their related
responsibilities _could have implications for information available to users for the purposes of
accountability and decision making related to the entity as a whole.
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19.13. Improved financial reporting requirements and/or guidance on accounting for heritage are
expected to enhance the quality of information that GPFRs provide for users, thereby improving
accountabnltv and deC|S|on makmq Ihls—wem—eenmbmas—tuﬁhepte—the—pabm—mfee#est—by

—As noted in

paragraphs 10-3 and-11-above, IPSAS presently allows pubhc—seeter—entltles to report on heritage

items using different financial reporting practices. ard—w\\Vorldwide; there are inconsistent practices
with respect to categorization of assets as either heritage or non—heritage,- Hheritage items may or
may not be recognized in an entity’s financial statements and a variety of different measurement
approaches are used. rcensistent-financialrepertingThis has negative consequences for the public
mterest because it +mpaets—enreduces the quallty of mformatlon reported—redaemg—eempa#ammy

22:14. This CP applies the Conceptual Framework to discuss financial reporting for heritage in the
public sector. It considers what heritage—related information users of GPFRs need for the purposes
of accountability and decision making, where such information should achieve the qualitative
characteristics of information reported in GPFRs?. This CP applies the Conceptual Framework’s

2 The qualitative characteristics of information included in GPFRs are the attributes that make that information useful to users

and support the achievement of the objectives of financial reporting. The qualitative characteristics are relevance, faithful
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coverage of element definition, recognition and measurement, to consider whether heritage items
could result in elements that should be recognized in the financial statements. Financial statement
presentation issues are also discussed, applying the Conceptual Framework's approach to
presentation, whereby presentation in the financial statements encompasses both the display and
disclosure of information. Although this CP’s primary focus is on information presented in the
financial statements, it also notes scope to present information in other GPFRs, for example service
performance information reported when an entity has heritage—related service performance
objectives.

23.15. While application of the Conceptual Framework underpins this CP’s development of financial
reporting options, the IPSASB has also considered national standard setters’ and the IPSASB'’s
own pronouncements. In addition to IPSAS 17 and IPSAS 31, IPSAS 19, Provisions, Contingent
Assets and Contingent Liabilities and the IPSASB’s recommended practice guidelines (RPGS),
which address information in other GPFRs, have been considered for their relevance to this project.

1.76—Structure of this Consultation Paper

24-16. This CP covers financial reporting for heritage in the following order:

(@) Chapter 2 describes heritage items and discusses issues related to their identification;

(b) Chapter 3 discusses whether or not heritage items could be assets for financial reporting
purposes;

(c) Chapter 4 discusses the recognition and measurement of heritage assets;

(d) Chapter 5 considers obligations related to heritage items and discusses their recognition and
measurement; and

(e) Chapter 6 discusses presentation of information on heritage items in the financial statements
and in other GPFRs.

representation, understandability, timeliness, comparability, and verifiability. (See paragraphs 3.1 and 3.2 of the Conceptual
Framework.)
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DRAFT CHAPTER 2, DESCRIPTIONS AND DEFINITIONS OF HERITAGE

2.1—Introduction

+——People-haveThere are different views on what is meant by the-werd-“heritage” and, consequentiaily,
what thlngs should be |dent|f|ed as herltage |tems —'Fh+s—ehapter—s—a+m—+s—te—estabhsh—the—GP—s

3-1. This chapter describes the-different categories of heritage-censidered-in-this-CP; discusses-heritage
identification-issues;-and proposes a definition of “heritage items”.

2.2—Categories of Heritage Items

" o5 of Wer dorod it

4.2. This CP considers cultural heritage, which includes both tangible and intangible cultural heritage,
and natural heritage. Intangible cultural heritage includes two broad subsets, called “knowledge—in—
action” and “intellectual property” intangible cultural heritage. These categories are based on those
defined in United Nations Educational, Scientific and Cultural Organization (UNESCO) international
conventions for heritage protection, which were then adapted for the purposes of this CP'. Fhis-GP

' _Article 1, 1954 Convention for the Protection of Cultural Property in the Event of Armed Conflict with Regulations for the
Execution of the Convention defines “cultural property”, as does Article 1 of the 1970 Convention on the Means of
Prohibiting and Preventing the lllicit Import, Export and Transfer of Ownership of Cultural Property. Article 1 of the 1972
Convention on Protecting the World Cultural and Natural Heritage defines “cultural heritage” and “natural heritage”. Article
1, 2001 Convention on Safequarding the Underwater Cultural Heritage, defines “underwater cultural heritage”. Article 2,
2003 Convention on Safeguarding the Intangible Cultural Heritage, defines “intangible cultural heritage”.
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Cultural Heritage—Tangible and Intangible

3. Cultural heritage consists of humanman—made heritage items that could be either tangible or

intangible. Examples of tangible cultural heritage include:

(a) mMonuments,; archaeological sites, historic buildings, ef-histerical-or-artistic-interest-heritage
works of art;, and; heritage-significant scientific collections:;

heritage-also-includes-uUnder—water cultural heritage, items-that-have-been-partialhy-or-totally

wnderwater-for example, heritage buildings that are beneath the water or; sunken ships; and
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{&)(c) -and—undennvater-seculpture—Cultural-heritage-includesnNatural history collections such as

collections of insects, or mineral collections.

9.4. Intangible cultural heritage consists of two broad types of intangible cultural heritage items;
“knowledge—in—action” and “intellectual property”:

(@) Knowledge—in—action intangible—cultural—heritage—means—consists of the—practices,
representations, expressions, knowledge; and; skills that are heritage items. Examples
include eraltraditisns—ond-oinressions—ineludinelanguages,.—cs—o—vehicle—citheintanglble
edltural-heritage; performing arts,; secial-practices,-rituals, and-festive-events;-knowledge-and
practices-concerning-nature-and-the-universe; and,-traditional craftsmanship.

(b) Intellectual property
such-as-intellectual-property,—andsuch as trademarks (including brand names and publishing

titles), computer software, patents, copyrights, and rights over motion picture films. Fer

example—Examples-inelude—+Rights over recordings of significant historical events; er-and

rights to use hlsteﬂc—er—culturally S|gn|f|cant fllms are examples of this subqroup of mtanmble

Natural Heritage

4+1+——Natural heritage covers natural features, areas or sites that are heritage items. Examples of-natural
heritage-include: natural features such as heritage-mountains, naturally occurring rock formations,

and heﬂfeage—bodles of water such as lakes_or; itla+e1ts—e}|CIel—waterfaIIs—[e»lcv,#sq<;al—a4%|—|9|eleg+ea1l
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: ifiod Obiectivalys

4746. .

As—noted-above—d_Heritage item identification raises a number of issues. Definitions of heritage

items emphasize the importance, significance or value of heritage items. They may also emphasize

herltage items’ sacred or historic nature and their rarity. These-characteristics-prompt-the-following

7. Beneath-these-questions-lies-the-meore-fundamental-There is an issue of how to objectively and

consistently identify heritage items. Some argue that objective identification is not possible,

beeause—herftegeie e beavbr s inthe oye o the behelder—whereas Cothers meve—to—the
oppesite-extreme-and-argue that only a narrow set of heritage items—those specifically identified in
national legislation—should be counted as heritage. Fhis-issue-is-important-to-any-discussion—of
reporting-on-heritage-items-

Pringi 5 : eficial Listsof Heritace.| ,

498,

National jurisdictions have developed different ways to objectively identify heritage items. For
example, some use:

(@) Schedules or lists enshrined in legislation or regulation;
(b)  Criteria or principles enshrined in legislation or regulation;

(c) A defined review and approval process, involving expert recommendation and independent
review; or

(d) A combination of two or more of the three approaches above.

_.Where Ieglslatlon |dent|f|es specmc items as heritage, this has the result ensures—that-heritage

‘en ve-way A f requiring little if any need
for professmnal judgment by preparers, when they classify items as heritage items._However, the

use of heritage legislation as the sole means by which heritage items are identified presents two
potential problems related first to the purpose of heritage legislation and second to its relatively
static, slow—changing nature.

22— First, Thepurpese-ef-a list of heritage items in heritage-legislation could result in either exclusion of

items that are, in substance, heritage items, or the reverse, i.e. inclusion of items that are not, in
substance, heritage items. For example, Hheritage legislation may officially list only a-small-subset
of-those heritage items; for-example;—enly-these-that warrant special funding or a special level of

protection, so that other heritage items are not listed. Within-one-nationaljurisdiction-there-may-be
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24-10. Second, Fthe relatively static, slow—changing nature of legislation means that an-efficiak-its

list of heritage items; embedded-in-legislation;,-may not remain up-to-date from year to year. -“New”
heritage items, not included on any official list, may appeararise, for example, because they are:

(a) Purchased or received through donation from other governments or private collectors; or

(b) Discovered, for example through excavations that uncover previously unknown heritage
items or through reassessments of items that were not viewed as heritage items.;

26-11. Either of these two problems could mean that heritage items are excluded from coverage (or
non—heritage items included), so that information reported in a GPFR does not faithfully represent
an entity’s heritage portfolio. That is why Given-the-problems-described-above-with-(for-example)
the-use-of-legislated-lists—of -heritage-items,—this CP proposes that a principles—based-approach
rather than a rules—based approach sheuld-be used to identify heritage items_with. However,—a

principles—based—approach—can—be—supported, where relevant, through reference to national

heritage legislation; guidelines involving the use of criteria and/or formally established processes.

2712. If special characteristics of heritage items are their rarity and; impertance-and/ersignificance,
an objective evaluation of whether an item is a heritage item will depend on access to verifiable
information on the rarity and; significance and/er-impertance-of the item. At the national or local
level the following sources could provide verifiable information on these three-characteristics:

(a) Expert knowledge;

(b) Historical studies, research writings and media reports;
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(c) Legislation; regulation and/or heritage items formally identified through application of a
process outlined in legislation or regulation; andor

(d) Policies, systems and/or structures that an entity has established, which indicate that it
expects to preserve the item for present and future generations as a heritage item.

28:13. Point 2512(c) abeve-highlights that, despite the problems identified earlier in this chapter with
respect to use of legislation to identify heritage items, there could still be scope to use national or
local guidelines, including legislation, as—a-basisferfo support identification of heritage items for
financial reporting purposes. Where legislation establishes a set of principles, general-eriteria—te
consider-or-a-process-by-which-heritage-items-can-be-identified-it is more likely to provide a helpful
basis for identification of heritage items. ThereforeILists of heritage items enshrined in legislation
could be a starting point for identification of heritage items, with consideration then of whether“rew”
heritage-items—exist-that-have-not-yet-been-included-in-the-legislated-listany further items that

should be included or any-excluded from the legislated list.

Are Expenditures on Heritage also Heritage items?

29.14. Public sector entities may expend large amounts on heritage. Examples of the types of
expenditure made in order to preserve or conserve heritage items, or to expand public access to
heritage items, include:

(@) Repairs and restoration such as replacement of the roof, foundation or other parts of a
heritage building;

{eh(b) Construction of a new security system or a new air conditioning system for a historic building
or a new pedestal for an important sculpture; and

{H)(c) Construction of fire breaks, flood protection or other security arrangements for national parks
and other natural heritage items.

30:15. Some expenditures create items that are-separate from-existing-heritage-items-and-do not
exhibit the special characteristics associated with heritage items.; e-g-—For example, expenditures
may be used to build a sepa%aieeglft shop or a parklng lot. This CP proposes that where thls is the
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2.4—Definition of Heritage Items

34-16. Based on the considerations above, and-also-taking-into-accountother relevant scurces-with
deseﬁptlens—er—deﬂmhens—ef—hemaee—the IPSASB developed the foIIowmq prel|m|narv view: Ihe
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Preliminary View 1 —Heritage-ftemsChapter 2

The PSASB's—preliminary—view—is—that-the—following definition capiures—reflects the special
characteristics that-defineof heritage items and distinguishes them from other phenomena for the
purposes of financial reporting:

Heritage items are items that are intended to be held indefinitely and preserved for the benefit of
present and future generations because of their rarity and significance in relation—te, but not
limited, to; their archeological, architectural, agricultural, artistic, cultural, environmental,
historical, natural, scientific or technological features.

Do you agree with the IPSASB’s Preliminary View — Chapter 2?

Specific Matter for Comment — Chapter 2

In your view, is the scope of this CP, which covers cultural heritage (tangible and intangible) and
natural heritage, appropriate. If not, how should the scope be modified?
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DRAFT CHAPTER 3, HERITAGE ITEMS AS ASSETS
3.1—Introduction

1. This chapter considers whether heritage items could be assets for financial reporting purposes.
This has been a difficult question for many years. On-the-one-hand-tThere is general agreement
that heritage items are valuable—Fhere-is—alse and a general view that valuable things should be
considered assets. But financial reporting uses the word “asset” with a technical meaning, which
may not apply to some or all heritage items.

2—Paragraphs—5-6—to—5-13ef-tThe Conceptual Framework address—the—definition—ef—an—asset
Paragraph-5-6-states_that an asset is “a resource presently controlled by the entity as a result of a

past event®.”

4—— This chapter discusses each of these three asset definition criteria (resources, control and past
event) thatform-this—definition,—as they apply+ed to herltage |tems focusmq partlcularlv on the

secondln-briefevenw ltfocuses-onconsiders whether heritage items could be assets for financial
reporting purposes. Where an asset exists it must also meet the recognition criteria of
measurability, before it can be recognized_in the-financial statements. Fer-some—categories—of

! Paragraph 5.6 of the Conceptual Framework.
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3.2—Heritage Items as Resources
Meaning of “Resource” in the Conceptual Framework

3.  Paragraph-5-7-oftThe Conceptual Framework states that: a resource is an item with service
potential or the ability to generate economic benefits®. Service potential is the capacity to provide
services that contribute to achieving the entity’'s objectives. It enables an entity to achieve its
objectives without necessarily generating net cash inflows*. Economic benefits are cash inflows or
a reduction in _cash outflows®. Cash inflows (or reduced cash outflows) may be derived from, for
example, an asset’s use in the production and sale of services; or the direct exchange of an asset
for cash or other resources®.

See paragraph 5.7 of the Conceptual Framework.

See paragraph 5.8 of the Conceptual Framework.

See paragraph 5.10 of the Conceptual Framework.
5 Ibid.
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Heritage items appear more likely to be held for their service potential rather than their ability to

generate economic benefits. Fer-examplewhen-a-government-holds-a natiohalpark: objective

the—government preserves—on-its behalf—Therefore, the discussion below focuses primarily on

service potential, although there is also a brief discussion of economic benefits.

ResoureesHeritage Items inthe-Form-of-with Service Potential

5. The Conceptual Framework refers to heritage assets in its discussion of service potential. It states
that public sector assets that embody service potential may include recreational, heritage,
community, defense and other assets which are held by governments and other public sector
entities, and which are used to provide services to third parties®.

22.6. For example, when a museum or art gallery holds a heritage collection such-as—of, for example,

artwork-paintings or prehistoric artifacts. to contribute to achievement of its objective of preserving
(and making accessible) such heritage items for the benefit of present and future generations those
heritage collections have service potential. Similarly, when a public sector entity such as a city
council or regional government, has an objective to beautify an area for the enjoyment of the
community, and holds parks and natural reserves for this purpose, those examples of natural
heritage have service potential. Although these entities hold heritage items to provide services to
third parties, the items still-hasve service potential for the entity, as stated in the Conceptual
Framework®. This is part of what makes public sector entities special and distinguishes them from
commercial, profit—oriented entities; they operate on behalf of and provide services to others,
especially the public as a whole, as well as particular groups within the public.Heritage-items-are

8 See paragraph 5.9 of the Conceptual Framework.

® Paragraph 5.9 of the Conceptual Framework states that: “Public sector assets that embody service potential may

include recreational, heritage, community, defense and other assets which are held by governments and other public

sector entities, and which are used to provide services to third parties. Such services may be for collective or individual

consumption. Many services may be provided in areas where there is no market competition or limited market

competition. The use and disposal of such assets may be restricted as many assets that embody service potential are

specialized in nature.
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access-te-heritage-paintings—A-hHeritage items may also contribute eitherdirecthrorindirectly-to an
entity’s nen—heritage-objectives, where an-entity'sits objectives are other than to hold heritage items

for public enjoyment and appreciation. —For example, heritage paintings-artwork held by a Ministry
of Finance to decorate the-Ministry'sits head office, can contribute to its Finance Ministry objectives,
by providing staff and visitors withe a sense of history and purpose related to the function of that
part of government,—while—also—educating—and—impressing—visitors. Therefore,—they—indirectly
contribute-to-the-Ministry's-non—heritage-objectives-Similarly, if the Ministry’s headquarters’ building

is a heritage item-fulfils—a—nren—heritage(or—operational)purpese, it has the capacity to provide
services that contrlbute to the—ennw—S—Fmanee—melts ob|ect|ves because despme—bemg—a

Heritage ltems with Ability to Generate Economic Benefits

8. Some heritage items may be able to generate economic benefits for the reporting entity. Economic
benefits could arise through one or more of the following:
(a) __ Use of the heritage item in the production and sale of services;
(b) Sale of tickets to view the heritage items and/or sale of related merchandising;
(c) Loan or rent of the item to other entities; and
(d)  Sale of the item itself.
9. Heritage items may be used in an entity’s production and sale of services, because they continue to

fulfil their original purpose and have only subsequently acquired heritage significance. For example,

an entity may use an historic ra|lway station te@pera%e—as—a—m{way—staﬂemn its production and sale
of rail transport services
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Despite restrictions that prevent the sale of many heritage items, some heritage items can be sold,

10.
so long as they remain inside the national jurisdiction. There are also heritage items that can be
sold to entities outside of the national jurisdiction. History shows that, in times of significant
economic_distress, a government may decide to sell (or rent out) heritage items that ordinarily
would be expected to remain fully under the control of the national, state or local government.
24—
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Heritage Items without Service Potential or Ability to Generate Economic Benefits

Doubts-about Existence-of a-Resource

11.

An _entity may hold heritage items that do not, from the entity’s perspective, have either service

potential or the ability to generate economic benefits, with the result that they are not resources. For

eXamDIe,- ettty that genelrateSeie a0 BuHhaaRYyeroeie ca-ohaRe+thAa

' ' : -a world
heritage listed national park does not have either service potential or the ability to generate
economic benefits, so it is not a resource for financial reporting purposes.
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3.3—An Entity’s Ability to Control a Heritage Resource

34.12. The Conceptual Framework states that: “Control of the resource entails the ability of the
entity to use the resource (or direct other parties on its use) so as to derive the benefit of the
service potential or economic benefits embodied in the resource in the achievement of its service
delivery or other objectives*.” It identifies the following indicators of control:

(@) Legal ownership;
(b)  Access to the resource, or the ability to deny or restrict access to the resource;
(c) The means to ensure that the resource is used to achieve its objectives; and

(d) The existence of an enforceable right to service potential or the ability to generate
economic benefits arising from a resource’>.

14 _Paragraph 5.11 of the Conceptual Framework.

15 Paragraph 5.12 of the Conceptual Framework.
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controlsthem—Where an entity is able to use a heritage resource (or direct other parties on its use)
so_as to derive the benefits of the service potential or economic benefits embodied in it in the
achievement of its service delivery or other objectives, the entity has control. Fhe—indicators—of

43.13. Control over a heritage item is-eftenmay initially be indicated via-by legal ownership, followed
by consideration of whether altheugh-an entity’s ability-is able to te—ceontroland-deny or restrict
access to the heritage item, and/or can ensure that the-use-of-the heritage item is used to achieve

I{&the entlty S objectlves—mu—alse—bermpenan{ Ih&pas{—evem—tha{_gwes—ppesem—een#el—may—aﬂse

14. For example, a prevmeral—museum has may-legally ownership of its permanent th%e&collecﬂons of
ancient artifacts. One

It can restrict access to the th#eeucollectlons through its decisions on opening hours for the museum

and through-decisions—about-eithershowingwhether to show particular collection items in—each
cellection-or placeirg them in storage. The permanent collections are-is used by-the-museum-to

prowde services consistent with the museum’s objectlvesens Ihe#e—ls—seepe—fer—sale—ef—mdwrdﬁal

Conceptual Framework’s indicators of control and its overarching principle that an entity (the

museum) be able to use the service potential embodied in its resource (in this case, its permanent
collection) to achieve its objectives, the museum has control over its permanent collection.

15. Other examples where control over heritage items appears to exist areinclude:

(a)

example—a-A city council owns a public square and usually ensures that the space is freely

available to the public for their enjoyment by, for example, prohibiting its use by other entities
for commercial purposes such as operation of stalls to sell food, etc. On occasion the city
council may issue permits to allow others to operate in the public space (for example, a
farmer's market may be given permission to sell produce there, one day a week). If
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maintenance or_security require that the public be excluded from the area, then the city
council can do this. The city council uses the service potential embodied in the public square
to achieve its objectives.}

{&)(b) An entity owns publication rights over, for example, a heritage film or audio—recording and is
able to license users to broadcast the heritage item. The entity allows use consistent with its
objectives, which could include providing public access to heritage films or audio—recordings

via accredited public channels.

Control over a Heritage Item Resides with another Entity

An entity may hold a heritage item on behalf of another entity. For example, a museum may
temporarily hold heritage items that belong to another museum as part of a current exhibit.
Although one or more of the control indicators could be fulfilled (for example, the entity uses the
item to achieve its objectives and can deny access to it), the heritage item is only on loan and is not
controlled by the museum.; with-tThe relevant loan agreement er-decument-would establishing the
facts-of the-casethat control remains with the entity that has loaned the heritage items.

An_entity may have delegated responsibility for heritage items, while another entity appears

otherwise to control them, given control indicators such as legal ownership and ability to decide
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what entity has responsibility for the heritage items. For example, a national government delegates
responsibility for national parks to a government department, which is responsible for their

preservation. Fheentity-with-delegatedautherity may manage 2 eam—-of fundstomaintain—the

Laek-Inability to ef-Control everKnowledge—in—Action Intangible Cultural Heritage

action intangible cultural heritage”, consists of heritage items such as traditional skills, languages,
story—telling, dance, religious or societal behaviors. These heritage items require continued use or
enactment by living people to exist and be preserved for future generations. They fall into the
description of a heritage item, but they cannot be controlled by a single entity. This is because an
entity cannot gain legal ownership over people’s on—going enactment of this type of cultural
heritage, cannot restrict or deny access, cannot use the resource to achieve its objectives (except
in the sense that something such as a shared language is a resource for everyone’s use) and it is
impossible to hold an enforceable right to service potential or the ability to generate economic
benefits arising from this type of heritage item. Knowledge—in—action intangible cultural heritage is
“owned” by a whole community. Therefore, because it cannot be controlled by an entity, this type of
intangible cultural heritage does not appearte-meet the definition of an asset-because-it-cannotbe
controlled-by-an-entity.

51—

18. As explained in Chapter 2 one subcategory of intangible cultural heritage called “knowledge—in—
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3.4—Heritage Items and Present Control as Result of a Past Event

. Paragraph-5-13-ofiThe Conceptual Framework describes the type of past transaction or

Past Eevents that may-givecould indicate that an entity controls ever-a heritage item include:

(b) Receipt through a non—-exchange transaction such as donation, confiscation or

(c) Passing of legislation and/or signing of treaties (supported by international law) that establish
a government’s rights to heritage items, including rights over otherwise unclaimed lands of
natural significance or otherwise contested lands, waterways and/or bodies of water.

These events are not so unusual as to suggest that Hheritage items do-—net-appear-to-present

special; heritage—related-issues with respect to the-past events and the-related timing-existence of

subsection);-but-ilt appears that an assessment of whether or not a past event has occurred will
follow a similar approach to that used to-assess-the-presence-of control-for other, similar assets that

53.19

other past event that could indicate that the entity presently controls a resourcet:.
54.20.

(@) Purchase from an external party;

nationalization; and

21.

control. : about—th

are not heritage items. On that basis no further discussion of this criterion is provided here.
3.5 Heritage Items as Assets
22.

The discussion in this chapter it appears to be the case that, applying the Conceptual Framework,

the special characteristics of heritage items, whereby they are “intended to be held indefinitely and
preserved for the benefit of present and future generations” do not appear to present barriers to

e Paragraph 5.13 of the Conceptual Framework.
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their resources presently controlled by an entity as a result of a past event. Therefore, heritage
items can be assets for financial reporting purposes, where these three asset definition criteria are
met.

Preliminary View —Chapter 3
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limi : .
FhelPSASB'spreliminany-view-is-thattThe special characteristics of heritage items :

BPdo not prevent them from being assets for the purposes of financial reporting: and

Specific Matter for Comment — Chapter 3

In your view,

(a) Are there types of heritage items that cannot be assets for financial reporting purposes?

(b)_If you responded “yes” to (a),

() _What types of heritage items do you consider cannot be assets for financial reporting purposes,
and

(i) _Why do you think that those heritage items cannot be assets?
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DRAFT CHAPTER 4, RECOGNITION AND MEASUREMENT OF HERITAGE ASSETS
4.1 Introduction

1. This chapter applies the guidance in the Conceptual Framework to discuss—evaluate whether
heritage items can meet the recognition criteria for assets. Chapter 3 concluded that the special
characteristics of heritage items—the intention to hold them indefinitely and preserve them for the
benefit of present and future generations, because of their rarity and significance—do not affect
their satisfaction of the asset definitionprevent-their-being-assets- for financial reporting purposes,
which is the first criterion for recognition. Therefore, this chapter focuses on the second recognition
criterion, measurability. It considers whether the special characteristics of heritage items_—the

generations;-because-of theirrarity-and-significance—have any implications for their measurement

at initial recognition and subsequent to recognition.

4.2 Recognition in the Conceptual Framework

2. Recognition is the process of incorporating and including an item in amounts displayed on the face
of the appropriate financial statement-an-item-that-meets-the-definition-of-an-elementand-can-be

on-infermation-included-in-GRFR!, The recognition criteria are that:
(@) An item satisfies the definition of an element; and

(b) Can be measured in a way that achieves the qualitative characteristics and takes account of
constraints on information in GPFRs?.

3. Recognition considerations occur within the context of financial reporting objectives. GPFRs
provide information to users for accountability and decision making. Public sector entities are
accountable to those that provide them with resources; and te-these-that-depend on them to use

those resources to deliver services®. When-discussing-measurement-of-elementsforrecognition;

)

Conceptual Framework states that measurement involves*:
(a) Attachment of a monetary value to the item;

(b)  Choice of an appropriate measurement basis; and

! Paragraph 6.1 of the Conceptual Framework.
2 paragraph 6.2 of the Conceptual Framework.
3 paragraph 2.8 of the Conceptual Framework.

4 Paragraph 6.7 of the Conceptual Framework.
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(c) Determination of whether the measurement of the item achieves the qualitative
characteristics, taking into account the constraints on information in GPFRs, including that
the measurement is sufficiently relevant and faithfully representative for the item to be
recognized in the financial statements.

The objective of measurement is to select those measurement bases that most fairly reflect the
cost of services, operational capacity and financial capacity of the entity in a manner that is useful
in holding the entity to account, and for decision-making purposes®. The Conceptual Framework
provides guidance on the selection of a measurement basis, rather than proposing a single
measurement basis (or combination of bases) for all transactions, events and conditions®.

The Conceptual Framework identifies the following measurement bases for assets:
(a) Historical cost;

(b)  Market value;

(c) Replacement cost;

(d)  Net selling price; and

(e) Valuein use.

4.3 Measurement of Heritage Assets for Recognition

7.

8.

This section discusses the five measurement bases above, considering whether the resulting
information is relevant to assessments of the cost of services, operational capacity and financial
capacity. It also discusses the use of symbolic values to measure heritage assets. and-explains

Entities usually hold heritage assets for use in the delivery of services. As discussed in Chapter 3,

those heritage items that are assets for financial reporting purposes have service potential and
contribute to achievement of an entity’s objectives. Their service potential forms part of an entity’s
operational capacity. In some circumstances heritage assets may also contribute to an entity’s
financial capacity. Therefore, the measurement objective of fairly reflecting the cost of services,
operational capacity and financial capacity of the entity in a manner that is useful in holding the
entity to account, and for decision-making purposes applies to heritage assets.

Measurement Bases—Availability and Measurement Objective

Historical Cost

9.

The Conceptual Framework describes historical cost information as relevant to assessments of
operational-capacity,—cost of services, operational capacity and financial capacity, and as often
being straightforward to apply, because transaction-cost at acquisition information is usually readily
available. Hewe j istori j

for some of the heritage assets that they hold, for example, where heritage assets were purchased
recently. Historical cost could be an appropriate_ measurement base for heritage assets in those

5 Paragraph 7.2 of the Conceptual Framework.

6 paragraph 7.5 of the Conceptual Framework.
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circumstances. However, Mmany heritage assets may be so old that transaction-information on the

cost at acquisition is not available-because-it-has-been-lost-or-destroyed-years-before. They may

also have been acquired through a government’s sovereign powers, rather than through purchase,

so that there is no historical cost. As for other assets, Wwhere heritage assets have been acquired

+10.

over very long periods of time, historical cost information will not be comparable. Entities-may-find

Where heritage assets are very old and their historical cost is likely to be minimal, the possibility of

using 1 currency unit, as a surrogate for historical cost, was raised during development of this CP.

This approach would facilitate initial measurement and recognition of heritage assets on an
historical cost basis. There are similarities to use of a “symbolic value” (see paragraphs 4.17—
4.18-). However, the 1 currency unit surrogate for historical cost would only apply to heritage
assets that are very old. By contrast, symbolic value has previously been promoted for application
to all heritage assets and, as noted below, its conceptual basis is different.

Market Value

8.11. Market values will be available for some heritage assets, through reference to the market values of

similar items. Heritage items such as artwork and items of archeological significance {fer-example)
may be bought and sold through specialist markets, including {fer—example}-auction houses.
However, the markets for some heritage assets may not be active enough and sufficiently open and
orderly to provide readily available market values. Many heritage assets have restrictions on their
sale and/or disposal, which also reduces the availability of market values. Other heritage assets are
unigue, and there are not meaningful market values available for them. Therefore, although market
values could be appropriate for some heritage assets, they will not necessarily be able to be used.

Replacement Cost

12.

9:13.

Replacement cost relies on the existence of other assets that would provide the same service
potential as the heritage asset being valued. For heritage assets replacement cost may not be
available. For some heritage assets no replacement cost is available, because they are so rare as
to be irreplaceable. For other heritage assets a replacement cost could be available for broadly
similar heritage assets, although it may not fully reflect the service potential of the heritage assets
to the entity holding them’. However, for operational heritage assets replacement costs that reflect
their value in terms of their operational use appears likely to be available and relevant. For
example, a replacement cost for a heritage building used as office space could be found through
reference to market values of other office buildings of athat previde—similar sizespace and
functionality. However, a replacement cost related to this type of operational use would not reflect
the heritage significance of the building.

Restoration costs may alse-be viewed-as-relevant as a replacement cost.; where-aAn entity may
have plans to weuld-rebuild or otherwise restore a heritage item, if that proved to be necessary.;
and-—oRestoration would aim to reproduce, as closely as possible, the heritage aspects of the

7 For example, the replacement cost to purchase a similar collection of paintings could be available, and yet not convey
the service potential of the paintings held by an art gallery, because its collections is significant for the local community.
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original item. Restoration costs could be more relevant when optimized replacement cost wcould be
inappropriate, because the heritage asset’s service potential is embodied in heritage aspects such
as_an historic _appearance, rather than in _an optimized modern equivalent. The Conceptual
Framework notes that there may be cases where replacement cost equates to reproduction cost,
because the most economical way of replacing service potential is to reproduce the asset®.

Net Selling Price

10:14. The Conceptual Framework describes net selling price as being useful where the most
resource—efficient course available to the entity is to sell the asset. It is not wviewed-as—an
appropriate measurement base if the entity is expected to be able to use the resource more
efficiently by employing it in another way, for example by using it in the delivery of services.
Heritage assets are expected to be held and preserved rather than sold, and their value usually
relates to their service potential®. Therefore, net selling price generally weuld-does not be-provide
relevant measurement information for heritage assets. However, net selling price could be relevant
in rare circumstances, when an entity is, for example, forced to sell heritage items due to financial
distress.

Value in Use

14.15. The Conceptual Framework explains that value in use is appropriate where it is less than the
replacement cost of the resource and greater than the net selling price. Fhis-eceurs-when-the-asset

“ ” 1

A —The Conceptual-Framework
alse-explains—that-operationalization of value-in-use for non—cash—generating assets involves the
use of replacement cost as a surrogate. Many heritage assets are non—cash—generating assets,
which-means-thatso if value—in—use is relevant it fer-them-would be equivalent to replacement cost

12.16. On—this—basisFor these reasons value in use does not appear to be relevant to the
measurement of heritage assets.

Symbolic Value

13:17. In some jurisdictions heritage assets are recognized at what is described as a “symbolic
value”, typically one unit of the presentation currency. Entities use this treatment on the basis that it
is difficult, costly and inappropriate to obtain a valuation for heritage assets. Supporters of symbolic
values consider that they provide useful information to users of financial statements and facilitate a
linkage between financial reporting and asset management. They also argue that entering a
symbolic value facilitates recognition of subsequent capital expenditure on the heritage asset.

N Footnote 14 of the Conceptual Framework.

9

Arguably, where an entity does not intend to hold heritage items indefinitely they cease to meet the special
characteristics of heritage items, and accounting for them would be covered by existing IPSAS.
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14.18. During development of the Conceptual Framework the IPSASB considered the use of
symbolic values. While acknowledging that such an approach is intended to provide useful
information, the majority of IPSASB members took the view that symbolic values do not meet the
measurement objective, because they do not provide relevant information on financial-capacity;
operational-capacity-or-the-cost of services, operational capacity or financial capacity. Symbolic
value was discussed during development of this CP, and the IPSASB is still of this view
thatreconfirmed-that-conclusion-when-considering-heritage-assets.

4.4 Qualitative Characteristics and Constraints

15.19. This section considers whether heritage items’ special characteristics have implications for
the ability to measure heritage assets in a way that achieves the qualitative characteristics and
takes account of the constraints on information in GPFRs. The qualitative characteristics of
information included in GPFRs of public sector entities are relevance, faithful representation,
understandability, timeliness, comparability, and verifiability. Pervasive constraints on information
included in GPFRs are materiality, cost-benefit, and achieving an appropriate balance between the
gualitative characteristics.

Relevance and Representational Faithfulness of Monetary Values on Heritage Assets

16-20. The Conceptual Framework explains that information is relevant if it is capable of making a
difference in achieving the objectives of financial reporting. Information is capable of making a
difference when it has confirmatory value, predictive value, or both!!. Information on the monetary
value of heritage assets that entities hold appears likely to support users’ ability to make decisions
about entities’ resources and hold entities accountable for their stewardship of heritage assets.
Therefore, such information appears likely to achieve the qualitative characteristics of relevance.
Monetary values for heritage assets also appear likely to provide information that supports users’
assessments of entities’ operational capacity and cost of services.

17.21. 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 transaction, other event, activity or circumstance'?. For financial reporting purposes
heritage assets are resources, and their measurement should faithfully represent their service
potential and/or ability to generate economic benefits. From this perspective, monetary values are
capable of faithfully representing heritage assets as resources for financial reporting purposes.
Others Seme-argue that the heritage significance of heritage assets cannot be shown threugh-with
monetary values, because monetary values do not convey which-means-that-their “true value™is
not-shown—in—thefinancial-statements. From that perspective monetary values do not prowde
relevant information.

1 paragraph 3.6 of the Conceptual Framework.

12 paragraph 3.10 of the Conceptual Framework.

Agenda Item 5.3.2
Page 5 of 9



Consultation Paper, Financial Reporting on Heritage in the Public Sector—draft Chapter 4
IPSASB Meeting (December 2016)

Understandability of Monetary Values on Heritage Assets

18.22. Understandability is the quality of information that enables users to comprehend its
meaning®®. Some may argue that monetary values for heritage assets could confuse users because
there are often ethical, legal and/or statutory restrictions or prohibitions that restrict or prevent sale,
transfer or destruction by the holder or owner of heritage assets. However, monetary values for
heritage assets appears more likely to provide understandable information to users, than would an
absence of monetary values. Disclosures on heritage asset restrictions and/or their special nature
can be used to further support users’ understanding of the information reported. Similar restrictions
on other types of assets do not prevent their recognition.

Timeliness, Comparability and Verifiability

19.23. Timeliness means having information available for users before it loses its capacity to be
useful for accountability and decision-making purposes'4. Comparability is the quality of information
that enables users to identify similarities in, and differences between, two sets of phenomena?®®.
Verifiability is the quality of information that helps assure users that information in GPFRs faithfully
represents economic and other phenomena that it purports to represent?®.

20:24. The special characteristics of heritage items do not appear to have any particular implications
for these three qualitative characteristics of timeliness, comparability and verifiability, although
some may argue that monetary values attached to heritage assets could be difficult to verify.

Materiality

21.25. The Conceptual Framework explains that information is material if its omission or
misstatement could influence the discharge of accountability by the entity, or the decisions that
users make on the basis of the entity’'s GPFRs prepared for that reporting period. Materiality
depends on both the nature and amount of the item judged in the particular circumstances of each
entity. The Conceptual Framework does not specify a uniform quantitative threshold at which a
particular type of information becomes material'’.

Cost-Benefit

23:26. The Conceptual Framework explains that financial reporting imposes costs and the benefits
of financial reporting should justify those costs'®. Assessing whether the benefits of providing
information justify the related costs is often a matter of judgment, because it is often not possible to

13 paragraph 3.17 & 3.18 of the Conceptual Framework.
14 paragraph 3.19 of the Conceptual Framework.
15 paragraph 3.21 of the Conceptual Framework.
5paragraph 3.26 of the Conceptual Framework.
17 paragraph 3.35 to 3.36 of the Conceptual Framework.

18 paragraph 3.32 of the Conceptual Framework.
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identify and/or quantify all the costs and all the benefits of information included in GPFRs. The
costs of providing information include the costs of collecting and processing the information, the
costs of verifying it and/or presenting the assumptions and methodologies that support it, and the
costs of disseminating it. Users incur the costs of analysis and interpretation. Omission of useful
information also imposes costs, including the costs that users incur to obtain needed information
from other sources and the costs that result from making decisions using incomplete data provided
by GPFRs.

27. The earlier discussion of measurement bases indicates that, while valuations could be costly in
some circumstances, in other circumstances it may be relatively straightforward to obtain monetary
values, for example, when:

(a)  Heritage assets have been purchased recently or components of heritage assets have been
replaced recently, so that a transaction is identifiable and the cost at acquisition is known;
(b)  Replacement costs are available to value heritage assets that are also operational assets; or
(c) ___An active market exists.
24.28. Jurisdictions and entities have argued that the cost-benefit constraint could be a factor

against attaching a monetary value to heritage assets. In this view the costs of carrying out heritage

asset valuations is a costly exercise, and is not justified by the benefits of the information for users.
Others argue that the cost concerns commonly cited are either:

(a) Similar to costs applicable to other assets that are, nonetheless, measured for recognition,
because the benefits of recognition are viewed as justifying the costs; or

(b)  Arise in the context of first time adoption of accrual basis financial reporting, when the cost of
recognizing assets generally, not only heritage assets, can be viewed as very high.

4.5

26:29.

Preliminary Views on Recognition and Measurement of Heritage Assets

This chapter has considered whether appropriate measurement bases are available to
measure heritage assets and whether measurement will achieve the qualitative characteristics and
take account of the constraints on information in GPFRs. Based on the discussion, it appears that,
while there may be cases where valuation costs are high enough to trigger the cost-benefit
constraint, it will also be possible to measure heritage assets, applying an appropriate
measurement base.
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IPSASB’s Preliminary View—— Chapter 4.1Recegnition-of Heritage-Assets

TheIRSASB s—preliminary—view-is-that-the-—speecial-eharacteristies—ef-hHeritage assets

should be items-do-noetpreventthem-from-beirg-recognized as-assetsfor-the-purposes
of-financial-repoertingin _the statement of financial position if they meet the recognition
criteria.

Do you agree with the IPSASB'’s Preliminary View — Chapter 4-1?

Specific Matter for Comment — Chapter 4.1
In your view,

(a) Are there any types of heritage assets that should not be recognized in the statement of
financial position, if they meet the recognition criteria?

(b) If you responded “yes” to (a), what types of heritage assets should not be recognized in the
statement of financial position, even though they meet the recognition criteria?

(c) Are there heritage-related situations (or factors) in which the cost—benefit constraint applies
and heritage assets should not be recognized because the costs of doing so would not
justify the benefits? (If yes, please describe those heritage-related situations (or factors).)

IPSASB'’s Preliminary View— Chapter 4.2

Historical cost, market value and replacement cost (where replacement cost includes
restoration cost) are appropriate measurement bases for heritage assets, dependent on
circumstances.

Do you agree with the IPSASB's Preliminary View — Chapter 4-2?

Specific Matter for Comment — Chapter 4.2
In your view,

(d) For initial recognition, should measurement of a heritage asset apply one of the following
measurement bases: historical cost, market value or replacement cost?

(e) Are there other measurement bases that you consider should be applied to heritage assets
when they are initially recognized? (If so, please identify those bases and describe the
circumstances in which they should be applied.)

Subsequent Measurement; Bepreciation-and-Deferred-Maintenance

27.30. After initial recognition subsequent events could impact on the monetary value of heritage

assets. Changes in the value of heritage assets appears likely to be relevant for accountability and
decision making. Subsequent value changes can be viewed as potentially arising through the
following events:

(@) Market value changes-{increase);
(b)  Expenditure on the heritage asset-that-is-of a-capital-nature;
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(©)
(d)
Lo Aesumulatoc domnd manininaonen

Some-commentators-view-the-existenceofAccumulated deferred maintenance may be viewed as a

Impairment; and/or

Consumption of the asset.; and/or

32.

factor that eeuld—indicates impairment, although: Others—also—arguethat accumulated deferred
maintenance- it could also be viewed as should be-measured-as-anotherisanother—an additional
indicator of heritage asset value changes. Othersview-the-existence of deferred maintenance-asa

factorthatcould-indicate-impairment:

During development of the Conceptual Framework, the IPSASB concluded that, in principle, the

33.

same_considerations apply to initial and subsequent measurement!®. Therefore, subsequent
measurement should achieve the gqualitative characteristics, taking into account the constraints.
Subsequent measurement has the objective to select those measurement bases that most fairly
reflect the cost of services, operational capacity and financial capacity of the entity in a manner that
is useful in holding the entity to account, and for decision-making purposes.

When considering whether heritage assets’ special characteristics present special issues for their

28:34.

subsequent measurement, the IPSASB noted that:

(a)

Heritage assets cover many different types of assets, including land, buildings, infrastructure,
intangible assets and collections of artwork and other heritage items; and

IPSAS address subsequent measurement for similar non-heritage items (i.e. land, etc.), and
cover, for example, revaluation, impairment, and treatment of subsequent expenditures
(capitalization or expensing).

(b)

Once the special characteristics of heritage items have been considered for initial

measurement, the IPSASB’s view is that those special characteristics do not raise additional issues
for subsequent measurement. Fhe lRSASB-has-notreached-apreliminary-view-on-the-subsequen

IPSASB'’s Preliminary View— Chapter 4.3

There are no special issues related to the subsequent measurement of heritage assets.

Do you agree with the IPSASB'’s Preliminary View — Chapter 4-3?

Specific Matter for Comment — Chapter 4.3

In your view, are there any types of heritage assets or heritage-related factors that raise special
issues for the subsequent measurement of heritage assets? (If so, please identify those types
and/or factors, and describe the special issues raised and how to address them.)

1% Paragraph BC7.12 of the Conceptual Framework.
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DRAFT CHAPTER 5, HERITAGE ITEMS AND RELATED OBLIGATIONS

5.1—Introduction

1.

2.

This chapter applies the Conceptual Framework’s definition of a liability and its recognition criteria
for-liabilittes-to discuss obligations that-may-related to heritage items. It considers the implications
of heritage items’ special characteristics for the existence of obligations.

The definition of heritage items proposed in this CP conveys that they are items intended to be held
indefinitely and preserved for the benefit of present and future generations®. This chapter discusses
whether heritage preservation intentions could result in present obligations for financial reporting
purposes and lead to liabilities that should be recognized in the financial statements. H—alseln
particular, it considers whether; when—an—entitiesy that haves postponed maintenance or other
preservation—related activities for the heritage items they hold; the-entity-could have a-liabilitiesy.
{Chapter 6 discusses possible disclosures related to heritage items’ preservation.}

Possible Obligations Related to Heritage

3. The discussion below considers whether obligations resulting in liabilities arise when entities:
(a)  Receive funding for heritage preservation activities;
(b) Receive services to preserve heritage items;
(c)  Are subject to leqislation that requires entities to preserve heritage items (including penalties
for failure to preserve heritage items);
(d)  Hold heritage items for which maintenance or preservation generally is needed, such that:
(1) Heritage items have deteriorated so that there is a demonstrable need to restore them;
(i) Planned maintenance has been deferred; and/or
(i) A need for maintenance is likely (foreseeable) in the future.
24. The main question that arises, in each case, is whether there is a present obligation. Neither a

“moral obligation” that does not bind an entity, nor a foreseeable future obligation will suffice for
existence of a liability for financial reporting purposes.

5.2—Conceptual Framework, Liabilities and Present Obligations

3:5.

The Conceptual Framework defines a liability te—beas “a present obligation of the entity for an
outflow of resources that results from a past event™?.

Chapter 2 includes the following definition for heritage items: “Heritage items are items that are intended to be held
indefinitely and preserved for the benefit of present and future generations because of their rarity and significance in
relation, but not limited, to their archeological, architectural, agricultural, artistic, cultural, environmental, historical,
natural, scientific or technological features.”

Paragraph 5.14 of the Conceptual Framework.
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A Lliability is recognizedtien eecurs-when an item satisfies the definition of a liability and can be

measured in a way that achieves the qualitative characteristics and takes account of constraints on

information in GPFRs®. This—chapter—assumes—that—where—aheritage—relatedliability—exists;

measurement-of-liabilities—Therefore{The discussion below focuses on whether or not a liability
exists. It discusses entities’ responsibilities to preserve heritage items and any implications for
liability existence.

Outflows of Resources—Heritage Items

5:7.

6:8.

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

Holding heritage items is likely to involve outflows of resources for their preservation. These can be

considered in terms of their timing.; apphing,—fFor example, three-different-perspectivesthe focus
could be on:- outflows of resources that are likely to arise-te-preserve-heritage-items:

(&) Within the budget period, i.e. one or two years;
(b) Over the entity’s usual planning period, for example, the next 5 to 10 years; or
(c) For future generations, i.e. a very long time horizon.

Given the importance (and expense) of preservation for heritage items, some commentators have

argued that a liability should be recognized to reflect the resource outflows required to preserve
heritage items for present and future generations. Others have argued that a liability exists, if
preservation activities have been deferred, where “deferral” could be by comparison to an agreed
cycle of maintenance or with respect to some other criteria. include-summary-of different views on

#.10. However, the likelihood of outflows of resources does not, by itself, result in the existence of a

heritage—related liability. For a liability to exist an entity needs to have a present obligation for those
outflows of resources as a result of a past transaction or other event.

Heritage—Related Obligations and Past Events

8:11. To satisfy the definition of a liability, it is necessary that a present obligation arise as a result of a

past transaction or other event®, The complexity of public sector programs-and-activities means-that

8 Paragraph 6.2 of the Conceptual Framework.

4 Paragraph 5.16 of the Conceptual Framework.

5 Paragraph 5.17 the Conceptual Framework.
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9.12. Identifiable past events for possible heritage preservation obligations include when an entity:

13.

(@) Acquires heritage items;
(b)  Makes a public commitment to heritage item preservation for future generations;

(c) Includes a heritage preservation objective (or other statement) in its publicly available
planning documents;

(d) Creates a plan for resource outflows necessary to the heritage item preservation;
(e) Receives an approved budget or an appropriation for heritage item preservation;

) Receives funding designated for heritage item preservation;

(9) Receives heritage-preservation-services_for which payment is due-ferwhich-a-legal-contract

An assessment of each of these past events to consider whether an entity would have little or no
realistic alternative to avoid an outflow of resources suggests that; with-the entity appears likely to
have alternatives enabling it to avoid an outflow of resources, with the exceptions of:

{H-Receipt of funding, if a funding results in a performance obligation (discussed in paragraph 14
below); and

the-exception-of {g)-Receipt of services, if the entity has obligations (to pay for services received)

arising from either a legal contract or other binding arrangementthe-entity-appears-tikely-to-have

14. Inthe-case-of (g} w\Where an entity has received heritage preservation services, there is a legal

obligation arising from the contract (or other equivalent arrangement). Then, until the entity has
discharged its legal obligation to pay for the heritage preservation services received, it will have a
present obligation for an outflow of resources that results from a past event, i.e. a liability that
meets the Conceptual Framework’s definition of a liability for financial reporting purposes.

10.15.The following subsection discusses “present obligations” and when a present obligation appear

likely to exist in the context of heritage preservation.

Heritage Items and Present Obligations

11.16.For a liability to exist there must be a present obligation of the entity. 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®. The Conceptual Framework states that an obligation must
be to an external party in order to give rise to a liability’. An entity cannot be obligated to itself, even
where it has publicly communicated an intention to behave in a particular way. An entity that holds
heritage items is often viewed as having a respensibility-er—-moral obligation to preserve them.
However this is not a sufficient basis to conclude that the entity has a present obligation for
financial reporting purposes.

6 Paragraph 5.15 of the Conceptual Framework.

’ Paragraph 5.18 of the Conceptual Framework.
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Legal Obligations
12— Where-an-entityreceivesfFunds designated for heritage preservation, through an exchange or non-

exchange transaction, this-may have conditions or ereate-service-performance obligations te-the
parby-providing-the-fundsattached to them. Exchange transactions are usually contractual in nature
and therefore enforceable through the laws of contract or equivalent authority or arrangements.

whe#e%he#e—are—aﬁemaﬂve—p#eeesses—w%h—eqw%eni—eﬁeetﬂ—lPSA 23, Revenue from Non—
Exchange Transactions (Transfers and Taxes), identifies factors relevant to whether an entity that
receives funding as-a+esult-ofin a non—exchange transaction has a resuliting-liability.

43:17.As noted in the context of past events, Wwhere an entity holding-heritage-items-receives heritage

preservation-services from another entity, a binding legal obligation to pay for the services received
is likely to arise.

. . . L ogislati

14.18.An entity holding heritage items may receive instructions from an external party, or be required by

legislation, to preserve them. For example, the national government may direct the national
museum to preserve the heritage items that it holds. The question arises ef-whether such

instructions en-heritage—preservation-or a legislative requirement en will-mean-thatgive rise to a

present obligation-exists-forentities-that-hold-heritage-items.

—Heritage Ieglslatlon
may include legal penalties (for example, a flne) for damaglng a heritage item. The IPSASB's
pronouncement on liability recognition, IPSAS 19, Liabilities, Contingent Liabilities and Contingent
Assets, addresses the existence of obligations when an entity contravenes (or-appears-to-have
contravened)-legislation and incursred a fine or other legal penalty. The special characteristics of
heritage items, including their preservation, do not appear to raise heritage—specific financial
reporting issues where there are instructions or legislation for heritage preservation.

15.20.Heritage preservation instructions and leqgislation do not generally appear to include legally

enforceable requirements to carry out repairs to preserve a heritage item. For example, if an entity
owns a heritage building and there is a problem with the foundation, which requires repair, it is
likely that there is no external legal requirement for the entity to address that problem. However, if
legislation includes penalties for failure to preserve heritage, then a legal obligation could arise
when such penalties are triggered by an entity failing to preserve heritage items that it holds. The
legislated penalties may indicate that the entity cannot realistically avoid taking action to preserve
the heritage item(s). However there remains a question of whether the obligation to preserve the
heritage items is an obligation to the legislator (another party) or to the entity itself.

8 See paragraphs 27-30 of IPSAS 19 for discussion of this type of legal obligation.
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Non-legally Binding Obligations

16.21.Liabilities can arise from non-legally binding obligations. Non-legally binding obligations that give

rise to liabilities have the following attributes:

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

(b)  As a result of such an indication, the entity has created a valid expectation on the part of
those other parties that it will discharge those responsibilities; and

(c) The entity has little or no realistic alternative to avoid settling the obligation arising from those
responsibilities®.

17.22.An entity that holds heritage items may behave in ways that suggest a non—legally binding

obligation_exists. For example, it may announce a heritage preservation policy, including an
approved budget to give effect to that policy. However, as noted in the context of past events
and obligations, the early stages of implementation (for example, making an electoral pledge
or announcing a policy) are unlikely to give rise to present obligations that meet the definition
of a liability. Laterstages;such-as-claimants-meeting-the-eligibility criteriafora-service-to-be

18.23.There may be a correlation between the availability of funding to settle a particular obligation and

the creation of a present obligation®®. For example, where both a budget line item for heritage
preservation has been approved and linked funding is assured through an appropriation, the
availability of contingency funding or a transfer from a different level of government, it could be
arqued that a non-legally binding obligation may exist. Economic coercion, political necessity or
other circumstances may give rise to situations where, although the public-sector-entity is not
legally obliged to incur an outflow of resources_for heritage preservation, the economic or political
consequences of refusing to do so are such that the entity may have little or no realistic alternative
to avoid an outflow of resources, with the result that an entity has a liability arising from a non-
legally binding obligation!. However, the obligation would need to be to another party, since an
entity cannot be obligated to itself. Thus, for example, where an entity holds a heritage item,
receives funding to repair that item, and the political consequences of failing to carry out the
necessary repairs appear to show that the entity has little or no realistic alternative to carry them
out, the entity itself benefits from maintaining its heritage resource, so that no other party is
involved.

19.24.Approval of a budget for heritage preservation may, however, result in rights to receive funding

rather than an obligation to engage in heritage preservation activities. The special characteristics of
heritage items, which raise the possibility of plans, policies and approved funding for heritage
preservation, do not appear to raise heritage—specific financial reporting issues, when identifying
the existence of present obligations.

Paragraph 5.23 of the Conceptual Framework.
10 Paragraph 5.25 of the Conceptual Framework.

u Paragraph 5.26 of the Conceptual Framework.

Agenda Item 5.3.3
Page 5 of 6



Consultation Paper, Financial Reporting for Heritage in the Public Sector—draft Chapter 5
IPSASB Meeting (December 2016)

Preliminary View —— Chapter 5.1 Heritage-Related-Liabilities

0 he IPSASRB’s nreliminar/ view on-e ance of he o

Where an entity holds heritage items_their special characteristics, including with—the—an
intention ef-fo preserveing them for present and future generations, this—does not, by
itselfthemselves, result in a present obligation such that the entity has little or no realistic
alternative to avoid an outflow of resources and should recognize a liability.

For existence of a present obligation as a result of a past event other factors must exist (for
example, a funding agreement that could result in a performance obligation or legislation
that could result in fines and other penalties), and those factors are independent of heritage
items’ special characteristics and similar in nature to factors considered in the context of
other types of obligation for which financial reporting requirements and guidelines already
exist.

Do you agree with the IPSASB'’s Preliminary View — Chapter 5.17?

Specific Matter for Comment—Chapter 5

In your view

(a)_Are there heritage-related obligations (specific to_heritage items) that should be recognized as
liabilities in the statement of financial position?

(b) If you answered “yes” to (a), please explain and describe:

(i) What types of heritage-related obligations (specific to heritage items) should be recognized as
liabilities in the statement of financial position?

(i) What factors or circumstances would indicate that an entity has heritage-related obligations
(specific to heritage items) that should be recognized as liabilities in the statement of financial
position?

Please provide the reasons for your views on recognition of heritage-related obligations, including the
conceptual merits and weaknesses; the extent that the liability recognition approach you propose
addresses the objectives of financial reporting and how it provides useful information to users.
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DRAFT CHAPTER 6, PRESENTATION OF INFORMATION ON HERITAGE ITEMS

6.1—Introduction

1.

This chapter applies the Conceptual Framework to discuss the presentation of information for
heritage in GPFRs. It discusses whether the special characteristics of heritage items—the intention
to hold them indefinitely and preserve them for the benefit of present and future generations,
because of their rarity and significance—ecould-have implications for the presentation of information
in GPFRs.

6.2—Conceptual Framework and Presentation in GPFRs

2.

The Conceptual Framework defines presentation te-beas “the selection, location and organization
of information that is reported in the GPFRs!.”

Presentation aims to provide information that contributes towards the objectives of financial
reporting and achieves the qualitative characteristics while taking into account the constraints on
information included in GPFRs. Decisions on selection, location and organization of information are
made in response to the needs of users for information?. The types of information that users need
to meet the objectives of financial reporting guide decisions on whether particular types of reports
are needed®.Decisions on information selection address what information is reported in the financial
statements, and in GPFRs outside the financial statements (other GPFRs). The objectives of
financial reporting are to provide information about the entity that is useful to users of GPFRs for
accountability and decision-making purposes®.

Scope of Financial Reporting

4,

The information needs of the primary users of GPFRs and the objectives of financial reporting
determine the scope of financial reporting. GPFRs are likely to comprise multiple reports. GPFRs
encompass financial statements including their notes and the presentation of information that
enhances, complements and supplements the financial statements®. A GPFR presents information
related to a reporting entity. Reports that present information on transactions and other events that
cross reporting entity boundaries are outside of the scope of financial reporting.

Internal reports, prepared for the management of an entity, can be distinguished from those
prepared for users of GPFRs. Internal reports are not within the scope of financial reporting.
Internal reports that-could contain heritage-related information. include—FferFor example, asset
management plans: infermation,—such-as-detailed-i 0 ysical-a ra and-condition

! paragraph 8.4 of the Conceptual Framework.
2 paragraph 8.5 of the Conceptual Framework.
3 Paragraph 8.10 of the Conceptual Framework.

4 Appendix A for this chapter provides an excerpt from Chapter 8 of the Conceptual Framework, which considers the scope
of financial reporting linked to presentation.

5 Paragraph 1.6 of the Conceptual Framework.
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track—ofincludethe can menitering—ef-may hold information on deferred maintenance and may
inelude—cost projections related to entities’ planned heritage asset preservation activities.;
whichlnternal reports- Internal—management—repo an—provide —information—for—heritage
preservation—andcould be ene-an input for information reported in GPFRs,: Hhowever they are not;
GPFRs, because they are not prepared to meet the needs of users of GPFRs—ratherthanfor

internal-managementneeds.

6.34—Presentation Objectives for Information on Heritage Assets

6. This section proposes presentation objectives for information on heritage-assets, to guide what
heritage-related information should be presented in GPFRs®. If constituents’ feedback supports
these presentation objectives, then they will be used to identify more specific proposals on

information to display and disclose for further consultation. apphying—an—approach—that—the

5 Note that the Conceptual Framework defines presentation to include both display and disclosure. Presentation also
covers information in the financial statements or in other GPFRs. Therefore these “presentation objectives” could be met
through information presented either in the notes to the financial statements, in other GPFRs or on the face of the

financial statements.
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Primarypresentation—objectiver—The primary—objectives of presenting information about
heritage assets and heritage obligations isare to help users to:

(a) Hold entities accountable for their preservation of heritage assets; and

(b) Make decisions for heritage preservation, including decisions on resource allocation.
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(c) Assess the effect of the entity’s holding of heritage items on its operational capacity, cost

of services and financial capacity; and

(d) _Understand the extent of an entity’s:

(i)

Heritage holdings, covering both recognized and unrecognized heritage assets; and

(i) Heritage-related obligations, covering both recognized liabilities, contingent liabilities and

general obligations.

Do you agree with the IPSASB's Preliminary View — Chapter 6?

7. The IPSASB considers that information to meet these presentation objectives should be presented

in the financial statements and, where appropriate, other GPFRs.

Financial Statements—Heritage Assets and Heritage—Related Liabilities

9.8. Heritage items-that-are-assets for-financial-reporting-purpoeses-andthat meet the recognition criteria
will-beare included in the financial statements. The type of information that users need in-this-case

could be similar to that for other categories of assets. For example, users may need information on:

@)
(b)
(©)

(d)

What items fall into the heritage assets category;
How heritage assets are measured;

Resource outflows and inflows as a result of holding, acquiring and/or relinquishing control
over-of heritage assets (for example through transfer or sale); and

Where to find information about any unrecognized heritage assets, i.e. heritage assets that
do not meet the recognition criteria of measurability.

140.9. Chapter 5 discusses heritage-related liabilities. Where such liabilities exist and meet the recognition
criteria they will be included in the financial statements. Again, the type of information that users
need for heritage-related liabilities could be similar to that for other liabilities. For example,
information on the nature of the liability, expected timing of any resulting outflows of economic

benefits or service potential and uncertainties about the amount or timing of those outflows.

11— Information on heritage assets and heritage-related liabilities recognized in the financial statements
should contribute to achievement of previeushy—establishedthe presentation objectives; such-as

those-identified above. Information presented could include for-example-information-about:

12.10.

Fthe measurement bases and related measurement uncertainties of the entity’s heritage

assets and heritage-related liabilities.;
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b , ichin of L _

Reporting against Budget

13:11.

IPSAS 24, Presentation of Budget Information in Financial Statements, addresses
information that enables users to compare financial results with the budget and facilitates their
assessment of the extent to which an entity has met its financial objectives. As discussed in
Chapter 5, entities may receive an appropriation that is designated for heritage preservation or
heritage-related activities. Reporting against budget can demonstrate compliance with legal
requirements relating to public finances, including the appropriate application of heritage—related
appropriations and funding-, which is information that users need to hold entities accountable for

their preservation of heritage assets.

Specific Matter for Comment — Chapter 6.1

For heritage assets and heritage-related liabilities that are recognizedrecognized-heritage-assets,
what are your views on:

(a) The type of information that should be presented so that users of GPFRs have the
information that they need for accountability and decision making?

(b) Where this information en—unrecognized-heritage—assets—should be presented—on the
face of the financial statements; in the notes to the financial statements; and/or in other locations,
including financial statement discussion and analysis and other GPFRs?

Please provide the reasons for your views, including how this information contributes to
achievement of the presentation objectives in the IPSASB’s Preliminary View—Chapter 6 and/or
the information needs of users of GPFRs.

Specific Matter for Comment — Chapter 6.2

If you consider that some or all heritage assets should not be recognized, even though they meet
the asset definition criteria, what are your views on:

(a) The type of information on unrecognized heritage assets that should be presented so that
users of GPFRs have the information that they need for accountability and decision making?

(b) Where this information on unrecognized heritage assets should be presented?

Please provide the reasons for your views, including how this information contributes to
achievement of the presentation objectives in the IPSASB’s Preliminary View—Chapter 6 and/or
the information needs of users of GPFRs.

Sp

ecific Matter for Comment — Chapter 6.3

Where an entity has obligations to maintain heritage items, which do not result in recognized
liabilities, what are your views on:

(a) Information that should be presented on those moral obligations; and

(b) Where that information should be presented?
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Please provide the reasons for your views, including how this information contributes to
achievement of the presentation objectives in the IPSASB’s Preliminary View—Chapter 6 and/or
the information needs of users of GPFRs.

6.45—Presentation in Other GPFRs

14.12. The IPSASB has issued three Recommended Practice Guidelines (RPGs) applicable to
information presented in other GPFRs:

(a) RPG 1, Reporting on the Long-Term Sustainability of an Entity’s Finances (RPG 1);
(b) RPG 2, Financial Statement Discussion and Analysis (RPG 2); and
(c) RPG 3, Reporting Service Performance Information (RPG 3).

15.13. This section discusses the relevance of these three RPGs for presentation of heritage—
related information. If an entity that holds heritage items applies one or more of these RPGs, then
the information presented may contribute to achievement of the presentation objectives.

RPG 1—Information on Long—Term Sustainability of Entity’s Finances

16.14. RPG 1 provides guidelines on reporting information on the long-term sustainability of entity’s
finances. NatioraltevelreportsGovernments and other entities that apply RPG 1 may not mention
heritage preservation as a separate item, since it may not be material within-the-overall-picture-efto
a—hational-government's—their financial position and financial performancees. Information on a
goverament's-the long-term sustainability of an entity’s finances is—an-indirectmay indicateion of
whether, given competing priorities, the geverament-entity will be-able-te-provide funds for heritage
preservation at the same, higher or lower level in the long term. This information is relevant when
users make decisions on heritage preservation, including resource allocation decisions.

17-15. If heritage preservation is important to an entity’s objectives, then information presented on
the long-term sustainability of its finances may include projections of heritage preservation costs
and availability of funding to meet those costs. This information would Atlevels-below-national-or

assessments of the entity’s ability to preserve the heritage items they hold for present and future
generations_and users’ heritage-related resource allocation decisions.

RPG 2—Financial Statement Discussion and Analysis

18.16. Where an entity manages heritage assets to achieve its objectives and strategy, its financial
statement discussion and analysis (FSD&A) should present information on them. RPG 2 states, for
example, that FSD&A should:

(a) Discuss the entity’'s objectives and strategies relating to its financial position, financial
performance and cash flows in a way that enables users of the financial statements to

Agenda Item 5.3.4
Page 6 of 16



Consultation Paper, Financial Reporting for Heritage in the Public Sector—draft Chapter 6
IPSASB Meeting (December 2016)

understand the entity’s priorities and to identify the resources that must be managed to
achieve these objectives and strategies®; and

(b) Include an analysis of significant changes and trends in an entity’s financial position, financial
performance and cash flows?°.

19.17. The objective of RPG 2 is to assist users to understand the financial position, financial
performance and cash flows presented in the financial statements®!. It provides guidelines on
financial statement discussion and analysis (FSD&A), which should include:

(&) An overview of the entity’s operations and the environment in which it operates;
(b) Information about the entity’s objectives and strategies;

(c) An analysis of the entity’s financial statements including significant changes and trends in an
entity’s financial position, financial performance and cash flows; and

(d) A description of the entity’s principal risks and uncertainties that affect its financial position,
financial performance and cash flows, an explanation of changes in those risks and
uncertainties since the last reporting date and its strategies for bearing or mitigating those
risks and uncertainties'?.

20:18. Where heritage assets are important for an entity’s objectives and strategy, heritage-related
information is likely to be included in FSD&A. Such information is likely to support achievement of
the presentation objectives proposed above. For example, it could include information on:

(@) Trends in an entity’s heritage asset holdings and its heritage-related obligations; and

(b) Trends in cash flows relevant to assessments of the entity’s ability to preserve its heritage
items.

RPG 3—Reporting of Service Performance Information

23:19. The IPSASB has issued RPG 3, Reporting Service Performance Information (RPG 3) which
explains that:

Service performance information is information on the services that the entity provides, an
entity’'s service performance objectives and the extent of its achievement of those
objectives. Service performance information assists users of GPFRs (hereafter termed
“users”) to assess the entity’s service efficiency and effectiveness?s.

22.20. RPG 3 provides guidelines for such reporting, while allowing sufficient flexibility to ensure that
national jurisdictions and individual public sector entities effectively and appropriately address
users’ service performance information needs and report information that is relevant to their service
performance objectives.

9 Paragraph 20 of RPG 2.
10 paragraph 22 of RPG 2.
11 paragraph 1 of RPG 2.
12 paragraph 16 of RPG 2.
13 paragraph 1 of RPG 3.
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23.21. An entity that provides services related to heritage items can apply RPG 3 and present
information on those services. The type of heritage—related information that an entity presents will
depend on the heritage-related service performance objectives on which it reports and its choice of
performance indicators._For example, a museum may present performance indicators that describe
the extent and condition of the heritage items it holds, if its service performance objectives include
an objective to expand and preserve its heritage collections. This type of information would help
users to hold the entity accountable for its preservation of heritage assets and understand the
extent of the entity’s heritage holdings.

Link to Specialist (Non-GPFR) Reports in Service Performance Information

24-22. Some public sector entities may provide heritage-related services that are not restricted to
those heritage items that the entity holds. For example, a Ministry for Culture and Heritage may be
responsible for regulations, monitoring of heritage items, and management of funding to preserve
heritage items within a national jurisdiction, regardless of whether the heritage items are held by
public or private sector entities. It may prepare specialist (non-GPFR) heritage status reports on
those heritage items, where the information reported crosses reporting entity boundaries.

25:23. As noted earlier in this chapter, this type of hertage-status-report is not within the scope of
financial reporting. However, if an entity reports service performance information, thep—it may
reference information in a non—-GPFR heritage status report, if such information is relevant to its
service performance objectives. For example, if an entity responsible for preservation of a nation’s
natural heritage, including endanqered species, reports outcome performance |nd|cators then
those indicators could :
mqpre%menfes—te—hemage—nanen-wrdereference non-GPFR reports on endanqered species-_and
present information on the number of endangered species. Whether or not an entity presents this
type of service performance information will depend on the entity’s service performance objectives
and its choice of performance indicators.
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considers:
(a) how much emphasis to place on particular disclosures;
(b) the level of detail that is needed;
(c) how mmuch aggregation or disaggregation to undertake; and
(d) whether users of the financial statements need additional information, to meet the disclosure
objective.
Ad An entity aggregates or disaggregates disclosures in accordance with this Standard so that useful

information is not obscured by either the inclusion of a large amount of insignificant detail or the
aggregation of items that have different characteristics.

Information for disclosure

Summary information

AT An entity discloses summary information about its investment in property, plant and equipment This
information provides an overall picture of the relative importance of property. plant and egquipment fo the
entity and the amount of judgement involved in accounting for property, plant and equipment, thereby
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An entity shall consider whether to disclose additional information about the basis for measuring property,
plant and equipment and any associated uncertainties of that measurement. This information helps users
understand how the amounts recognised have been determined and any significant measurement
uncertainties that are associated with that determination Information that the entity considers disclosing
includes:

(a) Methods and assumptions used for depreciating property, plant and equipment, such as estimated
useful lives and residual values.

(b) Methods and assumptions used in assessing property, plant and equipment for impairment.

(c) If major classes of property. plant and equipment are stated at revalued amounts, the methods and
assumptions applied.

(d) The sensitivity of the following fo changes in the methods and assumptions disclosed in
accordance with paragraph (a) to (c):
(1) Carrying amounts of property. plant and equipment at the reporting date; and
(11) Changes in those carrying amounts during the reporting period.

(&) Changes in any of the measurement bases, methods and assumptions applied during the reporting
period.

Key risks and restrictions associated with property, plant and equipment

An enfity shall consider whether fo disclose information relating to key risks and restrictions associated
with the entify’s property, plant and equipment Users need information about the nature and extent of those
kev risks and restrictions to understand and evaluate how they might affect the entity’s ability to use, sell or
otherwise derive economic benefits from its property, plant and equipment in future reporting periods.
Information that the entity considers disclosing includes:

(a) A description of the nafure and extent of kev risks to which the entity is exposed at the reporting
date that could adversely affect the future recoverability of its investment in property, plant and
equipment. such as through economic or technological obsolescence.

(b) A description of the entity’s objectives and policies for managing any such risks.

(c) Restrictions on the use or disposal of property, plant and equipment.

(d) The carrying amount of property, plant and equipment pledged as security for liabilifies or
commitments.
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equipment Irom the beginmng (o the end oI the repornng penoed. showing:

(a) Depreciation expense.

(b) Purchases and sales of property, plant and equipment.

() Gains and losses on the sale or disposal of property, plant and equipment.
(d) Impairment losses and reversals of impairment losses.

(e) Revaluation increases and decreases.

Future changes in property, plant and equipment

An entity shall consider whether to disclose information about future transactions relating to property. plant
and equipment that are relevant to an understanding of its investment in property, plant and equipment at
the reporting date. This information is useful for assessing the likely future effect of those transactions on
the entity’s financial position. financial performance and cash flows. Information that the entity considers
disclosing includes commitments at the end of the reporting perniod that will result in future changes in the
entity’s investment in property. plant and equipment. such as commitments to purchase or dispose of items

of property. plant and equipment.
Other information about property, plant and equipment
An entity shall consider whether to disclose other information that helps users to understand and evaluate

the entity’s investment in property. plant and equipment and its efficient and effective use by the entity.
Information that the entity considers disclosing includes:

(a) Any indications that the current use of property. plant and equipment is not its highest and best
use.
(b) The amount of property, plant and equipment that is idle or has excess capacity.
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Executive Summary

This Consultation Paper (CP) asks constituents for their views on financial reporting for heritage in the
public sector. Views will support the IPSASB’s work to develop a pronouncement on financial reporting for
heritage, which meets the needs of users of GPFRs for information for the purposes of accountability and
decision making.

Present financial reporting for heritage results in a mixture of different practices in different jurisdictions.
IPSAS allows public sector entities to choose the accounting approach they use, including whether to
recognize heritage items as assets in the financial statements and, if so, the measurement base applied.
Therefore, current financial reporting practice is diverse. This diversity reduces comparability between
public sector entities. Financial reporting practices may not provide the information that users of GPFRs
need for accountability and decision making.

This CP provides the IPSASB'’s preliminary view on a definition of heritage items. It discusses whether
heritage items meet the definition of an asset and whether they can be measured and recognized in the
financial statements.

This CP also considers whether heritage preservation responsibilities could involve obligations for
entities, which should be recognized as liabilities in the financial statements. It also discusses
presentation of information for heritage, in financial statements and other GPFRs.

The CP’s chapters address the following matters:
Chapter 1: Introduction;
Chapter 2: Categories of heritage and a definition of heritage items;
Chapter 3: Whether heritage items could be assets for financial reporting purposes;
Chapter 4: Recognition and measurement of heritage assets;
Chapter 5: Heritage-related obligations and liabilities; and

Chapter 6: Presentation of heritage-related information.
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REQUEST FOR COMMENTS

This Consultation Paper, Financial Reporting for Heritage in the Public Sector, was developed and
approved by the International Public Sector Accounting Standards Board® (IPSASB®).

Comments are requested by June 30, 2017

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 be posted on the IPSASB website. This publication may be downloaded from the IPSASB
website: www.ipsasb.org. The approved text is published in the English language.

Guide for Respondents

The IPSASB welcomes comments on all of the matters discussed in this Consultation Paper, including all
Preliminary Views (PVs) and Specific Matters for Comment (SMCs). Comments are most helpful if they
indicate the specific paragraph or group of paragraphs to which they relate and contain a clear rationale.

The PVs and SMCs in this Consultation Paper are provided below. Paragraph numbers identify the
location of the PV or SMC in the text.

Preliminary View - Chapter 2 (following paragraph 2.16)

The following definition reflects the special characteristics of heritage items and distinguishes them from
other phenomena for the purposes of financial reporting:

Heritage items are items that are intended to be held indefinitely and preserved for the benefit
of present and future generations because of their rarity and significance in relation, but not
limited, to their archeological, architectural, agricultural, artistic, cultural, environmental,
historical, natural, scientific or technological features.

Do you agree with the IPSASB’s Preliminary View — Chapter 2?

Specific Matter for Comment — Chapter 2 (following paragraph 2.16)

In your view, is the scope of this CP, which covers cultural heritage (tangible and intangible) and natural
heritage, appropriate. If not, how should the scope be modified?

Preliminary View — Chapter 3 (following paragraph 3.22)

The special characteristics of heritage items do not prevent them from being assets for the purposes of
financial reporting.

Specific Matter for Comment — Chapter 3 (following paragraph 3.22)

In your view,

€) Are there types of heritage items that cannot be assets for financial reporting purposes?

(b) If you responded “yes” to (a),

() What types of heritage items do you consider cannot be assets for financial reporting
purposes, and

(i)  Why do you think that those heritage items cannot be assets?
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Preliminary View — Chapter 4.1 (following paragraph 4.29)

Heritage assets should be recognized in the statement of financial position if they meet the recognition
criteria.

Specific Matter for Comment — Chapter 4.1 (following paragraph 4.29)

In your view,

(a) Are there any types of heritage assets that should not be recognized in the statement of financial
position, if they meet the recognition criteria?

(b) If you responded “yes” to (a), what types of heritage assets should not be recognized in the
statement of financial position, even though they meet the recognition criteria?

(c) Are there heritage-related situations (or factors) in which the cost-benefit constraint applies and
heritage assets should not be recognized because the costs of doing so would not justify the
benefits? (If yes, please describe those heritage-related situations (or factors).)

Preliminary View — Chapter 4.2 (following paragraph 4.29)

Historical cost, market value and replacement cost (where replacement cost includes restoration cost) are

appropriate measurement bases for heritage assets, dependent on circumstances.

Specific Matter for Comment — Chapter 4.2 (following paragraph 4.29)

In your view,

(&) For initial recognition, should measurement of a heritage asset apply one of the following
measurement bases: historical cost, market value or replacement cost?

(b) Are there other measurement bases that you consider should be applied to heritage assets when
they are initially recognized? (If so, please identify those bases and describe the circumstances in
which they should be applied.)

Preliminary View — Chapter 4.3 (following paragraph 4.34)

There are no special issues related to the subsequent measurement of heritage assets.

Specific Matter for Comment — Chapter 4.3 (following paragraph 4.34)

In your view, are there any types of heritage assets or heritage-related factors that raise special issues for
the subsequent measurement of heritage assets? (If so, please identify those types and/or factors, and
describe the special issues raised and how to address them.)

Preliminary View — Chapter 5 (following paragraph 5.24)

The special characteristics of heritage items do not, of themselves, give rise to liabilities.
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Specific Matter for Comment — Chapter 5 (following paragraph 5.24)

€) In your view, are there any types of obligations which are special to heritage items and should be
recognized as liabilities in the statement of financial position?

(b) If you answered “yes” to (a), please identify those heritage-related obligations, and explain why
they are special to heritage items and should be recognized as liabilities in the statement of
financial position.

Preliminary View — Chapter 6 (following paragraph 6.6)

The objectives of presenting information about heritage assets and heritage obligations are to help users
to:

€) Hold entities accountable for their preservation of heritage assets;
(b) Make decisions for heritage preservation, including decisions on resource allocation;
(c) Assess the effect of the entity’s holding of heritage items on its operational capacity, cost of

services and financial capacity; and
(d) Understand the extent of an entity’s:
(i) Heritage holdings, covering both recognized and unrecognized heritage assets; and
(i) Heritage-related obligations, covering recognized liabilities, contingent liabilities and further
obligations that do not give rise to liabilities.
Specific Matter for Comment — Chapter 6.1 (following paragraph 6.11)
For heritage assets and heritage-related liabilities that are recognized, what are your views on:

€)) The type of information that should be presented so that users of GPFRs have the information
that they need for accountability and decision making?

(b) Where this information should be presented—on the face of the financial statements; in the notes
to the financial statements; and/or in other locations, including financial statement discussion and
analysis and other GPFRs?

Specific Matter for Comment — Chapter 6.2 (following paragraph 6.11)

If you consider that some or all heritage assets should not be recognized, even though they meet the
asset definition criteria, for unrecognized heritage assets, what are your views on:

(a) The type of information that should be presented so that users of GPFRs have the information
that they need for accountability and decision making?

(b) Where this information on unrecognized heritage assets should be presented?

Specific Matter for Comment — Chapter 6.3 (following paragraph 6.11)

Where an entity has obligations to maintain heritage items, which do not result in recognized
liabilities, what are your views on:

€) Information that should be presented on those moral obligations; and

(b) Where that information should be presented?
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Chapter 1, Introduction to Financial Reporting for Heritage in the Public Sector
1.1—Introduction

1.1 The preservation of heritage is an important responsibility for governments and other public sector
entities, particularly where they hold heritage items. The Conceptual Framework for General
Purpose Financial Reporting by Public Sector Entities (the Conceptual Framework) identifies the
holding of heritage items as a distinguishing feature of the public sector?.

1.2 This consultation paper (CP) discusses financial reporting for heritage in the public sector and
considers different approaches to address the information needs of users of general purpose
financial reports (GPFRs), as a basis for consultation with those interested in how GPFRs can
support accountability and decision making for heritage. Where the IPSASB has reached a
preliminary view on a heritage—related financial reporting issue, the view is provided, along with
discussion to explain how the IPSASB reached its view.

1.2—The IPSASB’s Heritage Project

1.3 The IPSASB first considered heritage accounting during development of IPSAS 17, Property, Plant
and Equipment (IPSAS 17), which includes paragraphs on accounting for heritage assets. IPSAS
17 describes heritage assets and allows entities to recognize them. If an entity recognizes some or
all of its heritage assets, then it needs to make disclosures identified in the Standard. However,
entities are not required to apply IPSAS 17's measurement requirements. The IPSASB took a
similar approach in IPSAS 31, Intangible Assets, (IPSAS 31), which has paragraphs on accounting
for intangible heritage assets, based on those in IPSAS 17. In effect, the IPSASB’s approach in
these two Standards acknowledged the difficult financial reporting issues raised by heritage items,
and allowed preparers or national jurisdictions to determine how to account for heritage until this
topic could be considered in depth.

1.4 In 2004 the IPSASB commenced a heritage assets project in collaboration with the United
Kingdom’s Accounting Standards Board (the ASB—UK). A CP, Accounting for Heritage Assets
under the Accrual Basis of Accounting, was published in February 2006. The CP consisted of a
discussion paper developed and approved by the ASB—UK, with an introduction and preface
developed by the IPSASB’s Heritage Assets Subcommittee. After reviewing submissions in late
2006, the IPSASB decided to defer further work until completion of its Conceptual Framework.

1.5 After completion of the Conceptual Framework in 2014, the IPSASB decided to reconsider financial
reporting for heritage in the public sector. IPSASB constituents had indicated, in response to the
2013-2014 strategy and work plan consultation, that developing coverage of financial reporting for
heritage in its pronouncements should be an IPSASB priority.

! See, for example, paragraph 15 of the preface to the Conceptual Framework.

9
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A project brief for the Heritage Project was approved in June 2015. The project’s objectives include
to develop a CP highlighting the main options to account for heritage. This CP is the Heritage
Project’s first publication. Constituents’ comments on the options and issues identified in this CP
will be important input to the IPSASB’s development of a pronouncement (or revision of existing
pronouncements) to address financial reporting for heritage in the public sector.

1.3—Challenges of Financial Reporting for Heritage

1.7

1.8

Financial reporting for heritage has been a challenging topic for the IPSASB and for national public
sector accounting standard setters for many years. Worldwide there are different views on the
definition of heritage items; whether heritage items are assets or liabilities for financial reporting
purposes; whether they should be recognized in the financial statements; and, if recognized, how
they should be measured. Standard setters have also had different views on the presentation of
information about heritage items, where presentation covers both:

(@8 Enhanced disclosures in the financial statements; and,

(b) Presentation of information in other general purpose financial reports (GPFRs) that provide
information which enhances, complements, and supplements the financial statements.

The financial reporting challenge may vary between countries. Developed countries could have
different experiences with financial reporting for heritage compared to undeveloped countries.
Factors that may impact on a country’s experience include the extent of funding available for
heritage valuation, availability of valuation expertise and the place of heritage within competing
government priorities. The main type of heritage for some countries could be natural heritage, while
for others the primary focus could be historic buildings, infrastructure and artifacts dating back
thousands of years.

Common Characteristics of Heritage Items

1.9

Common characteristics of heritage items include that:

(& Their heritage significance may not be fully reflected, when a financial reporting perspective
is applied and “value” is viewed as relating to economic benefits and service potential for
which a monetary value may, or may not, be able to be attributed,;

(b)  They are often irreplaceable;

(c) There are often ethical, legal and/or statutory restrictions or prohibitions that restrict or
prevent sale, transfer or destruction by the holder or owner; and

(d) They may have a long, possibly indefinite, useful life due to increasing rarity and/or
significance.

1.10 Financial reporting issues raised by heritage items include:

(@ Value: If assignment of monetary values does not convey the heritage significance of
heritage items or their future claims on public resources, would users of GPFRs benefit more
from non-financial information about heritage items, reported outside the financial
statements?

(b) Preservation: If an entity’s responsibility is to preserve heritage items rather than to generate
cash flows from them, are heritage items resources or obligations from the entity’s
perspective?

10
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(c) Restrictions on use: Given restrictions on entities’ ability to use, transfer or sell heritage
items, should heritage items be shown as assets in the financial statements?

(d) Benefits to others: Can a reporting entity be said to control a heritage item for financial
reporting purposes, when it is held for the benefit of current and future generations?

The Public Interest and Financial Reporting for Heritage

Given these financial reporting challenges and the special characteristics of heritage, the question
arises of what heritage—related information users of GPFRs need for the purposes of accountability
and decision making. Users may need information to:

(&) Hold entities accountable for their preservation of heritage items; and
(b)  Make decisions on resources needed for heritage preservation.

The purpose for which an entity holds heritage items could impact on the information that users of
GPFRs need. For example, where an entity uses heritage items in its operations, users may need
information for decision making on the entity’s operational capacity and cost of services. Options
for reporting information on heritage items and their related responsibilities could have implications
for information available to users for the purposes of accountability and decision making related to
the entity as a whole.

Improved financial reporting requirements and/or guidance on accounting for heritage are expected
to enhance the quality of information that GPFRs provide for users, thereby improving
accountability and decision making. As noted in paragraph 3 above, IPSAS presently allows entities
to report on heritage items using different financial reporting practices. Worldwide there are
inconsistent practices with respect to categorization of assets as either heritage or non-heritage,
heritage items may or may not be recognized in an entity’s financial statements and a variety of
different measurement approaches are used. This has negative consequences for the public
interest because it reduces the quality of information reported.

1.5—Approach in this Consultation Paper

1.14

This CP applies the Conceptual Framework to discuss financial reporting for heritage in the public
sector. It considers what heritage—related information users of GPFRs need for the purposes of
accountability and decision making, where such information should achieve the qualitative
characteristics of information reported in GPFRs?. This CP applies the Conceptual Framework’s
coverage of element definition, recognition and measurement, to consider whether heritage items
could result in elements that should be recognized in the financial statements. Financial statement
presentation issues are also discussed, applying the Conceptual Framework's approach to
presentation, whereby presentation in the financial statements encompasses both the display and
disclosure of information. Although this CP’s primary focus is on information presented in the
financial statements, it also notes scope to present information in other GPFRs, for example service
performance information reported when an entity has heritage—related service performance
objectives.

The qualitative characteristics of information included in GPFRs are the attributes that make that information

useful to users and support the achievement of the objectives of financial reporting. The qualitative
characteristics are relevance, faithful representation, understandability, timeliness, comparability, and
verifiability. (See paragraphs 3.1 and 3.2 of the Conceptual Framework.)

11
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1.15 While application of the Conceptual Framework underpins this CP’s development of financial
reporting options, the IPSASB has also considered national standard setters’ and the IPSASB’s
own pronouncements. In addition to IPSAS 17 and IPSAS 31, IPSAS 19, Provisions, Contingent
Assets and Contingent Liabilities and the IPSASB’s recommended practice guidelines (RPGS),
which address information in other GPFRs, have been considered for their relevance to this project.

1.6—Structure of this Consultation Paper

1.16 This CP covers financial reporting for heritage in the following order:

(@)
(b)

()
(d)

(e)

Chapter 2 describes heritage items and discusses issues related to their identification;

Chapter 3 discusses whether or not heritage items could be assets for financial reporting
purposes;

Chapter 4 discusses the recognition and measurement of heritage assets;

Chapter 5 considers obligations related to heritage items and discusses their recognition and
measurement; and

Chapter 6 discusses presentation of information on heritage items in the financial statements
and in other GPFRs.

12
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Chapter 2, Descriptions and Definitions of Heritage

2.1—Introduction

2.1.

There are different views on what is meant by “heritage” and, consequently, what things should be
identified as heritage items. This chapter describes different categories of heritage and proposes a
definition of “heritage items”.

2.2—Categories of Heritage Iltems

2.2,

This CP considers cultural heritage, which includes both tangible and intangible cultural heritage,
and natural heritage. Intangible cultural heritage includes two broad subsets, called “knowledge—in—
action” and “intellectual property” intangible cultural heritage. These categories are based on those
defined in United Nations Educational, Scientific and Cultural Organization (UNESCO) international
conventions for heritage protection, which were then adapted for the purposes of this CP3.

Cultural Heritage—Tangible and Intangible

2.3.

2.4,

Cultural heritage consists of man—-made heritage items that could be either tangible or intangible.
Examples of tangible cultural heritage include:

(@)

(b)

(©)

Monuments, archaeological sites, historic buildings, heritage works of art, and significant
scientific collections;

Under—water cultural heritage, for example, heritage buildings that are beneath the water or
sunken ships; and

Natural history collections such as collections of insects, or mineral collections.

Intangible cultural heritage consists of two broad types of intangible cultural heritage items;
“knowledge—in—action” and “intellectual property”:

(@)

(b)

Knowledge—in—action consists of practices, representations, expressions, knowledge; and
skills that are heritage items. Examples include languages, performing arts, rituals, and
traditional craftsmanship.

Intellectual property such as trademarks (including brand names and publishing titles),
computer software, patents, copyrights, and rights over motion picture films. Rights over
recordings of significant historical events and rights to use culturally significant films are
examples of this subgroup of intangible cultural heritage.

Natural Heritage

2.5.

Natural heritage covers natural features, areas or sites that are heritage items. Examples include
natural features such as mountains, naturally occurring rock formations, and bodies of water such

3 Article 1, 1954 Convention for the Protection of Cultural Property in the Event of Armed Conflict with
Regulations for the Execution of the Convention defines “cultural property”, as does Article 1 of the 1970
Convention on the Means of Prohibiting and Preventing the lllicit Import, Export and Transfer of Ownership
of Cultural Property. Article 1 of the 1972 Convention on Protecting the World Cultural and Natural Heritage
defines “cultural heritage” and “natural heritage”. Article 1, 2001 Convention on Safeguarding the
Underwater Cultural Heritage, defines “underwater cultural heritage”. Article 2, 2003 Convention on
Safeguarding the Intangible Cultural Heritage, defines “intangible cultural heritage”.

13
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as lakes or waterfalls. Where natural heritage has been moved and shaped to create a human—
made form it becomes cultural heritage.

2.3—Heritage Item Identification Issues

2.6.

2.7.

2.8.

2.9.

2.10.

2.11.

2.12.

Heritage item identification raises a number of issues. Definitions of heritage items emphasize the
importance, significance or value of heritage items. They may also emphasize heritage items’
sacred or historic nature and their rarity.

There is an issue of how to objectively and consistently identify heritage items. Some argue that
objective identification is not possible, whereas others argue that only a narrow set of heritage
items—those specifically identified in national legislation—should be counted as heritage.

National jurisdictions have developed different ways to objectively identify heritage items. For
example, some use:

(@) Schedules or lists enshrined in legislation or regulation;
(b)  Criteria or principles enshrined in legislation or regulation;

(c) A defined review and approval process, involving expert recommendation and independent
review; or

(d) A combination of two or more of the three approaches above.

Where legislation identifies specific items as heritage, this has the result of requiring little if any
need for professional judgment by preparers, when they classify items as heritage items. However,
the use of heritage legislation as the sole means by which heritage items are identified presents
two potential problems related first to the purpose of heritage legislation and second to its relatively
static, slow—changing nature.

First, a list of heritage items in legislation could result in either exclusion of items that are, in
substance, heritage items, or the reverse, i.e. inclusion of items that are not, in substance, heritage
items. For example, heritage legislation may officially list only those heritage items that warrant
special funding or a special level of protection, so that other heritage items are not listed. Second,
the relatively static, slow—changing nature of legislation means that its list of heritage items may not
remain up-to-date from year to year. “New” heritage items, not included on any official list, may
arise, for example, because they are:

(@) Purchased or received through donation from other governments or private collectors; or

(b) Discovered, for example through excavations that uncover previously unknown heritage
items or through reassessments of items that were not viewed as heritage items.

Either of these two problems could mean that heritage items are excluded from coverage (or non—
heritage items included), so that information reported in a GPFR does not faithfully represent an
entity’s heritage portfolio. That is why this CP proposes that a principles rather than a rules—based
approach be used to identify heritage items with support, where relevant, through reference to
national heritage legislation guidelines involving the use of criteria and/or formally established
processes.

If special characteristics of heritage items are their rarity and significance, an objective evaluation of
whether an item is a heritage item will depend on access to verifiable information on the rarity and

14
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significance of the item. At the national or local level the following sources could provide verifiable
information on these characteristics:

(&) Expert knowledge;
(b) Historical studies, research writings and media reports;

(c) Legislation; regulation and/or heritage items formally identified through application of a
process outlined in legislation or regulation; or

(d) Policies, systems and/or structures that an entity has established, which indicate that it
expects to preserve the item for present and future generations as a heritage item.

Point 12(c) highlights that, despite the problems identified earlier in this chapter with respect to use
of legislation to identify heritage items, there could still be scope to use national or local guidelines,
including legislation, to support identification of heritage items for financial reporting purposes.
Where legislation establishes a set of principles, it is more likely to provide a helpful basis for
identification of heritage items. Lists of heritage items enshrined in legislation could be a starting
point for identification of heritage items, with consideration then of any further items that should be
included or excluded from the legislated list.

Are Expenditures on Heritage also Heritage items?

2.14.

2.15.

Public sector entities may expend large amounts on heritage. Examples of the types of expenditure
made in order to preserve or conserve heritage items, or to expand public access to heritage items,
include:

(@) Repairs and restoration such as replacement of the roof, foundation or other parts of a
heritage building;

(b)  Construction of a new security system or a new air conditioning system for a historic building
or a new pedestal for an important sculpture; and

(c) Construction of fire breaks, flood protection or other security arrangements for national parks
and other natural heritage items.

Some expenditures create items that do not exhibit the special characteristics associated with
heritage items. For example, expenditures may be used to build a gift shop or a parking lot. This
CP proposes that where this is the case such items fall outside of the scope of this CP.

2.4—Definition of Heritage Iltems

2.16.

Based on the considerations above, the IPSASB developed the following preliminary view:

Preliminary View 1 —Chapter 2

The following definition reflects the special characteristics of heritage items and distinguishes
them from other phenomena for the purposes of financial reporting:

Heritage items are items that are intended to be held indefinitely and preserved for the benefit of
present and future generations because of their rarity and significance in relation, but not limited,
to their archeological, architectural, agricultural, artistic, cultural, environmental, historical, natural,
scientific or technological features.

Do you agree with the IPSASB’s Preliminary View — Chapter 2?
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Specific Matter for Comment — Chapter 2

In your view, is the scope of this CP, which covers cultural heritage (tangible and intangible) and
natural heritage, appropriate. If not, how should the scope be modified?
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Chapter 3, Heritage Iltems as Assets

3.1—Introduction

3.1.

3.2.

This chapter considers whether heritage items could be assets for financial reporting purposes.
This has been a difficult question for many years. There is general agreement that heritage items
are valuable and a general view that valuable things should be considered assets. But financial
reporting uses the word “asset” with a technical meaning, which may not apply to some or all
heritage items.

The Conceptual Framework states that an asset is “a resource presently controlled by the entity as
a result of a past event*.” This chapter discusses each of these three asset definition criteria
(resources, control and past event) as they apply to heritage items, focusing particularly on the
resource and control aspects, and considers whether heritage items could be assets for financial
reporting purposes. Where an asset exists it must also meet the recognition criteria of
measurability, before it can be recognized in financial statements. Chapter 4 discusses whether
heritage assets can be measured and recognized.

3.2—Heritage Items as Resources

Meaning of “Resource” in the Conceptual Framework

3.3.

3.4.

The Conceptual Framework states that a resource is an item with service potential or the ability to
generate economic benefits®. Service potential is the capacity to provide services that contribute to
achieving the entity’s objectives. It enables an entity to achieve its objectives without necessarily
generating net cash inflows®. Economic benefits are cash inflows or a reduction in cash outflows’.
Cash inflows (or reduced cash outflows) may be derived from, for example, an asset’s use in the
production and sale of services; or the direct exchange of an asset for cash or other resources®.

Heritage items appear more likely to be held for their service potential rather than their ability to
generate economic benefits. Therefore, the discussion below focuses primarily on service potential,
although there is also a brief discussion of economic benefits.

Heritage Items with Service Potential

3.5.

3.6.

The Conceptual Framework refers to heritage assets in its discussion of service potential. It states
that public sector assets that embody service potential may include recreational, heritage,
community, defense and other assets which are held by governments and other public sector
entities, and which are used to provide services to third parties®.

For example, when a museum or art gallery holds a heritage collection of, for example, paintings or
prehistoric artifacts to contribute to achievement of its objective of preserving (and making
accessible) such heritage items for the benefit of present and future generations those heritage

Paragraph 5.6 of the Conceptual Framework.

5 See paragraph 5.7 of the Conceptual Framework.
6 See paragraph 5.8 of the Conceptual Framework.
7 See paragraph 5.10 of the Conceptual Framework.
8 lbid.

9 See paragraph 5.9 of the Conceptual Framework.
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collections have service potential. Similarly, when a public sector entity such as a city council or
regional government, has an objective to beautify an area for the enjoyment of the community, and
holds parks and natural reserves for this purpose, those examples of natural heritage have service
potential. Although these entities hold heritage items to provide services to third parties, the items
have service potential for the entity, as stated in the Conceptual Framework. This is part of what
makes public sector entities special and distinguishes them from commercial, profit—oriented
entities; they operate on behalf of and provide services to others, especially the public as a whole,
as well as particular groups within the public.

Heritage items may also contribute to an entity’s objectives, where its objectives are other than to
hold heritage items for public enjoyment and appreciation. For example, heritage artwork held by a
Ministry of Finance to decorate its head office, can contribute to its Finance Ministry objectives, by
providing staff and visitors with a sense of history and purpose related to the function of that part of
government. Similarly, if the Ministry’s headquarters’ building is a heritage item, it has the capacity
to provide services that contribute to its objectives, because it provides office space.

Heritage Items with Ability to Generate Economic Benefits

3.8.

3.9.

3.10.

Some heritage items may be able to generate economic benefits for the reporting entity. Economic
benefits could arise through one or more of the following:

(&) Use of the heritage item in the production and sale of services;

(b) Sale of tickets to view the heritage items and/or sale of related merchandising;
(c) Loan or rent of the item to other entities; and

(d) Sale of the item itself.

Heritage items may be used in an entity’s production and sale of services, because they continue to
fulfil their original purpose and have only subsequently acquired heritage significance. For example,
an entity may use an historic railway station in its production and sale of rail transport services

Despite restrictions that prevent the sale of many heritage items, some heritage items can be sold,
so long as they remain inside the national jurisdiction. There are also heritage items that can be
sold to entities outside of the national jurisdiction. History shows that, in times of significant
economic distress, a government may decide to sell (or rent out) heritage items that ordinarily
would be expected to remain fully under the control of the national, state or local government.

Heritage Items without Service Potential or Ability to Generate Economic Benefits

3.11.

An entity may hold heritage items that do not, from the entity’s perspective, have either service
potential or the ability to generate economic benefits, with the result that they are not resources.
For example, a world heritage listed national park does not have either service potential or the
ability to generate economic benefits, so it is not a resource for financial reporting purposes.

10 paragraph 5.9 of the Conceptual Framework states that: “Public sector assets that embody service
potential may include recreational, heritage, community, defense and other assets which are held by
governments and other public sector entities, and which are used to provide services to third parties. Such
services may be for collective or individual consumption. Many services may be provided in areas where
there is no market competition or limited market competition. The use and disposal of such assets may be
restricted as many assets that embody service potential are specialized in nature.
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3.3—An Entity’s Ability to Control a Heritage Resource

3.12.

The Conceptual Framework states that: “Control of the resource entails the ability of the entity to
use the resource (or direct other parties on its use) so as to derive the benefit of the service
potential or economic benefits embodied in the resource in the achievement of its service delivery
or other objectives'’.” It identifies the following indicators of control:

(a) Legal ownership;
(b)  Access to the resource, or the ability to deny or restrict access to the resource;
(c) The means to ensure that the resource is used to achieve its objectives; and

(d) The existence of an enforceable right to service potential or the ability to generate
economic benefits arising from a resource'?.

Indicators of Control Related to Heritage Items

3.13.

3.14.

3.15.

Where an entity is able to use a heritage resource (or direct other parties on its use) so as to derive
the benefits of the service potential or economic benefits embodied in it in the achievement of its
service delivery or other objectives, the entity has control. Control over a heritage item may initially
be indicated by legal ownership, followed by consideration of whether an entity is able to deny or
restrict access to the heritage item, and/or can ensure that the heritage item is used to achieve the
entity’s objectives.

For example, a museum has legal ownership of its permanent collection of ancient artifacts. It can
restrict access to the collection through its decisions on opening hours for the museum and whether
to show particular collection items or place them in storage. The permanent collection is used to
provide services consistent with the museum’s objectives. Therefore, applying the Conceptual
Framework’s indicators of control and its overarching principle that an entity (the museum) be able
to use the service potential embodied in its resource (in this case, its permanent collection) to
achieve its objectives, the museum has control over its permanent collection.

Other examples where control over heritage items appears to exist include:

(& A city council owns a public square and usually ensures that the space is freely available to
the public for their enjoyment by, for example, prohibiting its use by other entities for
commercial purposes such as operation of stalls to sell food, etc. On occasion the city council
may issue permits to allow others to operate in the public space (for example, a farmer’s
market may be given permission to sell produce there, one day a week). If maintenance or
security require that the public be excluded from the area, then the city council can do this.
The city council uses the service potential embodied in the public square to achieve its
objectives.

(b)  An entity owns publication rights over, for example, a heritage film or audio—recording and is
able to license users to broadcast the heritage item. The entity allows use consistent with its
objectives, which could include providing public access to heritage films or audio—recordings
via accredited public channels.

1 paragraph 5.11 of the Conceptual Framework.

12 paragraph 5.12 of the Conceptual Framework.
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Control over a Heritage Item Resides with another Entity

3.16.

3.17.

An entity may hold a heritage item on behalf of another entity. For example, a museum may
temporarily hold heritage items that belong to another museum as part of a current exhibit.
Although one or more of the control indicators could be fulfilled (for example, the entity uses the
item to achieve its objectives and can deny access to it), the heritage item is only on loan and is not
controlled by the museum. The relevant loan agreement would establish that control remains with
the entity that has loaned the heritage items.

An entity may have delegated responsibility for heritage items, while another entity appears
otherwise to control them, given control indicators such as legal ownership and ability to decide
what entity has responsibility for the heritage items. For example, a national government delegates
responsibility for national parks to a government department, which is responsible for their
preservation.

Inability to Control Knowledge—in—Action Intangible Cultural Heritage

3.18.

As explained in Chapter 2 one subcategory of intangible cultural heritage called “knowledge—in—
action intangible cultural heritage”, consists of heritage items such as traditional skills, languages,
story—telling, dance, religious or societal behaviors. These heritage items require continued use or
enactment by living people to exist and be preserved for future generations. They fall into the
description of a heritage item, but they cannot be controlled by a single entity. This is because an
entity cannot gain legal ownership over people’'s on—-going enactment of this type of cultural
heritage, cannot restrict or deny access, cannot use the resource to achieve its objectives (except
in the sense that something such as a shared language is a resource for everyone’s use) and it is
impossible to hold an enforceable right to service potential or the ability to generate economic
benefits arising from this type of heritage item. Knowledge—in—action intangible cultural heritage is
“owned” by a whole community. Therefore, because it cannot be controlled by an entity, this type of
intangible cultural heritage does not meet the definition of an asset.

3.4—Heritage Items and Present Control as Result of a Past Event

3.19.

3.20.

3.21.

The Conceptual Framework describes the type of past transaction or other past event that could
indicate that the entity presently controls a resource®®,

Past events that could indicate that an entity controls a heritage item include:
(8) Purchase from an external party;

(b) Receipt through a non—exchange transaction such as donation, confiscation or
nationalization; and

(c) Passing of legislation and/or signing of treaties (supported by international law) that establish
a government’s rights to heritage items, including rights over otherwise unclaimed lands of
natural significance or otherwise contested lands, waterways and/or bodies of water.

These events are not so unusual as to suggest that heritage items present special issues with
respect to past events and related existence of control. It appears that an assessment of whether or
not a past event has occurred will follow a similar approach to that used for other, similar assets
that are not heritage items. On that basis no further discussion of this criterion is provided here.

13 Pparagraph 5.13 of the Conceptual Framework.
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Heritage Items as Assets

The discussion in this chapter it appears to be the case that, applying the Conceptual Framework,
the special characteristics of heritage items, whereby they are “intended to be held indefinitely and
preserved for the benefit of present and future generations” do not appear to present barriers to
their resources presently controlled by an entity as a result of a past event. Therefore, heritage
items can be assets for financial reporting purposes, where these three asset definition criteria are
met.

Preliminary View —Chapter 3

The special characteristics of heritage items do not prevent them from being assets for the
purposes of financial reporting

(@)
(b)
(i)

(ii)

Specific Matter for Comment — Chapter 3

In your view,

and

Are there types of heritage items that cannot be assets for financial reporting purposes?
If you responded “yes” to (a),

What types of heritage items do you consider cannot be assets for financial reporting purposes,

Why do you think that those heritage items cannot be assets?
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CHAPTER 4, RECOGNITION AND MEASUREMENT OF HERITAGE ASSETS

4.1
4.1.

4.2
4.2.

4.3.

Introduction

This chapter applies the guidance in the Conceptual Framework to evaluate whether heritage items
can meet the recognition criteria for assets. Chapter 3 concluded that the special characteristics of
heritage items—the intention to hold them indefinitely and preserve them for the benefit of present
and future generations, because of their rarity and significance—do not affect their satisfaction of
the asset definition for financial reporting purposes, which is the first criterion for recognition.
Therefore, this chapter focuses on the second recognition criterion, measurability. It considers
whether the special characteristics of heritage items have any implications for their measurement at
initial recognition and subsequent to recognition.

Recognition in the Conceptual Framework

Recognition is the process of incorporating and including an item in amounts displayed on the face
of the appropriate financial statement!4. The recognition criteria are that:

(&) Anitem satisfies the definition of an element; and

(b) Can be measured in a way that achieves the qualitative characteristics and takes account of
constraints on information in GPFRs?®,

Recognition considerations occur within the context of financial reporting objectives. GPFRs
provide information to users for accountability and decision making. Public sector entities are
accountable to those that provide them with resources and depend on them to use those resources
to deliver services?®.

Measurement of Assets at Initial Recognition

4.4,

4.5,

The Conceptual Framework states that measurement involves?’:
(a) Attachment of a monetary value to the item;
(b)  Choice of an appropriate measurement basis; and

(c) Determination of whether the measurement of the item achieves the qualitative
characteristics, taking into account the constraints on information in GPFRs, including that
the measurement is sufficiently relevant and faithfully representative for the item to be
recognized in the financial statements.

The objective of measurement is to select those measurement bases that most fairly reflect the
cost of services, operational capacity and financial capacity of the entity in a manner that is useful
in holding the entity to account, and for decision-making purposes'® The Conceptual Framework

14 paragraph 6.1 of the Conceptual Framework.

15 paragraph 6.2 of the Conceptual Framework.

16 paragraph 2.8 of the Conceptual Framework.

17 paragraph 6.7 of the Conceptual Framework.

18 paragraph 7.2 of the Conceptual Framework.
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provides guidance on the selection of a measurement basis, rather than proposing a single
measurement basis (or combination of bases) for all transactions, events and conditions?®.

The Conceptual Framework identifies the following measurement bases for assets:

(@) Historical cost;

(b) Market value;

(c) Replacement cost;

(d)  Net selling price; and

(e) Valuein use.

Measurement of Heritage Assets for Recognition

This section discusses the five measurement bases above, considering whether the resulting
information is relevant to assessments of the cost of services, operational capacity and financial
capacity. It also discusses the use of symbolic values to measure heritage assets.

Entities usually hold heritage assets for use in the delivery of services. As discussed in Chapter 3,
those heritage items that are assets for financial reporting purposes have service potential and
contribute to achievement of an entity’s objectives. Their service potential forms part of an entity’s
operational capacity. In some circumstances heritage assets may also contribute to an entity’'s
financial capacity. Therefore, the measurement objective of fairly reflecting the cost of services,
operational capacity and financial capacity of the entity in a manner that is useful in holding the
entity to account, and for decision-making purposes applies to heritage assets.

Measurement Bases—Availability and Measurement Objective

Historical Cost

4.9,

4.10.

The Conceptual Framework describes historical cost information as relevant to assessments of cost
of services, operational capacity and financial capacity, and as often being straightforward to apply,
because cost at acquisition information is usually readily available. Entities may find that historical
cost information is available for some of the heritage assets that they hold, for example, where
heritage assets were purchased recently. Historical cost could be an appropriate measurement
base for heritage assets in those circumstances. However, many heritage assets may be so old
that information on the cost at acquisition is not available. They may also have been acquired
through a government's sovereign powers, rather than through purchase, so that there is no
historical cost. As for other assets, where heritage assets have been acquired over very long
periods of time, historical cost information will not be comparable.

Where heritage assets are very old and their historical cost is likely to be minimal, the possibility of
using 1 currency unit, as a surrogate for historical cost, was raised during development of this CP.
This approach would facilitate initial measurement and recognition of heritage assets on an
historical cost basis. There are similarities to use of a “symbolic value” (see paragraphs 4.17-4.18).
However, the 1 currency unit surrogate for historical cost would only apply to heritage assets that
are very old. By contrast, symbolic value has previously been promoted for application to all
heritage assets and, as noted below, its conceptual basis is different.

19 paragraph 7.5 of the Conceptual Framework.
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Market Value

4.11.

Market values will be available for some heritage assets, through reference to the market values of
similar items. Heritage items such as artwork and items of archeological significance may be
bought and sold through specialist markets, including auction houses. However, the markets for
some heritage assets may not be active enough and sufficiently open and orderly to provide readily
available market values. Many heritage assets have restrictions on their sale and/or disposal, which
also reduces the availability of market values. Other heritage assets are unique, and there are no
meaningful market values available for them. Therefore, although market values could be
appropriate for some heritage assets, they will not necessarily be able to be used.

Replacement Cost

4.12.

4.13.

Replacement cost relies on the existence of other assets that would provide the same service
potential as the heritage asset being valued. For heritage assets replacement cost may not be
available. For some heritage assets no replacement cost is available, because they are so rare as
to be irreplaceable. For other heritage assets a replacement cost could be available for broadly
similar heritage assets, although it may not fully reflect the service potential of the heritage assets
to the entity holding them?°. However, for operational heritage assets replacement costs that reflect
their value in terms of their operational use appears likely to be available and relevant. For
example, a replacement cost for a heritage building used as office space could be found through
reference to market values of other office buildings of a similar size and functionality. However, a
replacement cost related to this type of operational use would not reflect the heritage significance of
the building.

Restoration costs may be relevant as a replacement cost. An entity may have plans to rebuild or
otherwise restore a heritage item, if that proved to be necessary. Restoration would aim to
reproduce, as closely as possible, the heritage aspects of the original item. Restoration costs could
be more relevant when optimized replacement cost could be inappropriate, because the heritage
asset's service potential is embodied in heritage aspects such as an historic appearance, rather
than in an optimized modern equivalent. The Conceptual Framework notes that there may be cases
where replacement cost equates to reproduction cost, because the most economical way of
replacing service potential is to reproduce the asset?!.

Net Selling Price

4.14. The Conceptual Framework describes net selling price as being useful where the most resource—

efficient course available to the entity is to sell the asset. It is not an appropriate measurement base
if the entity is expected to be able to use the resource more efficiently by employing it in another
way, for example by using it in the delivery of services. Heritage assets are expected to be held and
preserved rather than sold, and their value usually relates to their service potential®?. Therefore, net
selling price generally does not provide relevant measurement information for heritage assets.

20 For example, the replacement cost to purchase a similar collection of paintings could be available, and
yet not convey the service potential of the paintings held by an art gallery, because its collections is
significant for the local community.

2L Footnote 14 of the Conceptual Framework.

22 Arguably, where an entity does not intend to hold heritage items indefinitely they cease to meet the
special characteristics of heritage items, and accounting for them would be covered by existing IPSAS.
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However, net selling price could be relevant in rare circumstances, when an entity is, for example,
forced to sell heritage items due to financial distress.

Value in Use

4.15.

4.16.

The Conceptual Framework explains that value in use is appropriate where it is less than the
replacement cost of the resource and greater than the net selling price. The operationalization of
value-in-use for non—cash—generating assets involves the use of replacement cost as a surrogate.
Many heritage assets are hon—cash—generating assets, so if value—in—use is relevant it would be
equivalent to replacement cost.

For these reasons value in use does not appear to be relevant to the measurement of heritage
assets.

Symbolic Value

4.17.

4.18.

4.4
4.19.

In some jurisdictions heritage assets are recognized at what is described as a “symbolic value”,
typically one unit of the presentation currency. Entities use this treatment on the basis that it is
difficult, costly and inappropriate to obtain a valuation for heritage assets. Supporters of symbolic
values consider that they provide useful information to users of financial statements and facilitate a
linkage between financial reporting and asset management. They also argue that entering a
symbolic value facilitates recognition of subsequent capital expenditure on the heritage asset.

During development of the Conceptual Framework the IPSASB considered the use of symbolic
values. While acknowledging that such an approach is intended to provide useful information, the
majority of IPSASB members took the view that symbolic values do not meet the measurement
objective, because they do not provide relevant information on cost of services, operational
capacity or financial capacity. Symbolic value was discussed during development of this CP, and
the IPSASB is still of this view that.

Qualitative Characteristics and Constraints

This section considers whether heritage items’ special characteristics have implications for the
ability to measure heritage assets in a way that achieves the qualitative characteristics and takes
account of the constraints on information in GPFRs. The qualitative characteristics of information
included in GPFRs of public sector entities are relevance, faithful representation, understandability,
timeliness, comparability, and verifiability. Pervasive constraints on information included in GPFRs
are materiality, cost-benefit, and achieving an appropriate balance between the qualitative
characteristics.

Relevance and Representational Faithfulness of Monetary Values on Heritage Assets

4.20.

The Conceptual Framework explains that information is relevant if it is capable of making a
difference in achieving the objectives of financial reporting. Information is capable of making a
difference when it has confirmatory value, predictive value, or both?. Information on the monetary
value of heritage assets that entities hold appears likely to support users’ ability to make decisions
about entities’ resources and hold entities accountable for their stewardship of heritage assets.
Therefore, such information appears likely to achieve the qualitative characteristics of relevance.

23 paragraph 3.6 of the Conceptual Framework.
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Monetary values for heritage assets also appear likely to provide information that supports users’
assessments of entities’ operational capacity and cost of services.

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
transaction, other event, activity or circumstance?*. For financial reporting purposes heritage assets
are resources, and their measurement should faithfully represent their service potential and/or
ability to generate economic benefits. From this perspective, monetary values are capable of
faithfully representing heritage assets as resources for financial reporting purposes. Others argue
that the heritage significance of heritage assets cannot be shown with monetary values, because
monetary values do not convey their “true value”. From that perspective monetary values do not
provide relevant information.

Understandability of Monetary Values on Heritage Assets

4.22.

Understandability is the quality of information that enables users to comprehend its meaning?®.
Some may argue that monetary values for heritage assets could confuse users because there are
often ethical, legal and/or statutory restrictions or prohibitions that restrict or prevent sale, transfer
or destruction by the holder or owner of heritage assets. However, monetary values for heritage
assets appears more likely to provide understandable information to users, than would an absence
of monetary values. Disclosures on heritage asset restrictions and/or their special nature can be
used to further support users’ understanding of the information reported. Similar restrictions on
other types of assets do not prevent their recognition.

Timeliness, Comparability and Verifiability

4.23.

4.24.

Timeliness means having information available for users before it loses its capacity to be useful for
accountability and decision-making purposes?. Comparability is the quality of information that
enables users to identify similarities in, and differences between, two sets of phenomena2?7.
Verifiability is the quality of information that helps assure users that information in GPFRs faithfully
represents economic and other phenomena that it purports to represent?,

The special characteristics of heritage items do not appear to have any particular implications for
these three qualitative characteristics of timeliness, comparability and verifiability, although some
may argue that monetary values attached to heritage assets could be difficult to verify.

Materiality

4.25.

The Conceptual Framework explains that information is material if its omission or misstatement
could influence the discharge of accountability by the entity, or the decisions that users make on

24 paragraph 3.10 of the Conceptual Framework.

% Paragraph 3.17 & 3.18 of the Conceptual Framework.

% paragraph 3.19 of the Conceptual Framework.

27 paragraph 3.21 of the Conceptual Framework.

Z8paragraph 3.26 of the Conceptual Framework.
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the basis of the entity’'s GPFRs prepared for that reporting period. Materiality depends on both the
nature and amount of the item judged in the particular circumstances of each entity. The
Conceptual Framework does not specify a uniform quantitative threshold at which a particular type
of information becomes material®®.

Cost-Benefit

4.26.

4.27.

4.28.

4.5
4.29.

The Conceptual Framework explains that financial reporting imposes costs and the benefits of
financial reporting should justify those costs®®. Assessing whether the benefits of providing
information justify the related costs is often a matter of judgment, because it is often not possible to
identify and/or quantify all the costs and all the benefits of information included in GPFRs. The
costs of providing information include the costs of collecting and processing the information, the
costs of verifying it and/or presenting the assumptions and methodologies that support it, and the
costs of disseminating it. Users incur the costs of analysis and interpretation. Omission of useful
information also imposes costs, including the costs that users incur to obtain needed information
from other sources and the costs that result from making decisions using incomplete data provided
by GPFRs.

The earlier discussion of measurement bases indicates that, while valuations could be costly in
some circumstances, in other circumstances it may be relatively straightforward to obtain monetary
values, for example, when:

(a) Heritage assets have been purchased recently or components of heritage assets have been
replaced recently, so that a transaction is identifiable and the cost at acquisition is known;

(b) Replacement costs are available to value heritage assets that are also operational assets; or
(c)  An active market exists.

Jurisdictions and entities have argued that the cost-benefit constraint could be a factor against
attaching a monetary value to heritage assets. In this view the costs of carrying out heritage asset
valuations is a costly exercise, and is not justified by the benefits of the information for users.
Others argue that the cost concerns commonly cited are either:

(&) Similar to costs applicable to other assets that are, nonetheless, measured for recognition,
because the benefits of recognition are viewed as justifying the costs; or

(b) Arise in the context of first time adoption of accrual basis financial reporting, when the cost of
recognizing assets generally, not only heritage assets, can be viewed as very high.

Preliminary View on Recognition and Measurement of Heritage Assets

This chapter has considered whether appropriate measurement bases are available to measure
heritage assets and whether measurement will achieve the qualitative characteristics and take
account of the constraints on information in GPFRs. Based on the discussion, it appears that, while
there may be cases where valuation costs are high enough to trigger the cost-benefit constraint, it
will also be possible to measure heritage assets, applying an appropriate measurement base.

2 Paragraph 3.35 to 3.36 of the Conceptual Framework.

30 paragraph 3.32 of the Conceptual Framework.
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IPSASB’s Preliminary View— Chapter 4.1

Heritage assets should be recognized in the statement of financial position if they meet
the recognition criteria.

Do you agree with the IPSASB'’s Preliminary View — Chapter 4-17?

Specific Matter for Comment — Chapter 4.1
In your view,

(&) Are there any types of heritage assets that should not be recognized in the statement of
financial position, if they meet the recognition criteria?

(b) If you responded “yes” to (a), what types of heritage assets should not be recognized in the
statement of financial position, even though they meet the recognition criteria?

(c) Are there heritage-related situations (or factors) in which the cost—benefit constraint applies
and heritage assets should not be recognized because the costs of doing so would not
justify the benefits? (If yes, please describe those heritage-related situations (or factors).)

IPSASB’s Preliminary View— Chapter 4.2

Historical cost, market value and replacement cost (where replacement cost includes
restoration cost) are appropriate measurement bases for heritage assets, dependent on
circumstances.

Do you agree with the IPSASB'’s Preliminary View — Chapter 4-27?

Specific Matter for Comment — Chapter 4.2
In your view,

(a) For initial recognition, should measurement of a heritage asset apply one of the following
measurement bases: historical cost, market value or replacement cost?

(b) Are there other measurement bases that you consider should be applied to heritage assets
when they are initially recognized? (If so, please identify those bases and describe the
circumstances in which they should be applied.)

4.6 Subsequent Measurement

4.30. After initial recognition subsequent events could impact on the monetary value of heritage assets.
Changes in the value of heritage assets appears likely to be relevant for accountability and decision
making. Subsequent value changes can be viewed as potentially arising through the following
events:

(&) Market value changes;
(b)  Expenditure on the heritage asset;
(c) Impairment; and/or

(d) Consumption of the asset.
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Accumulated deferred maintenance may be viewed as a factor that indicates impairment, although
it could also be viewed as an additional indicator of heritage asset value changes.

During development of the Conceptual Framework, the IPSASB concluded that, in principle, the
same considerations apply to initial and subsequent measurement®!. Therefore, subsequent
measurement should achieve the qualitative characteristics, taking into account the constraints.
Subsequent measurement has the objective to select those measurement bases that most fairly
reflect the cost of services, operational capacity and financial capacity of the entity in a manner that
is useful in holding the entity to account, and for decision-making purposes.

When considering whether heritage assets’ special characteristics present special issues for their
subsequent measurement, the IPSASB noted that:

(@) Heritage assets cover many different types of assets, including land, buildings, infrastructure,
intangible assets and collections of artwork and other heritage items; and

(b) IPSAS address subsequent measurement for similar non-heritage items (i.e. land, etc.), and
cover, for example, revaluation, impairment, and treatment of subsequent expenditures
(capitalization or expensing).

Once the special characteristics of heritage items have been considered for initial measurement,
the IPSASB’s view is that those special characteristics do not raise additional issues for
subsequent measurement.

IPSASB's Preliminary View— Chapter 4.3

There are no special issues related to the subsequent measurement of heritage
assets.

Do you agree with the IPSASB'’s Preliminary View — Chapter 4-37?

Specific Matter for Comment — Chapter 4.3

In your view, are there any types of heritage assets or heritage-related factors that raise special
issues for the subsequent measurement of heritage assets? (If so, please identify those types
and/or factors, and describe the special issues raised and how to address them.)

81 Paragraph BC7.12 of the Conceptual Framework.
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CHAPTER 5, HERITAGE ITEMS AND RELATED OBLIGATIONS

5.1—Introduction

5.1

5.2.

This chapter applies the Conceptual Framework’s definition of a liability and its recognition criteria
to discuss obligations related to heritage items. It considers the implications of heritage items’
special characteristics for the existence of obligations.

The definition of heritage items proposed in this CP conveys that they are items intended to be held
indefinitely and preserved for the benefit of present and future generations®2. This chapter
discusses whether heritage preservation intentions could result in present obligations for financial
reporting purposes and lead to liabilities that should be recognized in the financial statements. In
particular, it considers whether entities that have postponed maintenance or other preservation—
related activities for the heritage items they hold could have liabilities. Chapter 6 discusses possible
disclosures related to heritage items’ preservation.

Possible Obligations Related to Heritage

5.3.

5.4.

The discussion below considers whether obligations resulting in liabilities arise when entities:
(@ Receive funding for heritage preservation activities;
(b) Receive services to preserve heritage items;

(c) Are subject to legislation that requires entities to preserve heritage items (including penalties
for failure to preserve heritage items);

(d) Hold heritage items for which maintenance or preservation generally is needed, such that:
0] Heritage items have deteriorated so that there is a demonstrable need to restore them;
(i)  Planned maintenance has been deferred; and/or
(i) A need for maintenance is likely (foreseeable) in the future.

The main question that arises, in each case, is whether there is a present obligation. Neither a
“moral obligation” that does not bind an entity, nor a foreseeable future obligation will suffice for
existence of a liability for financial reporting purposes.

5.2—Conceptual Framework, Liabilities and Present Obligations

5.5.

5.6.

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

A liability is recognized when an item satisfies the definition of a liability and can be measured in a
way that achieves the qualitative characteristics and takes account of constraints on information in

32 Chapter 2 includes the following definition for heritage items: “Heritage items are items that are

intended to be held indefinitely and preserved for the benefit of present and future generations because
of their rarity and significance in relation, but not limited, to their archeological, architectural,
agricultural, artistic, cultural, environmental, historical, natural, scientific or technological features.”

3 Pparagraph 5.14 of the Conceptual Framework.
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GPFRs®*. The discussion below focuses on whether or not a liability exists. It discusses entities’
responsibilities to preserve heritage items and any implications for liability existence.

5.3-Outflows of Resources—Heritage Items

5.7.

5.8.

5.9.

5.10.

A liability must involve an outflow of resources from the entity for it to be settled. An obligation that
can be settled without an outflow of resources from the entity is not a liability3®.

Holding heritage items is likely to involve outflows of resources for their preservation. These can be
considered in terms of their timing. For example, the focus could be on outflows of resources that
are likely to arise:

(&) Within the budget period, i.e. one or two years;
(b) Over the entity’s usual planning period, for example, the next 5 to 10 years; or
(c) For future generations, i.e. a very long time horizon.

Given the importance (and expense) of preservation for heritage items, some commentators have
argued that a liability should be recognized to reflect the resource outflows required to preserve
heritage items for present and future generations. Others have argued that a liability exists, if
preservation activities have been deferred, where “deferral” could be by comparison to an agreed
cycle of maintenance or with respect to some other criteria.

However, the likelihood of outflows of resources does not, by itself, result in the existence of a
heritage—related liability. For a liability to exist an entity needs to have a present obligation for those
outflows of resources as a result of a past transaction or other event.

5.4—Heritage-Related Obligations and Past Events

5.11.

5.12.

To satisfy the definition of a liability, it is necessary that a present obligation arise as a result of a
past transaction or other event36,

Identifiable past events for possible heritage preservation obligations include when an entity:
(&) Acquires heritage items;
(b) Makes a public commitment to heritage item preservation for future generations;

(c) Includes a heritage preservation objective (or other statement) in its publicly available
planning documents;

(d) Creates a plan for resource outflows necessary to the heritage item preservation;
(e) Receives an approved budget or an appropriation for heritage item preservation;
) Receives funding designated for heritage item preservation; and

() Receives services for which payment is due.

34 Pparagraph 6.2 of the Conceptual Framework.
% Pparagraph 5.16 of the Conceptual Framework.
% Paragraph 5.17 the Conceptual Framework.
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An assessment of each of these past events to consider whether an entity would have little or no
realistic alternative to avoid an outflow of resources suggests that the entity appears likely to have
alternatives enabling it to avoid an outflow of resources, with the exceptions of:

Receipt of funding, if a funding results in a performance obligation (discussed in paragraph 14
below); and

Receipt of services, if the entity has obligations (to pay for services received) arising from either a
legal contract or other binding arrangement.

Where an entity has received heritage preservation services, there is a legal obligation arising from
the contract (or other equivalent arrangement). Then, until the entity has discharged its legal
obligation to pay for the heritage preservation services received, it will have a present obligation for
an outflow of resources that results from a past event, i.e. a liability that meets the Conceptual
Framework’s definition of a liability for financial reporting purposes.

The following subsection discusses “present obligations” and when a present obligation is likely to
exist in the context of heritage preservation.

5.5—Heritage Items and Present Obligations

5.16.

For a liability to exist there must be a present obligation of the entity. 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®’. The Conceptual Framework states that an obligation must
be to an external party in order to give rise to a liability®®. An entity cannot be obligated to itself,
even where it has publicly communicated an intention to behave in a particular way. An entity that
holds heritage items is often viewed as having a moral obligation to preserve them. However this is
not a sufficient basis to conclude that the entity has a present obligation for financial reporting
purposes.

Legal Obligations

5.17.

5.18.

5.19.

Funds designated for heritage preservation, through an exchange or non-exchange transaction,
may have conditions or performance obligations attached to them. Exchange transactions are
usually contractual in nature and therefore enforceable through the laws of contract or equivalent
authority or arrangements. IPSAS 23, Revenue from Non—-Exchange Transactions (Transfers and
Taxes), identifies factors relevant to whether an entity that receives funding in a non—exchange
transaction has a liability. As noted in the context of past events, where an entity receives services
from another entity, a binding legal obligation to pay for the services received is likely to arise.

An entity holding heritage items may receive instructions from an external party, or be required by
legislation, to preserve them. For example, the national government may direct the national
museum to preserve the heritage items that it holds. The question arises whether such instructions
or a legislative requirement give rise to a present obligation.

Heritage legislation may include legal penalties (for example, a fine) for damaging a heritage item.
The IPSASB’s pronouncement on liability recognition, IPSAS 19, Liabilities, Contingent Liabilities
and Contingent Assets, addresses the existence of obligations when an entity contravenes

87 Paragraph 5.15 of the Conceptual Framework.
% paragraph 5.18 of the Conceptual Framework.
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legislation and incurs a fine or other legal penalty®®. The special characteristics of heritage items,
including their preservation, do not appear to raise heritage—specific financial reporting issues
where there are instructions or legislation for heritage preservation.

Heritage preservation instructions and legislation do not generally appear to include legally
enforceable requirements to carry out repairs to preserve a heritage item. For example, if an entity
owns a heritage building and there is a problem with the foundation, which requires repair, it is
likely that there is no external legal requirement for the entity to address that problem. However, if
legislation includes penalties for failure to preserve heritage, then a legal obligation could arise
when such penalties are triggered by an entity failing to preserve heritage items that it holds. The
legislated penalties may indicate that the entity cannot realistically avoid taking action to preserve
the heritage item(s). However there remains a question of whether the obligation to preserve the
heritage items is an obligation to the legislator (another party) or to the entity itself.

Non-legally Binding Obligations

5.21.

5.22.

5.23.

Liabilities can arise from non-legally binding obligations. Non-legally binding obligations that give
rise to liabilities have the following attributes:

(& The entity has indicated to other parties by an established pattern of past practice, published
policies, or a sufficiently specific current statement that it will accept certain responsibilities;

(b) As a result of such an indication, the entity has created a valid expectation on the part of
those other parties that it will discharge those responsibilities; and

(c) The entity has little or no realistic alternative to avoid settling the obligation arising from those
responsibilities?©.

An entity that holds heritage items may behave in ways that suggest a non—legally binding
obligation exists. For example, it may announce a heritage preservation policy, including an
approved budget to give effect to that policy. However, as noted in the context of past events
and obligations, the early stages of implementation (for example, making an electoral pledge
or announcing a policy) are unlikely to give rise to present obligations that meet the definition
of a liability.

There may be a correlation between the availability of funding to settle a particular obligation and
the creation of a present obligation*’. For example, where both a budget line item for heritage
preservation has been approved and linked funding is assured through an appropriation, the
availability of contingency funding or a transfer from a different level of government, it could be
argued that a non-legally binding obligation may exist. Economic coercion, political necessity or
other circumstances may give rise to situations where, although the entity is not legally obliged to
incur an outflow of resources for heritage preservation, the economic or political consequences of
refusing to do so are such that the entity may have little or no realistic alternative to avoid an
outflow of resources, with the result that an entity has a liability arising from a non-legally binding
obligation*?. However, the obligation would need to be to another party, since an entity cannot be

39 See paragraphs 27-30 of IPSAS 19 for discussion of this type of legal obligation.

40 Paragraph 5.23 of the Conceptual Framework.
4 Paragraph 5.25 of the Conceptual Framework.
42 Paragraph 5.26 of the Conceptual Framework.
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obligated to itself. Thus, for example, where an entity holds a heritage item, receives funding to
repair that item, and the political consequences of failing to carry out the necessary repairs appear
to show that the entity has little or no realistic alternative to carry them out, the entity itself benefits
from maintaining its heritage resource, so that no other party is involved.

5.24. Approval of a budget for heritage preservation may, however, result in rights to receive funding
rather than an obligation to engage in heritage preservation activities. The special characteristics of
heritage items, which raise the possibility of plans, policies and approved funding for heritage
preservation, do not appear to raise heritage—specific financial reporting issues, when identifying
the existence of present obligations.

Preliminary View — Chapter 5.1

Where an entity holds heritage items their special characteristics, including an intention to
preserve them for present and future generations, do not, by themselves, result in a present
obligation such that the entity has little or no realistic alternative to avoid an outflow of
resources and should recognize a liability.

For existence of a present obligation as a result of a past event other factors must exist (for
example, a funding agreement that could result in a performance obligation or legislation
that could result in fines and other penalties), and those factors are independent of heritage
items’ special characteristics and similar in nature to factors considered in the context of
other types of obligation for which financial reporting requirements and guidelines already
exist.

Do you agree with the IPSASB’s Preliminary View — Chapter 5.1?

Specific Matter for Comment—Chapter 5
In your view,

(a) Are there heritage-related obligations (specific to heritage items) that should be recognized as
liabilities in the statement of financial position?

(b) If you answered “yes” to (a), please explain and describe:

® What types of heritage-related obligations (specific to heritage items) should be recognized as
liabilities in the statement of financial position?

(ii) What factors or circumstances would indicate that an entity has heritage-related obligations
(specific to heritage items) that should be recognized as liabilities in the statement of financial
position?

Please provide the reasons for your views on recognition of heritage-related obligations, including the
conceptual merits and weaknesses; the extent that the liability recognition approach you propose
addresses the objectives of financial reporting and how it provides useful information to users.
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CHAPTER 6, PRESENTATION OF INFORMATION ON HERITAGE ITEMS

6.1—Introduction

6.1.

This chapter applies the Conceptual Framework to discuss the presentation of information for
heritage in GPFRs. It discusses whether the special characteristics of heritage items—the intention
to hold them indefinitely and preserve them for the benefit of present and future generations,
because of their rarity and significance—have implications for the presentation of information in
GPFRs.

6.2—Conceptual Framework and Presentation in GPFRs

6.2.

6.3.

The Conceptual Framework defines presentation as “the selection, location and organization of
information that is reported in the GPFRs*3.”

Presentation aims to provide information that contributes towards the objectives of financial
reporting and achieves the qualitative characteristics while taking into account the constraints on
information included in GPFRs. Decisions on selection, location and organization of information are
made in response to the needs of users for information**. The types of information that users need
to meet the objectives of financial reporting guide decisions on whether particular types of reports
are needed*.Decisions on information selection address what information is reported in the
financial statements, and in GPFRs outside the financial statements (other GPFRSs). The objectives
of financial reporting are to provide information about the entity that is useful to users of GPFRs for
accountability and decision-making purposes?*.

Scope of Financial Reporting

6.4.

6.5.

The information needs of the primary users of GPFRs and the objectives of financial reporting
determine the scope of financial reporting. GPFRs are likely to comprise multiple reports. GPFRs
encompass financial statements including their notes and the presentation of information that
enhances, complements and supplements the financial statements*’. A GPFR presents information
related to a reporting entity. Reports that present information on transactions and other events that
cross reporting entity boundaries are outside of the scope of financial reporting.

Internal reports, prepared for the management of an entity, can be distinguished from those
prepared for users of GPFRs. Internal reports are not within the scope of financial reporting.
Internal reports could contain heritage-related information. For example, asset management plans
can may hold information on deferred maintenance and cost projections related to entities’ planned
heritage asset preservation activities. Internal reports could be an input for information reported in
GPFRs, however they are not GPFRs, because they are not prepared to meet the needs of users
of GPFRs.

43 Paragraph 8.4 of the Conceptual Framework.
44 paragraph 8.5 of the Conceptual Framework.
45 Paragraph 8.10 of the Conceptual Framework.

46 Appendix A for this chapter provides an excerpt from Chapter 8 of the Conceptual Framework, which
considers the scope of financial reporting linked to presentation.

47 Paragraph 1.6 of the Conceptual Framework.
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6.3—Presentation Objectives for Information on Heritage Assets

6.6.

This section proposes presentation objectives for information on heritage assets, to guide what
heritage-related information should be presented in GPFRs*, If constituents’ feedback supports
these presentation objectives, then they will be used to identify more specific proposals on
information to display and disclose for further consultation.

IPSASB’s Preliminary View— Chapter 6

6.7.

The objectives of presenting information about heritage assets and heritage obligations are to
help users to:

(a) Hold entities accountable for their preservation of heritage assets;
(b) Make decisions for heritage preservation, including decisions on resource allocation.

(c) Assess the effect of the entity’s holding of heritage items on its operational capacity, cost
of services and financial capacity; and

(d) Understand the extent of an entity’s:
(iif) Heritage holdings, covering both recognized and unrecognized heritage assets; and

(iv) Heritage-related obligations, covering both recognized liabilities, contingent liabilities and
general obligations.
Do you agree with the IPSASB’s Preliminary View — Chapter 67?

The IPSASB considers that information to meet these presentation objectives should be presented
in the financial statements and, where appropriate, other GPFRs.

Financial Statements—Heritage Assets and Heritage—Related Liabilities

6.8.

6.9.

Heritage assets that meet the recognition criteria are included in the financial statements. The type
of information that users need could be similar to that for other categories of assets. For example,
users may need information on:

(&8 What items fall into the heritage assets category;
(b)  How heritage assets are measured;

(c) Resource outflows and inflows as a result of holding, acquiring and/or relinquishing control of
heritage assets (for example through transfer or sale); and

(d)  Where to find information about any unrecognized heritage assets, i.e. heritage assets that
do not meet the recognition criteria of measurability.

Chapter 5 discusses heritage-related liabilities. Where such liabilities exist and meet the recognition
criteria they will be included in the financial statements. Again, the type of information that users
need for heritage-related liabilities could be similar to that for other liabilities. For example,
information on the nature of the liability, expected timing of any resulting outflows of economic
benefits or service potential and uncertainties about the amount or timing of those outflows.

a8 Note that the Conceptual Framework defines presentation to include both display and disclosure.
Presentation also covers information in the financial statements or in other GPFRs. Therefore these
“presentation objectives” could be met through information presented either in the notes to the financial
statements, in other GPFRs or on the face of the financial statements.
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6.10. Information on heritage assets and heritage-related liabilities recognized in the financial statements

should contribute to achievement of the presentation objectives identified above. Information
presented could include the measurement bases and related measurement uncertainties of the
entity’s heritage assets and heritage-related liabilities.

Reporting against Budget

6.11. IPSAS 24, Presentation of Budget Information in Financial Statements, addresses information that

enables users to compare financial results with the budget and facilitates their assessment of the
extent to which an entity has met its financial objectives. As discussed in Chapter 5, entities may
receive an appropriation that is designated for heritage preservation or heritage-related activities.
Reporting against budget can demonstrate compliance with legal requirements relating to public
finances, including the appropriate application of heritage—related appropriations and funding,
which is information that users need to hold entities accountable for their preservation of heritage

assets.

Specific Matter for Comment — Chapter 6.1

For heritage assets and heritage-related liabilities that are recognized, what are your views on:

€)) The type of information that should be presented so that users of GPFRs have the
information that they need for accountability and decision making?

(b) Where this information should be presented—on the face of the financial statements; in
the notes to the financial statements; and/or in other locations, including financial statement
discussion and analysis and other GPFRs?

Please provide the reasons for your views, including how this information contributes to
achievement of the presentation objectives in the IPSASB’s Preliminary View—Chapter 6 and/or
the information needs of users of GPFRs.

Sp

ecific Matter for Comment — Chapter 6.2

If you consider that some or all heritage assets should not be recognized, even though they meet
the asset definition criteria, what are your views on:

€) The type of information on unrecognized heritage assets that should be presented so that
users of GPFRs have the information that they need for accountability and decision making?

(b) Where this information on unrecognized heritage assets should be presented?

Please provide the reasons for your views, including how this information contributes to
achievement of the presentation objectives in the IPSASB’s Preliminary View—Chapter 6 and/or
the information needs of users of GPFRs.
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Specific Matter for Comment — Chapter 6.3

Where an entity has obligations to maintain heritage items, which do not result in recognized
liabilities, what are your views on:

€)) Information that should be presented on those moral obligations; and
(b) Where that information should be presented?

Please provide the reasons for your views, including how this information contributes to
achievement of the presentation objectives in the IPSASB’s Preliminary View—Chapter 6 and/or
the information needs of users of GPFRs.

6.4—Presentation in Other GPFRs

6.12.

6.13.

The IPSASB has issued three Recommended Practice Guidelines (RPGs) applicable to information
presented in other GPFRs:

(@ RPG 1, Reporting on the Long-Term Sustainability of an Entity’s Finances (RPG 1);
(b) RPG 2, Financial Statement Discussion and Analysis (RPG 2); and
(c) RPG 3, Reporting Service Performance Information (RPG 3).

This section discusses the relevance of these three RPGs for presentation of heritage-related
information. If an entity that holds heritage items applies one or more of these RPGs, then the
information presented may contribute to achievement of the presentation objectives.

RPG 1—Information on Long—Term Sustainability of Entity’s Finances

6.14.

6.15.

RPG 1 provides guidelines on reporting information on the long-term sustainability of entity’s
finances. Governments and other entities that apply RPG 1 may not mention heritage preservation
as a separate item, since it may not be material to their financial position and financial performance.
Information on the long-term sustainability of an entity’s finances may indicate whether, given
competing priorities, the entity will provide funds for heritage preservation at the same, higher or
lower level in the long term. This information is relevant when users make decisions on heritage
preservation, including resource allocation decisions.

If heritage preservation is important to an entity’s objectives, then information presented on the
long-term sustainability of its finances may include projections of heritage preservation costs and
availability of funding to meet those costs. This information would be relevant to users’
assessments of the entity’s ability to preserve the heritage items they hold for present and future
generations and users’ heritage-related resource allocation decisions.

RPG 2—Financial Statement Discussion and Analysis

6.16.

Where an entity manages heritage assets to achieve its objectives and strategy, its financial
statement discussion and analysis (FSD&A) should present information on them. RPG 2 states, for
example, that FSD&A should:

(a) Discuss the entity’'s objectives and strategies relating to its financial position, financial
performance and cash flows in a way that enables users of the financial statements to
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understand the entity’s priorities and to identify the resources that must be managed to
achieve these objectives and strategies*®; and

(b) Include an analysis of significant changes and trends in an entity’s financial position, financial
performance and cash flows®°.

The objective of RPG 2 is to assist users to understand the financial position, financial performance
and cash flows presented in the financial statements®.. It provides guidelines on financial statement
discussion and analysis (FSD&A), which should include:

(& An overview of the entity’s operations and the environment in which it operates;
(b) Information about the entity’s objectives and strategies;

(c) An analysis of the entity’s financial statements including significant changes and trends in an
entity’s financial position, financial performance and cash flows; and

(d) A description of the entity’s principal risks and uncertainties that affect its financial position,
financial performance and cash flows, an explanation of changes in those risks and
uncertainties since the last reporting date and its strategies for bearing or mitigating those
risks and uncertainties®?.

Where heritage assets are important for an entity’s objectives and strategy, heritage—related
information is likely to be included in FSD&A. Such information is likely to support achievement of
the presentation objectives proposed above. For example, it could include information on:

(& Trends in an entity’s heritage asset holdings and its heritage-related obligations; and

(b) Trends in cash flows relevant to assessments of the entity’s ability to preserve its heritage
items.

RPG 3—Reporting of Service Performance Information

6.19.

6.20.

The IPSASB has issued RPG 3, Reporting Service Performance Information (RPG 3) which
explains that:

Service performance information is information on the services that the entity provides, an
entity’'s service performance objectives and the extent of its achievement of those
objectives. Service performance information assists users of GPFRs (hereafter termed
“users”) to assess the entity’s service efficiency and effectiveness®:.

RPG 3 provides guidelines for such reporting, while allowing sufficient flexibility to ensure that
national jurisdictions and individual public sector entities effectively and appropriately address
users’ service performance information needs and report information that is relevant to their service
performance objectives.

49 Paragraph 20 of RPG 2.
%0 Paragraph 22 of RPG 2.
51 Paragraph 1 of RPG 2.
52 Paragraph 16 of RPG 2.
53 Paragraph 1 of RPG 3.
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An entity that provides services related to heritage items can apply RPG 3 and present information
on those services. The type of heritage—related information that an entity presents will depend on
the heritage-related service performance objectives on which it reports and its choice of
performance indicators. For example, a museum may present performance indicators that describe
the extent and condition of the heritage items it holds, if its service performance objectives include
an objective to expand and preserve its heritage collections. This type of information would help
users to hold the entity accountable for its preservation of heritage assets and understand the
extent of the entity’s heritage holdings.

Link to Specialist (Non-GPFR) Reports in Service Performance Information

6.22.

6.23.

Some public sector entities may provide heritage-related services that are not restricted to those
heritage items that the entity holds. For example, a Ministry for Culture and Heritage may be
responsible for regulations, monitoring of heritage items, and management of funding to preserve
heritage items within a national jurisdiction, regardless of whether the heritage items are held by
public or private sector entities. It may prepare specialist (non-GPFR) heritage status reports on
those heritage items, where the information reported crosses reporting entity boundaries.

As noted earlier in this chapter, this type of report is not within the scope of financial reporting.
However, if an entity reports service performance information, it may reference information in a
non—-GPFR heritage status report, if such information is relevant to its service performance
objectives. For example, if an entity responsible for preservation of a nation’s natural heritage,
including endangered species, reports outcome performance indicators, then those indicators could
reference non-GPFR reports on endangered species and present information on the number of
endangered species. Whether or not an entity presents this type of service performance information
will depend on the entity’s service performance objectives and its choice of performance indicators.
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