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Project summary

transactions, except for social benefits.

The aim of the Revenue project is to develop one or more standards that provide
recognition and measurement requirements for revenue transactions.

The aim of the Transfer Expenses project is to develop a standard that provides
recognition and measurement requirements applicable to providers of transfer expense
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Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item
8.1.1

REVENUE AND TRANSFER EXPENSES:

PROJECT ROADMAP

Meeting Completed Actions or Discussions / Planned Actions or Discussions:

Revenue with Performance Obligations

March 2015 1. Approve Project Brief

June 2016 1. Discussion of the performance obligation approach with the Consultative
Advisory Group

June 2017 1. Approve Consultation Paper

March 2018 to 1. Review Responses to the Consultation Paper

December 2018

March 2019 1. Preliminarily approve the core text and authoritative guidance of the Exposure
Draft

June 2019 1. Preliminarily approve updates to the core text and authoritative guidance of the
Exposure Draft

December 2019 1. Approve Exposure Draft

March 2020 to 1. Document Out for Comment

September 2020

December 2020to | 1. Review Responses

March 2021 2. Discuss Issues

June 2021 to 1. Review Responses

December 2021 2. Discuss Issues

3. Develop IPSAS
March 2022 to 1. Review Responses
June 2022 2. Discuss Issues
3. Develop IPSAS

September 2022 1. Approve IPSAS

Revenue without Performance Obligations

March 2015 1. Approve Project Brief

June 2016 1. Discussion of IPSAS 23 Implementation Issues with Consultative Advisory
Group

June 2017 1. Approve Consultation Paper

March 2018 to 1. Review Responses to Consultation Paper

December 2018

March 2019 to 1. Develop Underlying Principles of Core Text and Authoritative Guidance

June 2019

September 2019 1. Review first draft of ED, and discuss issues

December 2019 1. Approve Exposure Draft

March 2020 to 1. Document Out for Comment

September 2020

Agenda Item 8.1.1
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Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item

8.1.1

December 2020 to Review Responses
March 2021 Discuss Issues
June 2021 to Review Responses
December 2021 Discuss Issues

Develop IPSAS

March 2022 to
June 2022

Review Responses
Discuss Issues
Develop IPSAS

September 2022

PloNdP ORI NP

Approve IPSAS

Transfer Expenses

Develop IPSAS

March 2018 1. Review of responses — PSPOA
2. Review of responses — subsequent measurement of non-contractual payables
June 2018 1. Discussion of use of PSPOA for non-exchange expenses
September 2018 1. Discussion of use of PSPOA for non-exchange expenses
March 2019 1. Initial discussion of objective and scope
2. Initial discussion of definitions
3. Discussion of PSPOA
4. |Initial discussion of presentation
5. Initial discussion of effective date and transition requirements
6. Initial review of draft ED
June 2019 1. Discussion of scope and definitions
2. Discussion of subsidies and premiums
3. Discussion of additional material to be included in the ED
4. Discussion of examples to be included in the ED
September 2019 1. Disclosures — discussion of issues
2. Review of initial draft of ED
December 2019 1. Review of draft ED final amendments
2. Review of examples — exception basis only
3. Approval of ED
March 2020 to 1. Document Out for Comment
September 2020
December 2020 to Review Responses
April 2021 Discuss Issues
June 2021 to Review Responses
December 2021 Discuss Issues

March 2022 to
June 2022

Review Responses
Discuss Issues
Develop IPSAS

September 2022

PlwNhNPE Wb E NP

Approve IPSAS

Agenda Item 8.1.1
Page 3

Page 3 of 189



Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item

INSTRUCTIONS UP TO PREVIOUS MEETING

8.1.2

Meeting

December 2021

Instruction

Revenue

1.

Adapt the definition of a
‘performance obligation’ to capture
the existing ‘present obligations’
concept that was developed as part
of the revenue project.

Actioned

1.

See Agenda ltem 8.2.3

December 2021

Refine proposed guidance in
Appendix 1, and consider bringing
in Unit of Account guidance from
ED 81, where appropriate.

See Agenda Iltem 8.3.2

December 2021

Revise and relocate existing
guidance, remove definitions of
“specified activities” and “eligible
expenditures”, and consider
whether to avoid use of the terms in
the authoritative guidance.

See Agenda Item 8.3.2

October 2021

Consider how to communicate
alignment with IFRS in
supplemental materials.

Pending

September 2021

Revise authoritative guidance to
articulate the principle related to the
recognition of a liability (deferred
revenue) associated with an entity’s
(i.e., transfer recipient’s) present
obligation(s) in a binding
arrangement, and ensure non-
authoritative guidance clarifies how
other liabilities that may arise in a
binding arrangement should be
accounted for using other IPSAS.

In progress

September 2021

Consider the identified principle in
the context of existing Capital
Transfers examples (proposed in
ED 71) to confirm that the principle
is appropriate, and incorporate
additional drafting if necessary.

Pending

September 2021

Ensure the draft IPSAS include
clear structure and signposting for
ease of use.

In progress

June 2021

Assess and propose guidance on
how the uncertainty of enforcement
impacts the measurement of
revenue or transfer expenses.

See Agenda Item 8.2.4

June 2021

Provide non-authoritative guidance
to clarify that an entity should
consider both explicit and implicit
consequences in its assessment of

In progress

Agenda Item 8.1.2
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Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item
8.1.2

the mechanisms of enforceability in
a binding arrangement.

April 2021

Consider whether the term “present
obligation” is appropriate when the
binding arrangement is equally
unfulfilled, as there would not yet be
a binding obligation where there is
little or no realistic alternative to
avoid outflow of resources.

N/A — based on decision on
December 2021 Agenda Item 8.2.6

March 2021

Recommend amended title(s) for

the proposed revenue standard(s)
when all key decisions have been
made in the Revenue project.

In progress — tentatively expect to
the title “Revenue” based on
October 2021 Agenda Item 3.2.1
decision to have only one Revenue
IPSAS

March 2021

Draft guidance to better articulate
that performance obligations also
entail a greater specificity, and
provides more objective and
specific identification, recognition,
and measurement of revenue.

See Agenda ltem 8.2.3

March 2021

Draft additional Basis for
Conclusions paragraphs to address
concerns from specific constituents
to explain why the IPSASB decided
to move away from using exchange
and non-exchange as defined
terms to classify revenue and to
explain that it remains an
appropriate concept used to
describe the economic substance
of such transactions in the public
sector.

Drafted — pending review by
Drafting Group

March 2021

Clarify the guidance for situations
where the satisfaction of a present
or performance obligation occurs
prior to the receipt of cash and
incorporate this guidance in an
example on multi-year
arrangements.

In progress

December 2020

Regarding the staff's proposal to
revise the disclosures in the three
EDs based on the nature and risks
of the various types of revenue and
transfer expenses applicable to the
public sector, revisit the analysis in
more detail and include
consideration of which types of
revenue and transfer expense
transactions are the most
prominent in the public sector.

Lo

In progress

Agenda Item 8.1.2
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Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item
8.1.2

December 2019

December 2021

All instructions provided up until
December 2019 were reflected in
the Exposure Draft (ED) 70,
Revenue with Performance
Obligations and Exposure Draft
(ED) 71, Revenue without
Performance Obligations

Review the distinction between
transfer expenses where the
transfer of resources is not related
to a liability, and those where the
transfer of resources settles a
liability arising outside a binding
arrangement, and develop an
overview of the Transfer Expenses
IPSAS scope and ‘landscape’,
taking into account: the starting
point needs to be the definition of a
transfer expense; the need to
ensure there are no gaps in the
guidance; the IPSASB'’s earlier
decision that IPSAS 19 is the
residual guidance; and the
examples of transactions provided
by IPSASB members.

1.

1.

All instructions provided up until
December 2019 were reflected in
the Exposure Draft (ED) 70,
Revenue with Performance
Obligations and Exposure Draft
(ED) 71, Revenue without
Performance Obligations

Transfer Expenses

1.

Pending

December 2021

Revise the drafting of the proposed
accounting model for transfer
expenses without binding
arrangements in the context of the
landscape overview instructed
under item 8.2.1 to provide
additional guidance for transfers of
resources made to settle a liability,
taking into account: the need to
avoid duplicating guidance that
already exists in IPSAS 19; and
providing clearer signposting on
when a transfer provider should
apply the requirements of IPSAS
19.

2.

Pending

December 2021

Incorporate the flowchart from the
presentation into the guidance in
the Transfer Expenses IPSAS.

3.

Pending

December 2021

Consider how to communicate the
reasons for measuring non-cash
transfers at the carrying amount of
the resource transferred, and the
consistency with the measurement
of the resources received in the
Revenue IPSAS.

4.

Pending

Agenda Item 8.1.2
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Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item
8.1.2

December 2021

Revise the drafting of the proposed
accounting model for transfer
expenses with binding
arrangements to provide additional
guidance for transfers of resources
made to settle a liability, taking into
account: the interaction between
the recognition of an asset where
resources are transferred prior to
the transfer recipient fulfilling its
obligations and the definition of a
transfer expense; and the impact of
monitoring arrangements on the
recognition of the asset.

5.

See Agenda Items 8.2.2, 8.2.5 and
8.2.6

December 2021

Revise the proposed drafting
related to cost of services provided
by transfer provider and
impairment.

Pending

September 2021

Consider the need for additional
illustrative examples to demonstrate
how service potential is generated
when the transfer recipient fulfills
certain present obligations.

Pending

September 2021

Draft a Basis for Conclusion that
highlights how the proposed
change in principle from what was
proposed in ED 72 responds to
constituent concerns about the
practicality and implementation of
proposed guidance.

Pending

September 2021

Consider implications of monitoring
on the ability to reliably measure the
asset.

See Agenda Items 8.2.5 and 8.2.6

September 2021

Propose revised or additional
guidance on the subsequent
measurement of the transfer
provider’s asset, including guidance
on when the asset should be
impaired.

4.

See Agenda Items 8.2.5 and 8.2.6

September 2021

Ensure the draft IPSAS include
clear structure and signposting for
ease of use.

In progress

June 2021

Assess and propose guidance on
how the uncertainty of enforcement
impacts the measurement of
revenue or transfer expenses.

See Agenda ltem 8.2.4

June 2021

Provide non-authoritative guidance
to clarify that an entity should
consider both explicit and implicit
consequences in its assessment of
the mechanisms of enforceability in
a binding arrangement.

In progress

Agenda Item 8.1.2
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Revenue and Transfer Expenses Ag en d a Item

IPSASB Meeting (March 2022)

8.1.2

April 2021

Reconsider the working title of the
proposed transfer expense
standard after reviewing and
assessing constituent comments on
scope.

1. In progress — tentatively expect to
retain the title ‘Transfer Expenses’
based on September 2021 Agenda
ltem 4.2.3

April 2021

Consider whether there are any
useful implementation examples
that clearly communicate the
principles and are jurisdictionally
neutral.

2. Inprogress

April 2021

Clarify in guidance that the transfer
provider may provide non-cash
assets as part of the fulfillment of
specific obligations in a binding
arrangement.

3. In progress

April 2021

Propose guidance on how to
account for transfer expense
transactions in both the separate
and consolidated financial
statements of counterparties within
the same economic entity, with
consideration of any relevant
existing guidance in IPSAS 35.

4. In progress

April 2021

Consider whether disclosures are
necessary for binding arrangements
that are equally unfulfilled at
reporting date; and if so, what
disclosures are required.

5. In progress

April 2021

Consider whether the term “present
obligation” is appropriate when the
binding arrangement is equally
unfulfilled, as there would not yet be
a binding obligation where there is
little or no realistic alternative to
avoid outflow of resources.

6. In progress

April 2021

Provide specific guidance through
examples on accounting for partially
fulfilled binding arrangements.

7. In progress

December 2020

Regarding the staff's proposal to
revise the disclosures in the three
EDs based on the nature and risks
of the various types of revenue and
transfer expenses applicable to the
public sector, revisit the analysis in
more detail and include
consideration of which types of
revenue and transfer expense
transactions are the most prominent
in the public sector.

1. Inprogress

December 2019

All instructions provided up until
December 2019 were reflected in

1. Allinstructions provided up until
December 2019 were reflected in

Agenda Item 8.1.2
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Revenue and Transfer Expenses Ag en d a Item

IPSASB Meeting (March 2022) 8 1 2
the Exposure Draft (ED) 72, the Exposure Draft (ED) 72,
Transfer Expenses Transfer Expenses

Agenda Item 8.1.2
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Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item
8.1.3

DECISIONS UP TO PREVIOUS MEETING

Meeting

December 2021

Decision

An entity’s obligation in a binding
arrangement in Revenue
accounting is a narrower concept
than ‘present obligation’ in the
IPSASB Conceptual Framework: it
is a legally binding obligation in a
binding arrangement, which is a unit
of account for revenue accounting,
to use resources
received/receivable in compliance
with the terms of the binding
arrangement.

BC Reference

Revenue

1.

Incorporated — see Basis for
Conclusion (BC) in Agenda Item
8.2.3

December 2021

The existing term ‘performance
obligation’ should be adopted for
binding obligations arising from
revenue transactions with binding
arrangements subject to any further
staff analysis.

Incorporated — see BC in Agenda
Item 8.2.3

December 2021

The proposed guidance should be
incorporated in the Revenue IPSAS
to clarify how an entity should
distinguish its individual obligations
in a binding arrangement, with
refinements.

In progress — drafted BC is pending
review

December 2021

Specified activities and eligible
expenditures are examples of ways
in which an entity may fulfill its
obligations in a binding
arrangement.

In progress — drafted BC is pending
review

October 2021

Revenue guidance should be
presented as a single IPSAS.

Incorporated in December 2021 —
see BC in Agenda Item 8.2.3

September 2021

A transfer recipient recognizes a
liability (deferred revenue) in its
binding arrangement when it has
received resources prior to fulfilling
its present obligation(s), and the
enforceable terms of the binding
arrangement require the entity (i.e.,
the transfer recipient) to transfer
resources to another party if it does
not fulfill its present obligations.

In progress

September 2021

A liability (deferred revenue) is
extinguished as the transfer
recipient fulfills its present
obligations to earn revenue.

In progress.
BC pending.

Agenda Item 8.1.3
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Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item
8.1.3

September 2021 The detailed review of guidance in In progress.
the draft pronouncements, based BC pending.
on Board decisions for the Revenue
and Transfer Expenses projects, be
delegated to the Drafting Group.
September 2021 The guidance in the draft IPSAS Incorporated in December 2021 —
based on ED 71 and ED 72 be see preliminary drafts in Agenda
reordered to require the entity to Items 8.3.1 and 8.3.2.
consider up front whether the BC pending.
transaction arises without or with a
binding arrangement.
June 2021 Retain the definition of a ‘binding Incorporated in September 2021 —
arrangement’ in the Revenue see preliminary draft in Agenda
standard(s), as it is conceptually Item 8.3.2.
consistent with the definitions BC pending.
elsewhere in IPSAS literature, with
the following minor wording
revisions: include “for the purposes
of this Standard,” and
“enforceability through legal or
equivalent means”, and change
“both parties” to “the parties”.
June 2021 Clarify in the Revenue and Transfer Incorporated in September 2021 —
Expenses standards that see preliminary drafts in Agenda
enforceability is based on the Items 8.3.1 and 8.3.2.
entity’s ability to enforce the binding BC pending.
arrangement and uncertainty of
enforcement is a measurement
issue.
June 2021 Confirm that enforceability is the Incorporated in September 2021 —
ability to impose consequences on see preliminary draft in Agenda
parties that do not fulfill their Item 8.3.2.
agreed-upon obligations in the BC pending.
binding arrangement, and the
guidance proposed in paragraph 21
should be added as Application
Guidance.
June 2021 Confirm that the assessment of Incorporated in September 2021 —
enforceability of a binding see preliminary draft in Agenda
arrangement occurs at inception Item 8.3.2.
and when a significant external BC pending.
change indicates that there may be
a change in the enforceability of
that binding arrangement.
June 2021 Confirm that legal or equivalent Incorporated in September 2021 —
means is consistent with ‘legal see preliminary draft in Agenda
obligation’ as described in the ltem 8.3.2.
Conceptual Framework Chapter 5 BC pending.
and is not ‘non-legally binding
obligation’
June 2021 Revise the definition of a liability in Processed in the Conceptual

the IPSASB’s Conceptual
Framework by replacing ‘outflow of

Framework project. Also

Agenda Item 8.1.3
Page 2
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Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item
8.1.3

resources’ with ‘transfer of
resources’ as the revised wording
clarifies (i.e., does not substantially
change) the underlying concepts.

incorporated in preliminary drafts in
Agenda Item 8.3.2.

June 2021 Incorporate additional guidance and Processed in the Conceptual
examples into the Conceptual Framework project.
Framework on ‘transfer of
resources’, as outlined in the
Agenda Item, to clarify the
ambiguities associated with what
entails a ‘transfer of resources’

April 2021 Confirm, for revenue, that there is Incorporated in September 2021 —
no initial recognition when no party see preliminary draft in Agenda
has fulfilled its stated obligations Item 8.3.2.
under the binding arrangement, - BC pending
unless the binding arrangement is
onerous. Accounting for the binding
arrangement begins when the
binding arrangement is at least
partially fulfilled (i.e., at least one
party begins to fulfill one or more of
its stated obligations).

April 2021 An entity’s right and obligation Incorporated in September 2021 —
within a binding arrangement are See preliminary draft in Agenda
directly linked and interdependent. Item 8.3.2.
When the binding arrangement is Final BC reference pending
wholly unfulfilled, the combined
right and obligation constitutes a
single asset or liability.

March 2021 Revise the title(s) of the proposed In progress — tentatively expect to
revenue standard(s) to reflect the the title “Revenue” based on
nature of revenue transactions in October 2021 Agenda Item 3.2.1
the public sector. decision to have only one Revenue

IPSAS

March 2021 For the time being, continue to N/A — no longer necessary based
present revenue guidance as two on October 2021 Agenda Iltem 3.2.1
separate standards with the decision to have a single Revenue
standard based on ED 71, Revenue IPSAS
without Performance Obligations
first (i.e., Option 1).

March 2021 Retain the concept of a binding Incorporated in June 2021 — See
arrangement as a fundamental preliminary draft in Agenda Item
concept for revenue accounting, 8.3.2.
and that the existence of rights and Final BC reference pending
obligations within, and enforceability
of, a binding arrangement mean
that it contains at least one present
obligation.

March 2021 Adopt the principle that Incorporated in June 2021 — See

enforceability of a binding
arrangement can arise from various
mechanisms, so long as the

preliminary draft in Agenda Item
8.3.2.

Final BC reference pending

Agenda Item 8.1.3
Page 3
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Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item
8.1.3

mechanism(s) provide the entity
with the ability to enforce the
binding arrangement and hold the
parties accountable to the
satisfaction of stipulated obligations.

March 2021

Highlight that an entity should
assess all relevant factors at the
transaction date to determine
whether an arrangement is
enforceable.

Incorporated in June 2021 — See
preliminary draft in Agenda ltem
8.3.2.

Final BC reference pending

March 2021

Retain revenue from performance
obligations as a separate type of
revenue.

Incorporated — see BC in Agenda
Item 8.2.3

March 2021

Highlight that performance
obligations are a subset of present
obligations that embody a specific
transfer of a distinct good or service
to a purchaser or third-party
beneficiary.

Incorporated — see BC in Agenda
Iltem 8.2.3

March 2021

Revise existing Application
Guidance to state that, where there
is objective evidence that a portion
of consideration relates to the
transfer of distinct goods or services
to the purchaser/transfer provider or
a third-party beneficiary,
disaggregate the transaction price
and account for the component(s)
relating to the transfer of distinct
goods or services in accordance
with ED 70, Revenue with
Performance Obligations then use
ED 71 to account for any remaining
component(s). If the portion is
unclear, account for the entire
transaction in accordance with

ED 71.

N/A — no longer necessary based
on October 2021 Agenda Item 3.2.1
decision to have a single Revenue
IPSAS

Final BC reference pending

March 2021

Highlight that enforceability in a
binding arrangement gives rise to a
liability (deferred revenue) for the
transfer recipient to the extent that
the terms of the arrangement are
not yet satisfied.

In progress, concurrently with
decisions from September 2021
Agenda Item 4.2.1

March 2021

10.

Proceed with the proposed
Revenue project plan, use in-period
review sessions as needed, and
revisit the need, role, and
composition of a Task Force in Q2
2021.

10.

See September 2021 Agenda Item
4.2.5

December 2020

Reorder the draft guidance in ED 70
and ED 71 to begin with ED 71,

N/A — based on October 2021
Agenda Item 3.2.1

Agenda Item 8.1.3
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Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item
8.1.3

either as a separate standard, or a
combined standard.

December 2020

Address concerns over the nature
and length of disclosures in all three
EDs by taking a principles-based
approach focusing on the nature of
the transactions and their risks.

2.

In progress

December 2019

December 2021

All decisions made up until
December 2019 were reflected in
the Exposure Draft (ED) 70,
Revenue with Performance
Obligations and Exposure Draft
(ED) 71, Revenue without
Performance Obligations

Non-cash resources transferred by
a transfer provider should be
measured at their carrying amount
in line with the requirements in
other IPSAS.

1.

1.

All decisions made up until
December 2019 were reflected in
the Exposure Draft (ED) 70,
Revenue with Performance
Obligations and Exposure Draft
(ED) 71, Revenue without
Performance Obligations

Transfer Expenses

1.

Incorporated — see draft text in
Agenda Item 8.3.1

BC pending

September 2021

Where the transfer provider in a
binding arrangement transfers cash
or other resources prior to the
transfer recipient fulfilling its
obligations, the transfer provider’s
enforceable right to have the
transfer recipient fulfill its
obligations (or face consequences
outlined in the binding
arrangement) meets the definition
of an asset.

1.

Incorporated in December 2021 —
see draft text in Agenda Item 8.3.1

BC pending

September 2021

As an asset may exist where the
transfer provider transfers cash or
other resources prior to the transfer
recipient fulfilling its obligations, the
accounting model adopted in ED 72
for transfer expenses where the
transfer recipient has a present
obligation should not be retained.

2.

Incorporated in December 2021 —
see draft text in Agenda Item 8.3.1

BC pending

September 2021

Revisions, proposed in the
Appendices, to address constituent
concerns should be incorporated
into the draft IPSAS based on ED
72 (except for Recommendation 3
on binding arrangements and
onerous contracts).

3.

Incorporated in December 2021 —
see draft in Agenda Item 8.3.1

BC pending

September 2021

The distinction between transfer
expenses with performance
obligations and transfer expenses
without performance obligations
previously proposed in ED 72
should be removed, as it is nhot

4.

Incorporated in December 2021 —
see draft text in Agenda Item 8.3.1

BC pending

Agenda Item 8.1.3
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https://www.ifac.org/system/files/publications/files/IPSASB-ED-71-Revenue-without-Performance-Obligations.pdf

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item
8.1.3

useful from a transfer provider
perspective.

September 2021 The detailed review of guidance in In progress.
the draft pronouncements, based BC pending.
on Board decisions for the Revenue
and Transfer Expenses projects, be
delegated to the Drafting Group.

September 2021 The guidance in the draft IPSAS Incorporated in December 2021 —
based on ED 71 and ED 72 be see preliminary draft in Agenda
reordered to require the entity to Item 8.3.1
consider up front whether the BC pending.
transaction arises without or with a
binding arrangement.

June 2021 Incorporate the definition of a Incorporated in September 2021 —
‘binding arrangement’ (as decided see preliminary draft in Agenda
above for Revenue) into the final Item 8.3.1
Transfer Expenses standard to BC pending.
ensure the standards are
conceptually consistent and
freestanding.

June 2021 Clarify in the Revenue and Transfer Incorporated in September 2021 —
Expenses standards that see preliminary draft in Agenda
enforceability is based on the Item 8.3.1
entity’s ability to enforce the binding BC pending.
arrangement and uncertainty of
enforcement is a measurement
issue.

June 2021 Confirm that enforceability is the Incorporated in September 2021 —
ability to impose consequences on see preliminary draft in Agenda
parties that do not fulfill their Item 8.3.1
agreed-upon obligations in the BC pending
binding arrangement, and the
guidance proposed in paragraph 21
should be added as Application
Guidance.

June 2021 Confirm that the assessment of Incorporated in September 2021 —
enforceability of a binding see preliminary draft in Agenda
arrangement occurs at inception Item 8.3.1
and when a significant external BC pending
change indicates that there may be
a change in the enforceability of
that binding arrangement.

June 2021 Confirm that legal or equivalent Incorporated in September 2021 —
means is consistent with ‘legal see preliminary draft in Agenda
obligation’ as described in the Item 8.3.1
Conceptual Framework Chapter 5 BC pending
and is not ‘non-legally binding
obligation’

June 2021 Revise the definition of a liability in Processed in the Conceptual

the IPSASB’s Conceptual
Framework by replacing ‘outflow of
resources’ with ‘transfer of

Framework project. Also
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Agenda Item
8.1.3

resources’ as the revised wording
clarifies (i.e., does not substantially
change) the underlying concepts.

incorporated in preliminary draft in
Agenda Iltem 8.3.1

April 2021 Address principle-related issues In progress
raised by constituents first, before
considering other issues raised.
April 2021 Revise the presentation of guidance Incorporated in September 2021 —
in the transfer expense standard to see preliminary draft in Agenda
better reflect the public sector. Item 8.3.1
BC pending
April 2021 Retain binding arrangement as a Incorporated in June 2021 — see
fundamental concept for transfer preliminary draft in Agenda ltem
expense accounting. Principles 8.3.1
related to binding arrangements BC pending
should be consistent. Identification
and assessment of a binding
arrangement is from the perspective
of the entity.
April 2021 Confirm that, in a binding Incorporated in June 2021 — see
arrangement, each party will have preliminary draft in Agenda Item
at least one present obligation. 8.3.1
BC pending
April 2021 Confirm that enforceability can be Incorporated in June 2021 — see
demonstrated by various preliminary draft in Agenda Item
mechanisms in transfer expense 8.3.1
accounting, and all relevant factors BC pending
should be considered in that
analysis.
April 2021 Confirm that enforceability of a In progress — Decision will be
binding arrangement may give rise addressed concurrently with
to an asset for the transfer provider September 2021 Agenda ltem 4.2.2
when it is partially fulfilled.
April 2021 Be conceptually consistent with the See September 2021 Agenda ltem
present obligation principles 42.4
developed for revenue, and BC pending
consider substance of the
arrangement from the different
perspectives (transfer provider vs.
transfer recipient) in assessing
whether to retain the distinction of
performance obligations for transfer
expense accounting.
April 2021 Consider the implication of the N/A — distinction removed based on

IPSASB'’s decision on the treatment
of “consideration not directly
attributable to the transfer of distinct
goods or services” at a later date,
based on the decision to either
retain or remove the distinction of

September 2021 Agenda ltem 4.2.4
BC pending

Agenda Item 8.1.3
Page 7

Page 16 of 189



Revenue and Transfer Expenses

IPSASB Meeting (March 2022)

Agenda Item
8.1.3

transfer expenses with and without
performance obligations.

April 2021 9. Incorporate executory contract 9. Incorporated in June 2021 — see
accounting principles without preliminary draft in Agenda ltem
explicitly referring to the term 8.3.1
executory contracts. Drafting should BC pending
refer to specific principles to
account for binding arrangements.
April 2021 10. Confirm, for transfer expenses, that | 10. Incorporated in June 2021 — see
there is no initial recognition when preliminary draft in Agenda Item
no party has fulfilled its stated 8.3.1
obligations under the binding BC pending
arrangement, unless the binding
arrangement is onerous.
Accounting for the binding
arrangement begins when the
binding arrangement is at least
partially fulfilled (i.e., at least one
party begins to fulfill one or more of
its stated obligations).
April 2021 11. Confirm an entity’s right and 11. Incorporated in June 2021 — see
obligation within a binding preliminary draft in Agenda Item
arrangement are directly linked and 8.3.1.
interdependent. When the binding BC pending
arrangement is wholly unfulfilled,
the combined right and obligation
constitute a single asset or liability.
December 2020 1. Address concerns over the nature 1. Inprogress
and length of disclosures in all three
EDs by taking a principles-based
approach focusing on the nature of
the transactions and their risks.
December 2019 1. All decisions made up until 1. All decisions made up until

December 2019 were reflected in
the Exposure Draft (ED) 72,
Transfer Expenses

December 2019 were reflected in
the Exposure Draft (ED) 72,
Transfer Expenses
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Landscape of the Revenue and Transfer Expenses Projects

Purpose

1. To provide an overview to assist IPSASB members in considering the overall landscape of the
Revenue and Transfer Expenses projects, as of March 2022.

Background

2. The Revenue and Transfer Expenses projects were approved as part of the IPSASB’s 2015 Strategy

and Work Plan. The objective of the Revenue project is to develop new standards-level guidance to
replace the existing suite of revenue IPSAS. In comparison, the objective of the Transfer Expenses
project is to develop a new standard to address the remaining gap in current IPSAS literature on
accounting for non-exchange expenses, subsequent to the release of Collective and Individual
Services (Amendments to IPSAS 19), and IPSAS 42, Social Benefits.

These two projects led to a joint Consultation Paper in 2017. The IPSASB received over 200
comment letters in response to the 2020 Exposure Drafts (EDs)?!, and focused its 2021 discussions
on principle-related issues noted by constituents, particularly for transactions with binding
arrangements. This approach is consistent with IPSASB’s decision to focus on agreeing appropriate
accounting principles in the authoritative text (core text and application guidance) before reviewing
non-authoritative text (illustrative examples and implementation guidance).

Key IPSASB decisions taken have reshaped the approach, structure, and accounting models under
both projects, and are reflected in proposed guidance in the draft IPSAS. The accounting principles
for equivalent revenue and transfer expenses transactions are intended to be consistent, where
appropriate.

The Landscape

5.

The diagram in Appendix 1 was developed to illustrate the revised structures of the Revenue and
Transfer Expenses IPSAS and show how key IPSASB decisions resulting from ED response analysis
have influenced and impacted components of one or both draft IPSAS.

(8 Revenue: Transactions are no longer split between two standards based on whether the
transaction includes a performance obligation (as previously proposed in ED 70 and ED 71).
All revenue transactions will be addressed in a single Revenue IPSAS, with separate
accounting models based on the existence of a binding arrangement.

(b) Transfer Expenses: Only transactions that meet the transfer expenses definition? are
accounted for using the proposed Transfer Expenses IPSAS, with separate accounting models
based on the existence of a binding arrangement.

Staff have also updated the diagram which accompanied the ED issuances in 2020 (to illustrate the
links between EDs 70, 71, and 72) in Appendix 2.

The IPSASB issued three Exposure Drafts in February 2020 for the two projects: Exposure Draft (ED) 70, Revenue with
Performance Obligations, ED 71, Revenue without Performance Obligations, and ED 72, Transfer Expenses.

A transfer expense is defined as “an expense arising from a transaction, other than taxes, in which an entity provides a good,
service, or other asset to another entity (which may be an individual) without directly receiving any good, service, or other asset
in return”.
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Determining the Appropriate Accounting Model for a Transaction

7. The IPSASB agreed that there are several types of revenue and transfer expense transactions in the
public sector, and that the existence of a binding arrangement is a key factor that drives the
appropriate accounting principles. This is because the enforceability of binding arrangements and an
entity’s respective rights and obligations affect the economics of a transaction and therefore inform
the timing of recognition and measurement of revenue and transfer expense transactions to ensure
fair presentation of such transactions.

Table 1: Transactions Under the Accounting Models with Binding Arrangements

Transactions with Binding Arrangements

Transaction | Transactions from arrangements that meet the definition of a binding arrangement® are
types classified as ‘with binding arrangements’. An entity considers the facts and circumstances of
the specific transaction in making this assessment.

Transaction | Revenue: restricted transfers/grants (e.g., capital grants), or provision of distinct goods or
examples services for a third-party beneficiary

Transfer expenses: restricted transfer/grants, or purchase of distinct goods or services for a
third-party beneficiary

Table 2: Transactions Under the Accounting Models without Binding Arrangements

Transactions without Binding Arrangements

Transaction | Transactions from arrangements that do not meet the definition of a binding arrangement, are
types classified as ‘without binding arrangements’.# An entity considers the facts and circumstances
of the specific transaction in making this assessment.

Transaction | Revenue: unrestricted transfers/grants, taxes

examples Transfer expenses: unrestricted transfers/grants

8. The IPSASB'’s discussions to date have focused on the inception of revenue and transfer expense
transactions (i.e., identifying if the transaction is in scope of the proposed IPSAS, determining if the
transaction arises from a binding arrangement, and considering whether the arrangement includes
specific rights and obligations). In 2022, the IPSASB will first finalize the principles for recognition
and measurement under the respective accounting models, and then focus on the presentation and
disclosure principles. After the authoritative principles are finalized, the IPSASB will focus on revising
non-authoritative parts of the respective draft IPSAS.

Decision Required

9. No decision required. This agenda item is for information purposes only to summarize progress and
the impact of IPSASB decisions on the two projects.

A binding arrangement is defined as “an arrangement that confers both rights and obligations, enforceable through legal or
equivalent means, on the parties to the arrangement.” (emphasis added)

Examples of such transactions include: unenforceable arrangements; enforceable arrangements where only one party has
enforceable rights and obligations; or arrangements where the parties only have an enforceable right or obligation (but not both).
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Appendix 1 — Landscape of the Revenue and Transfer Expenses Projects

This diagram illustrates the revised structures of the Revenue (purple) and Transfer Expenses (orange) IPSAS, with sections listed on the left side.
Key IPSASB decisions arising from its discussions on ED comments are listed in the middle, and impact one, or both, draft IPSAS (colored arrows).
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Appendix 2 — Transactions in the Revenue and Transfer Expenses Projects

This diagram is an updated version of an existing diagram (accompanying the issuance of the EDs in 2020) which presented the links between
EDs 70, 71, and 72. This visual illustrates that (1) only some transactions (specifically, transfer transactions) are covered in both projects, but not
all, and (2) the transfer expenses project is focused on a narrow subset of expense transactions in the public sector.

[NOTE: this diagram is not to scale. It is not intended to be an exhaustive list of all revenue or expense transactions in the public sector.]
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Guidance on Relationship Between Definition of Transfer Expense and Existence
of Transfer Provider’s Binding Arrangement Asset

Question
1. Does the IPSASB agree with the staff recommendation?
Recommendation

2. Staff recommend that the IPSASB include additional Application Guidance regarding the definition of
a transfer expense and the recognition of a transfer provider's binding arrangement asset under the
transfer expenses with binding arrangements accounting model.

Background
3. Exposure Draft (ED) 72, Transfer Expenses, defined a transfer expense as:

“An expense arising from a transaction, other than taxes, in which an entity provides a good, service,
or other asset to another entity (which may be an individual) without directly receiving any good,
service, or other asset in return.”

Constituents supported this definition, with no significant issues raised. The IPSASB agreed to retain
this definition at its September 2021 meeting.

4, At its September 2021 meeting, the IPSASB agreed that where the transfer provider in a binding
arrangement transfers cash or other resources prior to the transfer recipient fulfilling its obligations,
the transfer provider's enforceable right to have the transfer recipient fulfill its obligations (or face
consequences outlined in the binding arrangement) meets the definition of an asset.

5. At its December 2021 meeting, some members questioned whether the reference in the transfer
expenses definition to ‘directly receiving any good, service or other asset in return’ (emphasis added)
was consistent with the transfer provider recognizing an asset for the right to have the transfer
recipient fulfill its obligations. These members did not consider the guidance in ED 72 to be sufficient.

6. As a result of these concerns, the IPSASB instructed staff to revise the wording of the draft Transfer
Expenses IPSAS to explain the interaction between the recognition of an asset where resources are
transferred prior to the transfer recipient fulfilling its obligations and the definition of a transfer
expense.

Analysis

7. The definition of a transfer expense excludes any transactions where the transfer provider directly
receives any good, service, or other asset in return for transferring resources to the transfer recipient.
These are covered through other IPSAS or general accrual principles.

8. The right to have the transfer recipient fulfill its obligations (to transfer goods or services to third
parties; to incur eligible expenditure or undertake specified activities; or to construct or purchase a
capital asset) meets the definition of an asset as the IPSASB agreed in September 2021. This asset
is not a good nor a service, and so the question for the IPSASB to consider is whether this asset is
an ‘other asset’ that is directly received by the transfer provider in return for the transfer provider
transferring resources to the transfer recipient.
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In staff's view, the transfer provider’s binding arrangement asset (the right to have the transfer
recipient fulfill its obligations) is not an asset that is directly received by the transfer provider in return
for the transfer provider transferring resources to the transfer recipient, for the following reasons:

(8 The term ‘receive’ implies that another party has transferred the ‘other asset’ to the transfer
provider. This is not the case in respect of a transfer provider's binding arrangement asset
which arises as a result of timing differences between the obligations in a binding arrangement,
not as a result of any transfer of an asset to the transfer provider.

(b)  The term ‘in return’ implies that the ‘other asset’ is the consideration provided by the transfer
recipient to the transfer provider. This is not the case in respect of a transfer provider’s binding
arrangement asset. The consideration to be provided by the transfer recipient is the fulfillment
of its obligations. A transfer provider’s binding arrangement asset arises where the transfer
provider has transferred resources prior to receiving this consideration.

In staff's view, a parallel can be drawn with a prepayment of taxes. Where an entity pays taxes before
they fall due, it will recognize an asset (a prepayment), but does not receive anything from the tax
authority. The transfer provider’s binding arrangement asset is of a similar nature.

This demonstrates that the transfer provider’s binding arrangement asset is not an ‘other asset’ (as
presented in the transfer expense definition) that is directly received by the transfer provider in return
for the transfer provider transferring resources to the transfer recipient.

Staff recommend that the existing ED 72 Application Guidance be amended to reflect the rationale
above. The proposed revised guidance is included in Appendix 1.

The revised Application Guidance explains the interaction between the recognition of an asset where
resources are transferred prior to the transfer recipient fulfilling its obligations and the definition of a
transfer expense.

Decision Required

13.

Does the IPSASB agree with the staff recommendation?
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Appendix 1 — Proposed Guidance

Purpose Sources Draft Guidance Change ID

Core Text

Definitions (unchanged)

Definition of ED 72.8 A transfer expense is an expense arising from a transaction, other than taxes, in which an entity
transfer expense  Proposed guidance  provides a good, service, or other asset to another entity (which may be an individual) without directly
receiving any good, service, or other asset in return.

Purpose Sources Draft Guidance Change ID

Application Guidance

Definitions
Definition of ED 72.AG6 This [draft] Standard defines a transfer expense as an expense arising from a transaction, other than taxes, in 21.09-F
transfer expense ~ Proposed guidance ~ which an entity (the transfer provider) provides a good, service, or other asset to another entity (the transfer 21.12-1

recipient, which may be a public sector entity, a not-for-profit organization, an individual or another entity)
without directly receiving any good, service, or other asset in return. A key part of the definition is that the
transfer provider does not directly receive a good, service, or other asset in return for transferring resources to
the transfer recipient.

Proposed guidance A transfer provider’s binding arrangement asset is the right to have the transfer recipient fulfil its obligations and ~ 21.12-I
arises where the transfer provider has transferred resources to the transfer recipient prior to the transfer
recipient fulfilling its obligations. A transfer provider’s binding arrangement asset is not a good, service or other
asset directly received by the transfer provider in return for transferring resources to the transfer recipient
because:

(@)  Atransfer provider's binding arrangement asset is not a good or service.

(b)  The transfer provider does not receive the transfer provider’'s binding arrangement asset, which would
require another party to have transferred the binding arrangement asset. The transfer provider’s binding
arrangement asset arises as a result of timing differences between the respective obligations in a binding
arrangement, not as a result of any transfer to the transfer provider.

(c) The transfer provider’s binding arrangement asset is not consideration provided by the transfer recipient
in return for the transfer provider transferring resources to the transfer recipient. That consideration is the
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Draft Guidance Change ID
fulfillment by the transfer recipient of its obligations. The transfer provider’s binding arrangement asset is
not recognized in return for the transfer provider transferring resources to the transfer recipient.
In determining whether a transaction meets the definition of a transfer expense, the transfer provider does not
directly receive any good, service, or other asset in return for transferring resources to the transfer recipient
where the only asset that will be recognized by the transfer provider as a result of the binding arrangement is a
transfer provider’s binding arrangement asset.
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A New Term for the Single ‘Concept’ of Obligations in Binding Arrangements
Question

1. Does the IPSASB agree with staff and Revenue and Transfer Expenses Drafting Group (‘Drafting
Group’) recommendations?

Recommendations
2. Staff and the Drafting Group recommend the IPSASB:

(8) Proceed with the approach of using a single ‘concept’ for obligations in binding arrangements
in revenue accounting, with additional considerations for exchange-type transactions where
necessary; and

(b)  Formally agree to use the new term ‘compliance obligation’ for binding obligations arising from
revenue transactions with binding arrangements.

Background

3. The IPSASB first considered comments related to the distinction between ‘present obligations’ and
‘performance obligations’, as presented in the Revenue Exposure Drafts (ED) 71 and 70 respectively,
in March 2021. The IPSASB noted that:

(&) The intent was for these terms to represent separate types of public sector revenues, help
demonstrate IFRS alignment, and maintain the existing allocation of guidance for different
revenue types in IPSAS; and

(b)  The concept captured by the term ‘present obligation’ in ED 71 is narrower than in the IPSASB
Conceptual Framework: it is a legally binding obligation in a binding arrangement, which is a
unit of account for revenue accounting.

4, The IPSASB made several principle-related decisions as it explored the issue and underlying
concepts throughout 2021 (see detailed list of IPSASB decisions in Appendix 1). The IPSASB also
decided to use a single term, [performance obligation], to describe any legally binding obligation in a
binding arrangement, subject to further review, and to extend the existing ED 70 definition of a
‘performance obligation’ to encompass the existing ED 71 ‘present obligation’.

Analysis
Why a Different Term is Necessary

5. In February 2022, the Drafting Group reviewed staff's drafting to ensure revised authoritative
guidance is clear and fully reflects the IPSASB’s overall revised approach, specifically:

(a) Authoritative text with the intention of writing from a “clean slate” (and incorporate existing
guidance where useful) rather than by simply combining existing guidance (Appendix 2); and

(b) Basis for Conclusions to reflect the Board’s complex discussions in its review of ED responses
and its journey to this current revised approach (Appendix 3).

6. This approach appropriately:

(a8 Addresses constituent concerns and focuses on the principles — The new approach
focuses on a single ‘concept’ in the accounting model for revenue with binding arrangements

Agenda Item 8.2.3
Page 1

Page 26 of 189


https://www.ifac.org/system/files/meetings/files/5-Revenue_Final.pdf

Revenue and Transfer Expenses Ag e n d a Item

IPSASB Meeting (March 2022) 8 2 3

and emphasizes that while there may be different types of revenues, the key accounting
principles are consistent.

(b) Improves understandability and usability of the IPSAS — The applicable accounting model
is now based on the existence of a binding arrangement rather than whether such a binding
arrangement includes a ‘performance obligation’ (ED 70) or ‘present obligation’ (ED 71).
Eliminating the term ‘present obligation’ in revenue guidance avoids confusion with the broader
concept in the Conceptual Framework.

(c) Maintains alignment with IFRS 15 principles, where appropriate — This approach continues
to reflect the prevalence of public sector transactions while maintaining alignment with IFRS
15 principles and the five-step model, where appropriate. The revised definition of a
[performance obligation] also encompasses the IFRS ‘performance obligation’ (similar to how
the IPSASB definition and concept of binding arrangement encompasses the IFRS ‘contract’).

However, the use of the term ‘performance obligation’ is not appropriate. Staff and the Drafting Group
propose the IPSASB replace ‘performance obligations’ in order to:

(8) Use consistent terminology between IFRS and IPSAS if it has a consistent meaning —
Key advice from CAG members is that private sector terminology should be used consistently
when developing IPSAS.5 This means when we use a term from IFRS, the meaning should be
consistent with the meaning in IFRS. However, the IPSASB’s proposal to adapt the definition
of a ‘performance obligation’ to capture the existing ‘present obligation’ concept from ED 71
would result in a definition that does not have the same meaning in IFRS. Rather, the newly
proposed definition of a ‘performance obligation’ encompasses a wider concept that is more
reflective of public sector revenue from binding arrangements; and

(b) Improvethe understandability and usability of the proposed IPSAS — Using the same term
in the EDs and the proposed IPSAS in different ways may create confusion for constituents
who have closely followed the project since inception and users of the final IPSAS in
understanding the Basis for Conclusions. Like the preceding rationale, it would be similarly
sensible to use a different term when describing a different concept in IPSAS.

Proposed New Term and Definition

8.

Staff and the majority of Drafting Group members recommend the term ‘compliance obligation’ be
used to describe an entity’s legally binding obligations arising from revenue transactions with binding
arrangements. On balance, the use of the word ‘compliance’ would better capture the concept in
revenue accounting with binding arrangements and would generally allow for more effective and
understandable drafting.

Staff and the Drafting Group’s draft definition of this term (below) encompasses the IFRS
‘performance obligation’ and encapsulates the public sector considerations previously presented as
‘present obligations’ in ED 71. This approach is similar to how the IPSASB definition and concept of
‘binding arrangement’ encompasses the IFRS ‘contract’:

“A [compliance obligation] is an entity's promise, or series of promises, in a binding
arrangement to use resources in a specified manner. The promise to use resources in a

5

See Approved Minutes from the June 2017 CAG meeting.
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specified manner may entail a transfer of a good or service to a specific external party or parties
(i.e., a purchaser or third-party beneficiary).”

Decision Required

10. Does the IPSASB agree with the staff and Drafting Group recommendations?
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Appendix 1 — Summary of Relevant IPSASB Discussions and Decisions

1.

Several IPSASB principle-related discussions and decisions have contributed to the overall decision
to use a single concept for an entity’s obligations in a revenue transaction with a binding arrangement.

Nature of an Entity’s Obligations in a Binding Arrangement:

2.

Obligations are binding when an entity has little or no realistic alternative to avoid them. Binding
obligations can be legal obligations or non-legally binding obligations, and may give rise to a liability.
(The IPSASB 2014 Conceptual Framework, and ED 81, Conceptual Framework Update: Chapter 3,
Qualitative Characteristics and Chapter 5, Elements of Financial Statements 5.15-5.15A)

An entity’s obligation in a binding arrangement in revenue accounting (previously “present obligation”
or “performance obligation” in the Revenue EDs) is narrower than the concept in the Conceptual
Framework: it is a legally binding obligation in a binding arrangement, which is a unit of account for
revenue accounting, to use resources in compliance with the terms of the binding arrangement.
(December 2021 Agenda Item 8)

Similarities and Differences Between Present Obligations (ED 71) and Performance Obligations (ED 70):

4,

Key similarities: Both present obligations and performance obligations are legally binding
obligations arising from binding arrangements, which require an entity to use resources in a specific
way. Both are units of account to determine distinct components in a binding arrangement, and would
be described in sufficient specificity in a binding arrangement in order for each party to hold the other
parties accountable. (December Agenda Item 8)

Key differences: Present obligations and performance obligations have different economic
substances®, and the latter is a subset that comprises a minority of public sector revenues.
Specifically, performance obligations require a transfer to an external party (i.e., either back to the
resource provider/purchaser, or to an identified third-party beneficiary), which provides a clearer and
more objective indicator of specificity and transfer of control and thus a more precise account for the
recognition and measurement of revenue. (March Agenda Item 5 and October 2021 Agenda Item 3)

One Revenue IPSAS with a Single Accounting Model for Revenue with Binding Arrangements:

6.

Present accounting guidance in a single IPSAS, with separate models for revenue transactions
(1) without binding arrangement and (2) with binding arrangements. (October Agenda Item 3)

While there are identifiable differences in economic substance, present obligations and performance
obligations have the same underlying concept and should be merged into a single revenue
accounting concept. The fundamental accounting principles are consistent (driven by the
enforceability of the binding arrangement from which they arise). (October Agenda Item 3 and
December Agenda ltem 8)

Adopt the term ‘performance obligation’ for this merged concept of a legally binding obligation in a
revenue transaction with a binding arrangement, subject to further review. Extend the existing ED 70
definition of a performance obligation to encompass the existing ED 71 ‘present obligation’ concept.
(December Agenda Item 8)

6

Constituents noted that some concepts in the existing IPSAS 23 approach were difficult to apply in practice. The IPSASB
acknowledged in this project that the exchange/non-exchange distinction exists as an underlying economic concept but decided
to move away from using these terms to classify and account for revenue.
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Appendix 2 — Excerpt: Authoritative Text for Identifying a [Compliance Obligation]

This excerpt of authoritative guidance has been reviewed by the Drafting Group.

Purpose

Sources Draft Guidance

8.2.3

Board discussio

(Agenda Item 8.3.2)

n

Core Text - Excerpt

Step 2: BA-
compliance
obligation, at

least one per BA

Step 2: BA-
Identify promises
to use resources
which may

qualify as an

Step 2: Identifying [Compliance Obligations] in a Binding Arrangement

ED 71.14, At the inception of a binding arrangement, an entity considers its obligations in the binding

ED 71.23, arrangement and shall identify each distinct promise to use resources in a specified manner as a
Board [compliance obligation]. A binding arrangement has at least one [compliance obligation] because its
decision enforceability holds the entity accountable for satisfying its obligations of the arrangement, for which

the entity has little or no realistic alternative to avoid.
ED 70.21, A [compliance obligation] is either:

ED 81 unit of (@) A promise to use resources in a specified manner geod-erservice{ora-bundle-ef goods-orservices)

account that is distinct; or

guidance, (b) A series of distinct promises to use resources in a specified manner geeds-erservices that are
Board substantially the same in characteristics and risks and that have the same pattern of use transferto-the
decision purchaser-orthird-party-beneficiary (see paragraph 22).

Paragraphs AG32-AG42 provide additional guidance on identifying [perfermanee compliance obligations].
ED 70.22, A series of distinct promises to use resources in a specified manner goeds-ersenvices has the same pattern
Board of use transferto-the-purchaserorthird-party-beneficiary if both of the following criteria are met:

decision (a) Each distinct promise to use resources in a specified manner geod-er-sepviee in the series thatthe
entity-promises-to-transferto-the purchaser-orthird-party-beneficiary would meet the criteria in
paragraph 34 to be a [perfermance compliance obligation] satisfied over time; and
(b) In accordance with paragraphs 38-39, the same method would be used to measure the entity’s
progress towards complete satisfaction of the [perfermanee compliance obligation] te-transfereach

Promises to Use Resources

ED 70.23, A binding arrangement generally explicitly states the entity’s promises to use resources in a specified manner
Board to fulfill its obligation in the binding arrangement and achieve specific objectives. However, the [perfermance
decision compliance obligations] identified in a binding arrangement may not be limited to the promised uses of

resources explicitly stated in that binding arrangement. This is because a binding arrangement may also
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Purpose Sources Draft Guidance Board discussion
(Agenda Item 8.3.2)
individual include promises to use resources in a specified manner that are implied by an entity’s customary practices, Editorials
compliance published policies or specific statements if, at the time of entering into the binding arrangement, those
obligation promises create a valid expectation of the purehaser transfer provider that the entity will perform, and are of
sufficient specificity for them to be able to hold the entity accountable.

ED 70.24, [Perfermanee Compliance obligations] do not include activities that an entity must undertake to fulfill a binding  21.12-C

Board arrangement unless the performance of those activities uses resources in a manner clearly specified in the 21.12-D

decision binding arrangement. For example, an entity may need to perform various administrative tasks to set up a Editorials

binding arrangement. The performance of those tasks dees-is not a promise to use resources in the specified
manner as the tasks are performed. Therefore, those setup activities are not a [perfermanee compliance

obligation].
Step 2: BA— Identifying Distinct Promises to Use Resources
Distinguish ED 70.26, A [compliance obligation] is a unit of account in a revenue transaction with a binding arrangement that 21.12-C
individual ED 81 unit of represents a distinct promise or group of promises to use resources in a specified manner to which 21.12-D
compliance account recognition criteria and measurement concepts are applied. An entity’s promise in a binding arrangement is Editorials
obligations guidance, distinct if both of the following criteria are met:
Board (a) The promise to use resources in a specified manner can generate other resources which provide a right
decision to economic benefits and/or service potential either on its own or together with other resources that are
readily available to the entity or another party or parties (i.e., the promise is capable of being distinct);
and

(b) The entity’s promise to use resources in a specified manner is separately identifiable from other
promises in the binding arrangement (i.e., the promise is distinct within the context of the binding

arrangement).
ED 70.27, A promise to use resources in a specified manner generates other resources that provide a right to economic 21.12-C
ED 81 unit of benefits and/or service potential in accordance with paragraph 26(a) [above] if the resources can be used or 21.12-D
account consumed in a way that generates economic benefits or service potential through its output or outputs. The Editorials
guidance, economic benefits or service potential may be generated on its own, or in conjunction with other readily
Board available resources. A readily available resource is a good or service that is seld used separately (by the
decision entity or another entity) or areseurce-thatthe purchaser-has already obtained from-the-entity (including-goods

binding-arrangement)-or from other transactions or events. Various factors may provide evidence that the
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Board discussion
Purpose Sources Draft Guidance
(Agenda Item 8.3.2)
entity or another party can generate the economic benefits or service potential from the promised used of
resources in the specified manner, either on its own or in conjunction with other readily available resources.
For example, the fact that the entity regularly uses resources in the specified manner would indicate that the
entity can generate the economic benefits or service potential from the good or service on its own or with

other readily available resources.

ED 70.28, An entity’s [compliance obligation] is separately identifiable in accordance with paragraph 26(b) [above] if the 21.12-C
Board nature of the [compliance obligation], within the context of the binding arrangement, is a promise to use 21.12-D
decision resources in individually specific ways rather than in a combined manner. Factors that indicate that two or Editorials

more promises to use resources in a specific manner are not separately identifiable (i.e., are not distinct
[performanee compliance obligations]) include, but are not limited to, the following:

(a) The entity provides a significant service of integrating the output from a promise in the binding
arrangement with the output from other promises in the thatrepresentthe-combined-output-oroutputs
forwhich-entered-into-a binding arrangement. {n-etherwords,t The entity is using the resources as
inputs to produce or deliver the combined output or outputs specified by the transfer provider. A
combined output or outputs might include more than one phase, element, or unit.

(b) One or more of the outputs from using the resources in the specified manner significantly modifies or
customizes, or are significantly modified or customized by, one or more of the other outputs from using
the resources in the binding arrangement in the specified manner.

(c) The outputs from using the resources in the specified manner are highly interdependent or highly
interrelated. tr-etherwerds.—eEach of the outputs is significantly affected by one or more of the other
outputs in the binding arrangement. For example, in some cases, two or more outputs are significantly
affected by each other because the entity would not be able to fulfill satisfy its promises by using
resources independently.

ED 70.29, If a promise to use resources in a specified manner is not distinct from other promises, an entity shall combine 21.12-C
Board that with other promises until it identifies a bundle of promises that is distinct (i.e., a combined [compliance 21.12-D
decision obligation]). In some cases, that wewld may result in the entity accounting for all the promises promised in a

binding arrangement as a single [compliance obligation].
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Draft Guidance

8.2.3

Board discussion
(Agenda Item 8.3.2)

Application Guidance - Excerpt

Promises to Use Resources

Step 2: BA-
Compliance
obligations, use

of resources

ED 71.AGS,
ED 81
resources
guidance,
Board decision

ED 70.AG32,
ED 70.AG33

ED 70.AG35,
ED 70.AG39,
Board decision

ED 70.AG36,
ED 70.AG37

A [compliance obligation] is an entity’s distinct promise to use resources in a specified manner to fulfill its
obligation in the binding arrangement and achieve specific objectives. These specific objectives may be

21.12-A
21.12-B

incremental to the entity’s service delivery objectives, or additional objectives in which the entity has engaged Editorials

in through the binding arrangement. The promise to use resources may generate other resources (i.e.,
outputs that provide rights to economic benefit or service potential, or both) for the entity itself, or another
external party (such as the transfer of goods or services back to the transfer provider, or to a 3rd party
beneficiary, which generally have a greater degree of specificity. See paragraphs xx-xx [“Promises to Use
Resources for Another Party” section] for further guidance). The entity may alse receive the benefit of the
good or service but directs the use of the benefit to other parties.
This Standard requires an entity to appropriately identify any [perfermance compliance obligations] when it
enters into a binding arrangement (Step 2 of the revenue recognition model), and then recognize revenue as
or when it satisfies each of the identified [compliance obligations] in compliance with the terms and conditions of
the binding arrangement.
In the public sector, identifying [peHermanee compliance obligations] may require significant judgment. A
necessary condition for identifying a [perermanee compliance obligation] is that the promise must be sufficiently
specific to be able to determine when that [perfermance compliance obligation] is fulfilled satisfied. An entity
considers the following factors in identifying perfermance-obligations-which-are whether a promise is sufficiently
specific an-entity-considers-the following-factors:

(a) The nature or type of the promise to use resources;

(b) The cost or value of the outputs from the promise to use resources;

(c) The quantity of the outputs from the promise to use resources; and
(d) The period over which the promise to use resources occurs.
The existence of performance indicators in relation to the delivery-ofgoeds-and-sersees promises may, but does
not necessarily, indicate the existence of a [perermanee compliance obligation] as defined in the Standard. A

performance indicator is a type of performance measurement (either quantitative, qualitative or descriptive) used to

evaluate the success and extent to which an entity is using resources, providing services and achieving its service

performance objectives. A performance indicator dees-rot-typically-specify-the-goods-orservices-to-be-transferred
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Board discussion

Sources Draft Guidance
(Agenda Item 8.3.2)

and is often an internally imposed indicater measure of performance and therefore not a [perormanece compliance

obligation].
Promises to Use Resources Internally
ED 71.15, In many instances, resources in the form of goods, services, or other assets are transferred to a public sector  Editorials
ED 71.48 entity by a transfer provider pursuant to binding arrangements with the expectation and/or understanding that

they will be used for particular purposes and, therefore, that the transfer recipient will act or perform in a
particular way. Examples of resources transferred to a public sector entity in transfers;-established-by a
binding arrangement that-requirea-present-obligation-be-satisfied; may include:

(a) Transfers from national governments to provincial, state or local governments;

(b) Transfers from state/provincial governments to local governments;

(c) Transfers from governments to other public sector entities;

(d) Transfers to governmental agencies that are created by laws or regulation to perform specific

functions with operational autonomy, such as statutory authorities or regional boards or authorities;

and
(e) Transfers from donor agencies to governments or other public sector entities.
: —— liaati v
ED 71.47 A transfer provider in the binding arrangement would have the ability to enforce the use of resources in the 21.06-D
specified way to achieve specific objectives and hold the transfer recipient accountable in complying with Editorials

such terms. The [compliance obligations] may be imposed by requirements in binding arrangements
establishing the basis of transfers, —Fhey or may alse arise from the normal operating environment, such as
the recognition of advance receipts.

Promises to Use Resources for Another Party

ED 71.AG7, In some instances, an entity’s promise to use resources in a binding arrangement may generate distinct good 21.03-G
ED 81 resource  Or service to be transferred to an external party or parties (i.e., to the transfer provider or a third-party 21.03-H
guidance beneficiary) identified in the binding arrangement, in compliance with the terms and conditions of the binding  21.12-A
Board decision  arrangement. In practice, a-transferreeipient an entity will consider whether it maintains control of the 21.12-B

resources provided-by-the-transfer-provider or the resources provided-by-the-transfer-providerto-the-transfer Editorials

recipient-are converted into a good and/or service and are required to be transferred to the transfer provider,
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Draft Guidance

or to a third-party beneficiary. In this case, the transfer provider in such binding arrangements is effectively a
purchaser of distinct goods or services from the entity.

A key feature distinguishing an entity’s promise to transfer a distinct good or service from other promises in
the binding arrangement is the clear identification of an external party receiving the distinct goods or
services. A binding arrangement which imposes an obligation on an entity to transfer a distinct good or
service to a specified external party (i.e., the purchaser or a specified third-party beneficiary) generally
provides a clear indicator of specificity and transfer of control of the economic benefits and service potential
of the resources from the entity to the external party.

Depending on the binding arrangement, premised goods or services promised in a [compliance obligation]
may include, but are not limited to, the following:

(a) Provision of goods produced by an entity (for example, inventory such as publications or municipal
water provided for a fee);

(b) Goods purchased by an entity provided to citizens (for example, waste collection hins);

(c) Resale of rights to goods or services purchased by an entity (for example, an emission allowances
resold by an entity acting as a principal, see paragraphs AG77-AG85);

(d) Provision of goods or services by an entity to third-party beneficiaries (for example a vaccination
program for children provided by a hospital that was funded by a government for that purpose);

(e) Performing a task for a purchaser that is specified in the binding arrangement (for example,
management of water facilities);

() Providing a service of standing ready to provide goods or services (for example, paramedics on site at
an athletic competition organized by a community group);

(9) Providing a service of arranging for another party to transfer goods or services to a purchaser or third-
party beneficiary (for example, the Post Office acting as an agent of another party by collecting
telephone and electricity payments, see paragraphs AG77—-AG85);

(h) Granting rights to goods or services to be provided in the future that a purchaser can resell or provide
to its customer (for example, the health department providing drugs and supplements to pharmacies
promises to transfer an additional good or service to clinics that purchase the drugs and supplements
from the pharmacies);

(i) Constructing, manufacturing or developing an asset on behalf of a purchaser; (for example, a
government works department building a recreational facility for another municipality);
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Draft Guidance

(j) Granting licenses (see paragraphs AG100-AG113); and
(k) Granting options to purchase additional goods or services (when those options provide a purchaser
with a material right (see paragraphs AG86—AG90).
An entity earns and recognizes revenue when it satisfies a [perfermanece compliance obligation] by transferring a
promised good or service to a purchaser or third-party beneficiary. The transfer of the good or service is indicated
when the purchaser or third-party beneficiary gains control of the promised goods or services. Paragraph 7
provides indicators of control, which include:
(a) The ability to direct the use of, and obtain substantially all of the remaining economic benefits or service
potential from, the asset; and

(b) The ability to prevent others from directing the economic benefits or service potential embodied in the asset.

Identifying Distinct Promises to Use Resources for Another Party

Board decision

ED 70.AG38,
ED 81 resource
guidance,
Board decision

ED 70.26,
ED 81 resource
guidance,

Board decision

Promises to transfer distinct goods or services to an external party are generally have a greater degree of
specificity. An entity is required to clearly identify such [compliance obligations] in order to complete a more
objective analysis and precise account for the recognition and measurement of revenue from these
transactions.

A good or service promised in a binding arrangement is distinct if both of the following twe criteria are beth met
(see paragraph 26):

(a) The promise to use resources in a specified manner can generate other resources that provide rights
to economic benefits and/or service potential either on its own or together with other resources that
are readily available to the entity or another party or parties (i.e., the promise is capable of being
distinct); and

(b) The entity’s promise to use resources in a specified manner is separately identifiable from other
promises in the binding arrangement (i.e., the promise is distinct within the context of the binding
arrangement).

In binding arrangements where the entity is required to use resources to transfer a distinct good or service to
an external party (i.e., to the purchaser or a third-party beneficiary), apurehaserthe promise to use
resources to transfer a good or service can generate other resources that provides rights to the economic

benefits and/or service potential from-the-goed-orservice-transterred-to-a-third-party-beneficiary when the

entity’s transfer of the good or service to an external party te-the-third-party-beneficiary contributes to the
purchaser achieving its service delivery objectives.

Agenda ltem 8.2.3
Page 11

8.2.3

Board discussion
(Agenda Item 8.3.2)

Editorials

21.03-H
Editorials

21.12-C
21.12-D
Editorials

21.12-C
21.12-D

Page 36 of 189



Purpose

Sources

ED 70.AG39,
Board decision

Revenue and Transfer Expenses Ag e n d a Item

IPSASB Meeting (March 2022) 8 2 3

Board discussion

Draft Guidance
(Agenda Item 8.3.2)

[Compliance obligations] that require the premised transfer of the promised goods and services to a specific 21.03-G
external party ina-promise-need-to-be are separately identifiable (i.e., distinct) butthe-promises-in-a-binding
arrahgementmust-alse-be-sufficiently-speeific from other promises in the same binding arrangement to allow for

the purchaser to be able to determine when that performance-obligation promise is fulfilled satisfied. Therefore; It is

possible to have several [perfermance compliance obligations] in one binding arrangement.
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Appendix 3 — Excerpt: Basis for Conclusions

This excerpt of Basis for Conclusions has been reviewed by the Drafting Group.

Purpose Sources

Draft Guidance

8.2.3

Board discussion

(Agenda Item 8.3.2)

Basis for Conclusions - Excerpt

[Performance Obligations] in a Binding Arrangement

Present Board
obligations and decision
performance

obligations

Confirmed
summary with
DG

Analysis
Board
decision —
summary

point A

Board
decision —

The IPSASB noted that most respondents to ED 70 and ED 71 acknowledge that there are separate types of
revenue in the public sector and generally agreed with the distinction between ‘present obligations’, as
described in ED 71, and ‘performance obligations’, as defined in ED 70. However, some respondents
indicated that the distinction is not clear or is difficult to apply in practice. As a consequence, it may be unclear
which proposed standard and set of principles would apply to a specific transaction.

As a result of the comments from respondents, the IPSASB:

a) Reflected on the similarities and differences between ‘present obligations’ as proposed in ED 71 and
‘performance obligations’ as proposed in ED 70;

b) Considered whether the differences warranted different accounting principles for revenue with present
obligations compared with revenue with performance obligations; and

¢) Clarified proposed guidance to better explain the concepts in a principled manner.

Similarities and Differences
During its review of comments from respondents, the IPSASB acknowledged that present obligations and
performance obligations both:

a) Arise from transactions with binding arrangements, and thus are legally binding obligations (i.e.,
enforceable through legal or equivalent means);

b) Are described with sufficient specificity in the binding arrangement in order to enable each party in the
binding arrangement to hold the other party or parties accountable to satisfy their respective obligations
in a specified manner, in compliance with the terms and conditions of that binding arrangement; and

c¢) Are units of account to determine distinct components in a binding arrangement, which are used as
mechanisms to recognize and measure revenue as an entity satisfies its obligations in that binding
arrangement.

Reflecting on the differences, the IPSASB clarified that the notion of a present obligations was intended to
reflect non-exchange type public sector transactions arising from binding arrangements previously covered by
IPSAS 23, whereas a performance obligation was intended to reflect exchange-type public sector transactions
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Agenda Item
8.2.3

Board discussion
(Agenda Item 8.3.2)

previously in IPSAS 9 and IPSAS 11 (and comparable to commercial transactions in the private sector, in
scope of IFRS 15, Revenue from Contracts with Customers). Consistent with its decision to acknowledge the
economic substance of these transactions, but to move away from using exchange and non-exchange to
classify revenue, the Board further considered how to better distinguish the two types of obligations in a

binding arrangement.

A performance obligation as presented in ED 70 is an entity’s obligation that requires a transfer to an external ~ 21.03-G
party (i.e., from the entity back to the transfer provider (purchaser) or to an identified third-party beneficiary). 21.03-H
This would not capture revenues from public sector transactions, like capital grants, where the promise to use  Editorials

resources in a specific manner on their own or together with other resources does not include an explicit
promise to transfer specific goods or services to an external party. The outputs from the entity’s use of
resources in a performance obligation as presented in ED 70 are transferred out of the entity in the form of

distinct goods or services to another party. A legally binding obligation which requires a transfer out of the
entity to an external party generally requires greater specificity and clearly identifiable actions for the entity to
perform, thereby providing more objective and potentially more specific identification, recognition, and

measurement of revenue.

Impact on Accounting Principles

The IPSASB noted that, while there are identifiable differences between these two types of revenue and the 21.03-G
party receiving the outputs from the entity’s satisfaction of its obligations in a binding arrangement may differ, 21.10-A implicit
the underlying concept for present obligations and performance obligations are the same: both entail a

specific action for the entity to use provided resources in a specified manner. Of significance is the

enforceability of the binding arrangement from which it arises, as this enforceability informs the recognition
and measurement accounting principles to appropriately reflect the economic substance of revenue from
binding arrangements. As such, the key accounting principles are consistent for both types of obligations in a

binding arrangement.
Presenting Revised Guidance

The IPSASB’s conclusion that the performance obligations in ED 70 are a subset of present obligations in 21.10-A
ED 71 that comprise a minority of public sector revenues, and that key accounting principles are consistent for
both types of obligations were contributing factors to its decision to combine revenue guidance into a single

IPSAS.
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IPSASB Meeting (March 2022)

Draft Guidance
(Agenda Item 8.3.2)

21.12-E
Editorials

When considering how to clarify accounting guidance, the IPSASB noted that the concept of a ‘present
obligation’ in the revenue context is narrower than in the Conceptual Framework for General Purpose
Financial Reporting by Public Sector Entities (the Conceptual Framework). A present obligation is a unit of
account in revenue accounting, and is a legally binding obligation in a binding arrangement to use resources
in compliance with the terms of the binding arrangement. Present obligations in the Conceptual Framework
are legally or non-legally binding obligations, and are used more generally to describe an entity’s obligations.
A term other than ‘present obligation’ would more clearly describe and define the concept for revenue
accounting purposes.

21.12-A
21.12-B
Editorials

[This BC will be further updated based on the IPSASB discussion and decision on Agenda Item 8.2.3]

Since performance obligations in ED 70 are a subset of present obligations, and both represent the notion of
an enforceable promise or requirement arising from a transaction with a binding arrangement, the IPSASB
decided to adopt the new term ‘compliance obligation’ to describe all obligations arising from revenue
transactions with binding arrangements. This term and concept would encompass performance obligations (as
presented in ED 70 and in alignment with IFRS 15, to capture revenues from transactions that transfer distinct
goods or services to an external party) and present obligations (as presented in ED 71, to also capture
revenues from public sector transactions that do not transfer distinct goods or services to an external party).
The existing definition of ‘performance obligation’ (proposed in ED 70) has been revised accordingly to reflect
that an entity’s obligations in binding arrangements require the entity to use resources in a specified manner
(i.e., present obligations previously proposed in ED 71) and one such use in a specified manner may require a
transfer of goods or services to an external party (i.e., performance obligations previously proposed in ED 70).
This definition of a compliance obligation is intended to incapsulate the concept as presented in IFRS 15, but
revised to better capture public sector transactions arising from binding arrangements where an entity would
promise to use resources in a specified manner other than to transfer distinct goods or services to an external
party.

The IPSASB provides further guidance to highlight any additional considerations for the entity in applying the 21.03-G
21.10-A implicit
Editorials

accounting principles to [performance obligations] which require a specific, distinct transfer of goods or
services to an external party. Such performance obligations to transfer goods or services to an external party
generally entail a clearly discharge of an entity’s obligation in the binding arrangement. These additional
considerations are intended to help an entity account for the deferral and recognition of revenue to better
reflect the nature of such obligations.

Agenda ltem 8.2.3
Page 15

Page 40 of 189



Revenue and Transfer Expenses Ag e n d a Item

IPSASB Meeting (March 2022) 8 2.4

Uncertainty of Enforcing Transactions with Binding Arrangements
Question
1. Does the IPSASB agree to incorporate the proposed non-authoritative guidance?
Recommendations
2. Staff recommend the IPSASB:
(& Add Implementation Guidance proposed in paragraph 8 on accounting implications; and

(b) Clarify in existing Basis for Conclusions that an entity’s subsequent intention to exercise its
ability to enforce its binding arrangement, and to what extent, is a subsequent measurement
consideration and is important from an accountability perspective.

Background

3. The IPSASB discussed enforceability during its March 2021 and June 2021 meetings as it is integral
to the concept and definition of a binding arrangement. The IPSASB confirmed that:

(8 An entity should assess whether identified mechanisms in an arrangement provide the entity
with the ability to enforce the terms of the arrangement, through legal or equivalent means,
and hold the parties accountable to fulfilling their obligations; and

(b)  This enforceability assessment occurs at inception, and when a significant external change
indicates that there may be a change in the entity’s ability to enforce that arrangement.

4, The IPSASB noted that uncertainty of enforcement is a measurement issue and requested staff to
assess further and propose guidance.

Analysis
The Accounting Implications of Management Decisions

5. At the inception of an arrangement, an entity first determines whether it has the ability to enforce its
arrangement. After this assessment at inception, the entity’s subsequent intention or choice to
exercise its enforcement ability does not change the substance of the binding arrangement (nor
preclude the entity from applying the accounting model with binding arrangement). Rather, it may
indicate that a subsequent remeasurement is required for any recognized assets if the entity’s
decision is not likely to be reversed. Appendix 1 presents scenarios and accounting implications when
only one party has fulfilled its obligations in a binding arrangement.

(8) Scenario 1 (resource provider fulfills its obligation in a binding arrangement first) — The
resource provider will need to consider the extent to which it intends to enforce its right in the
binding arrangement?’, as this will inform:

0] The revised measurement of the asset associated with its right to have the resource
recipient fulfill its obligation; and

(i)  Any potential losses of resources already transferred and not recoverable.

7 If the entity is not able to choose the extent to which it will exercise its ability to enforce, this may indicate that the arrangement

is not actually enforceable and thus not a binding arrangement. In such cases, the entity should reassess whether it truly has the
ability to enforce its rights and obligations in the arrangement through legal or equivalent means.

Agenda Item 8.2.4
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(b) Scenario 2 (resource recipient fulfills its obligation in a binding arrangement first) — The
resource recipient will need to consider the extent to which it intends to enforce its right in the
binding arrangement, as this will inform:

0] The revised measurement of the receivable or binding arrangement asset based on the
consideration it expects to receive from the resource provider according with the terms
of the binding arrangement, and

(i)  Bad debts expense related to revenues earned and recognized for obligations already
fulfilled by the resource recipient.

Public Finance Management Considerations

6.

From the broader public financial management perspective, the purpose and intention of enforceable
transactions, such as those arising from binding arrangements, is to allow the parties in the
arrangement to achieve specific public service objectives. The ability to enforce these arrangements
ensures an entity is held accountable and is able to hold other engaged parties accountable, thereby
facilitating strong public financial management. Appropriately reporting and disclosing information
related to these arrangements enables public sector entities to be transparent to its constituents.

Although an entity has the ability, the entity may not intend/choose to exercise its enforceability
mechanisms in the binding arrangement when the other party or parties are non-compliant. This
intention to not exercise its ability to enforce may be based on various factors, for example, the
relationship with the other parties in the binding arrangement, jurisdictional considerations, or specific
circumstances subsequent to initially entering the binding arrangement.

Proposed Guidance

8.

The draft Revenue and Transfer Expenses IPSAS include core text and application guidance on an
entity’s assessment of its ability to enforce its arrangement, at inception. Additional Implementation
Guidance would help entities better understand the accounting implications of any intentions, after
inception, to not exercise its ability to enforce a binding arrangement:

Does a change in an entity’s intention to enforce its rights in a binding arrangement, after
inception, have accounting implications?

An entity determines whether it has the ability to enforce its rights and obligations in an
arrangement at inception, which informs the existence of a binding arrangement and the
applicable accounting model. An entity’s intention to exercise this ability, subsequent to inception,
does not impact this initial assessment nor the initial recognition and measurement of the
transaction. However, a change in an entity’s intention to enforce, and to what extent, may impact
the subsequent measurement of its receivables or binding arrangement assets associated with its
right(s). The implication on subsequent measurement depends on whether the decision is not
likely to be reversed and the extent of the entity’s intention to not enforce its right.

Staff also propose that the IPSASB enhance existing Basis for Conclusions to clarify that an entity’s
intention to not exercise its ability to enforce its right in a binding arrangement, and to what extent, is
a subsequent measurement consideration and is important from a public finance management
perspective.
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Decision Required

10. Does the IPSASB agree with the staff recommendations?
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Appendix 1 —When a party may enforce the terms of its a binding arrangement

Staff considered scenarios when, after entering into a binding arrangement as willing parties, one party
may choose to exercise its ability to enforce the terms of a binding arrangement, through legal or equivalent
means, and hold the party/parties accountable to fulfill stated obligations. The analysis below presumes
only two parties in the binding arrangement, for simplicity.

Entity Viewpoint

Scenario

Resource Recipient

Resource Provider

Analysis

1) [n/a] Its right has been Able to exercise its The resource provider may choose to
Resource extinguished because the enforceability mechanisms to exercise its ability to enforce the binding
Provider resource provider has fulfilled compel the resource recipient to | arrangement.
fulfills its its obligation. There is nothing fulfill its obligation. If the resource provider chooses to not
obligation left to enforce. At this time, the resource exercise the enforceability mechanisms, it
first provider has an asset® should remeasure its asset associated
associated with its right to have | with its outstanding right, and may need to
the resource recipient fulfill its recognize a potential loss for any
obligation (or face resources already transferred to the
consequences of non- resource recipient that it does not expect
completion). to recover.
2) Able to exercise its [n/a] Its right has been The resource recipient may choose to
Resource enforceability mechanisms to extinguished because the exercise its ability to enforce the binding
Recipient compel the resource provider to | resource recipient has fulfilled arrangement.
fulfills its fulfill its obligation (i.e., to its obligation. There is nothing If the resource recipient chooses to not
obligation transfer resources). left to enforce. exercise the enforceability mechanisms, it
first At this time, the resource should remeasure its receivable asset
recipient has recognized earned associated with its fulfilled obligation.
revenue and an equivalent
receivable asset based on the
consideration it expects to
receive from the resource
provider according to the terms
of the binding arrangement.
3) Able to exercise its Able to exercise its Either the resource recipient or the
Neither enforceability mechanisms to enforceability mechanisms to resource provider may choose to exercise
party has compel the resource provider to | compel the resource recipient to | its ability to enforce the binding
fulfilled fulfill its obligation (i.e., to fulfill its obligation. arrangement.
their transfer resources in If either entity chooses not to exercise its
obligations | accordance with the terms of enforceability mechanisms, the binding

the binding arrangement).

arrangement remains executory. There is
no accounting implication because the

interdependent and inseparable right and
obligation was initially measured at zero.®

8 Based on IPSASB decision on September 2021 Agenda ltem 4.2.2.
9 Based on IPSASB decision on April 2021 Agenda Item 1.2.3.
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Timing of Recognition of a Transfer Expense and Monitoring Arrangements

Question

1.

Does the IPSASB agree with the staff recommendations?

Recommendations

2.

Staff recommend that the IPSASB agree to:

(&) Adopt the revised drafting of the transfer expenses with binding arrangements model in respect
of the timing of recognition of a transfer expense and monitoring arrangements; and

(b) Add proposed disclosure requirements where a transfer provider cannot reliably measure
progress towards full extinguishment of a transfer right extinguished over time.

Background

3.

In considering the impact of monitoring arrangements, staff noted that the IPSASB has agreed (at its
June 2021 meeting) that enforceability is based on the ability to enforce the binding arrangement,
and that uncertainty of enforcement (i.e., intent to exercise its ability) is a measurement issue (see
Adenda Item 8.2.4).

At its December 2021 meeting, the IPSASB reviewed the first draft of the accounting model for
transfer expenses with binding arrangements. This draft text reflected the IPSASB'’s instruction from
the September 2021 meeting regarding the need to consider whether the transfer provider’s binding
arrangement asset has become impaired, rather than considering whether a binding arrangement
was onerous.

The IPSASB reviewed the draft text and instructed staff to provide additional guidance for the
recognition and measurement of transfer expenses with binding arrangements, taking into account
the impact of monitoring arrangements.

In developing the revised text, staff have consulted with the Drafting Group to seek to ensure the
proposed guidance is practical and addresses user’s needs.

Analysis

Monitoring Requirements

7.

The draft text presented at the December 2021 meeting included examples of how progress towards
full extinguishment of a transfer right that is extinguished over time could be measured. Some
members questioned whether the examples were more suited to Application Guidance.

The proposed requirements were also discussed by the Drafting Group, where it was noted that for
entities with large volumes of transfer expense arrangements, the requirements and examples were
impractical and did not reflect how these arrangements may be monitored over their life.

Consequently, the proposed requirements in the core text have been amended to focus on the main
recognition principle, which is that at the end of a reporting period, the transfer provider should be
able to reliably measure the performance by the transfer recipient to that point. This will allow the
transfer provider to reliably measure the expense to be recognized in the period and any asset or
liability to be recognized at the reporting date.

Agenda Item 8.2.5
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Progress Cannot be Reliably Measured

10.

11.

12.

13.

14.

There will be cases where a transfer provider is unable to monitor the progress towards full
extinguishment of a transfer right.

The draft text presented to the IPSASB in December 2021 proposed treating such transfer rights as
being satisfied at a point in time; and if the transfer provider could not determine the point at which a
transfer right is extinguished, treating the transfer right as impaired, in line with the IPSASB’s
instruction in 2021. Some members questioned whether this was appropriate.

Staff have reviewed the drafting, and concluded that the use of impairment would not be appropriate.
This is because there will be circumstances where the transfer provider is not able to measure
progress, but has yet to transfer resources to the transfer recipient. In such cases, where the transfer
provider cannot determine the point at which a transfer right is extinguished, there will be no asset to
impair; instead, the appropriate accounting treatment would be to recognize an expense and a
liability.

Staff do not consider that the qualitative characteristic of comparability would be met by recognizing
an impairment expense for some transfer rights where the transfer provider is unable to measure
progress, and a (non-impairment) expense for others. Consequently, staff propose that where the
transfer provider is unable to measure progress, an expense is recognized in both cases.

Staff recommend that transfer expenses recognized because the transfer provider is unable to
(a) measure the progress towards full extinguishment of a transfer expense recognized over time,
and (b) determine the point at which a transfer right is extinguished, should be disclosed separately
from other transfer expenses. Staff also recommend that the disclosure include an explanation of
why it was not possible to measure progress, as having to make this disclosure will promote better
financial management. If the IPSASB accepts this recommendation, the wording will be developed
as part of the presentation and disclosure section of the Transfer Expenses IPSAS.

Draft Transfer Expenses IPSAS

15.

The amended text (excluding the proposed disclosure) is included at Appendix 1.

Decision Required

16.

Does the IPSASB agree with the staff recommendations?
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Appendix 1 — Proposed Guidance

Purpose Sources Draft Guidance Change ID

Transfer Expenses with Binding Arrangements

Extinguishment ED 72.33; A transfer provider shall recognize an expense when (or as) a transfer right is extinguished as a 21.09-J
of Transfer Proposed guidance  result of the transfer recipient satisfying its obligations in accordance with the binding arrangement.

Rights and Paragraphs AGxx—AGxx provide additional guidance on the extinguishment of transfer rights.

Recognition of ED 72.34; For each transfer right identified in accordance with paragraph x, a transfer provider shall determine at the 21.09-J
Expense Proposed guidance ~ inception of the binding arrangement whether the transfer right is extinguished over time (in accordance with

paragraphs x—x) or extinguished at a point in time (in accordance with paragraph x). If the transfer right is
not extinguished over time, the transfer right is extinguished at a point in time.

Transfer Rights ~ ED 72.36; A transfer right is extinguished, and an expense recognized, over time when the transfer recipient fulfills its 21.09-J
Extinguished Proposed guidance ~ obligation over time. A transfer recipient fulfills its obligation over time if one of the following criteria is met:
Over Time (a) A third-party beneficiary simultaneously receives and consumes the economic benefits or service

potential embodied in the transfer right as the transfer recipient fulfills its obligation (see
paragraphs AGxx—AGxX);

(b)  The transfer recipient’s fulfillment of its obligation creates or enhances an asset (including work in
progress) and, where that asset is transferred to a third-party beneficiary, the third-party beneficiary
controls the asset as it is created or enhanced; or

(c) The transfer recipient has an enforceable right to payment (i.e., complete or partial settlement of one  Editorials
or more of the transfer provider’s transfer obligations) for the fulfillment of the obligation completed to
date (see paragraph x).

ED 72.38; A transfer provider shall consider the terms of the binding arrangement, as well as any laws and regulations ~ 21.09-J
Proposed guidance  that apply to the binding arrangement, when evaluating whether the transfer recipient has an enforceable

right to payment for the fulfillment of the obligation completed to date in accordance with paragraph x. The

transfer recipient’s right to payment for the fulfillment of the obligation completed to date does not need to be

for a fixed amount. However, at all times throughout the duration of the binding arrangement, the transfer

recipient must be entitled to payment for fulfillment of the obligation completed to date if the binding

arrangement is terminated by the transfer provider or another party for reasons other than the transfer

recipient’s failure to fulfill the obligation as promised. Paragraphs AGxx—AGxx provide guidance for

assessing the existence and enforceability of a transfer recipient’s right to payment and whether a transfer

recipient’s right to payment would entitle it to be paid for its fulfillment of the obligation completed to date.
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ED 72.46;
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A transfer right is extinguished, and an expense recognized, at a point in time when the transfer recipient
fulfills its obligation. If a transfer right is not extinguished over time in accordance with paragraphs x—x, a
transfer right is extinguished at a point in time. The transfer provider shall determine the point in time at
which a transfer right is extinguished by assessing the nature of the transfer recipient’s obligation, examples
of which include, but are not limited to, the following:

(@) The transfer of goods or an asset to a third-party beneficiary; the transfer right is extinguished at the
point the transfer recipient loses control, and the third-party beneficiary gains control, of the goods or
asset.

(b)  The transfer recipient incurs eligible expenditure (where this occurs at a point in time); the transfer
right is extinguished at the point the transfer recipient incurs the eligible expenditure.

(c) The transfer recipient undertakes a specified activity (where this occurs at a point in time); the
transfer right is extinguished at the point the transfer recipient undertakes the specified activity.

(d)  The transfer recipient purchases an asset as a result of a capital transfer (which includes a single
transfer right for the purchase of the asset); the transfer right is extinguished at the point the transfer
recipient takes control of the asset.

For each transfer right extinguished over time as a transfer recipient fulfills its obligation, in accordance with
paragraphs x—x, a transfer provider shall recognize an expense over time by measuring the transfer
recipient’s progress towards complete fulfillment of that obligation and extinguishment of the transfer right.
The objective when measuring progress is to depict the extent to which the transfer provider still has a
transfer right, and the extent to which that economic benefits or service potential have been consumed
through the fulfillment of the transfer recipient’s obligations.

A transfer provider shall apply a single method of measuring the extinguishment of a transfer right
extinguished over time. The transfer provider shall apply that method consistently to similar transfer rights
and in similar circumstances. At the end of each reporting period, a transfer provider shall remeasure a
transfer right extinguished over time.

Appropriate methods for a transfer provider to measure the transfer recipient’s progress in fulfilling its
obligations and extinguishing the transfer right will vary with the nature of the transfer recipient’s obligation
and the terms of the binding arrangement. A transfer provider shall select a measurement method that will
enable it to reliably measure the transfer recipient’s progress at the end of each reporting period. Paragraph
AGxx provides guidance on selecting an appropriate method for measuring progress.

[Staff Note: examples to be moved to Application Guidance and updated to reflect discussions on
practicality with EC and UN.]

As circumstances change over time, a transfer provider shall update its measure of a transfer recipient’s
progress in fulfilling its obligations to reflect any changes (for example, where the work expected to be
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required to complete the construction of an asset changes). Such changes to a transfer provider's measure
of progress shall be accounted for as a change in accounting estimate in accordance with IPSAS 3,
Accounting Policies, Changes in Accounting Estimates and Errors.

Reliable Proposed guidance A transfer provider shall recognize an expense for a transfer right extinguished over time only if the transfer 21.06-C
Measures of provider can reliably measure the transfer recipient’s progress towards complete fulfillment of its obligation. 21.09-N
Progress If the transfer provider cannot reliably measure the transfer recipient’s progress towards complete fulfilment ~ 21.12-J

of its obligation, the transfer provider shall recognize an expense for a transfer right extinguished at a point Editorials
in time. If the transfer provider cannot reliably determine the point in time at which the transfer right is
extinguished, it shall recognize an expense immediately.

Purpose Sources Draft Guidance Change ID

Application Guidance

Transfer Expenses with Binding Arrangements: Recognition

Measuring ED 72.AG51; Methods for measuring progress towards complete extinguishment of a transfer right recognize expenses on  21.09-J
Progress Proposed guidance the basis of direct measurements of the value of the transfer recipient’s obligation fulfilled to date relative to 21.09-N
Towards the remaining value of that obligation. Methods may include surveys of performance completed to date,

Complete appraisals of results achieved, milestones reached, time elapsed and units produced or delivered. When a
Extinguishment transfer provider evaluates whether to apply a particular method to measure progress towards complete

of a Transfer extinguishment of a transfer right, the transfer provider shall consider whether the method selected would

Right faithfully depict the transfer recipient’s performance towards complete fulfillment of its obligation. A method

would not provide a faithful depiction of the progress towards complete extinguishment of a transfer right if
the method selected would fail to measure some aspects of the transfer recipient’s obligation. For example,
methods based on elapsed time would not faithfully depict a transfer recipient’s performance in fulfilling its
obligation if goods, services, eligible expenditure or specified activities are not delivered evenly over time. In
evaluating whether to apply a particular method to measure a transfer recipient’s progress, a transfer
provider has regard to materiality.

Proposed guidance  In accordance with paragraph AGx, the combined transfer rights and transfer obligations relating to the 21.12-J
unfulfilled portion of a binding arrangement continue to be measured at zero at the end of each reporting 21.09-K
period only to the extent that the transfer provider has evidence that these transfer rights and transfer Editorials

obligations remain unfulfilled. Where either transfer rights or transfer obligations have been fulfilled, the
transfer rights and transfer obligations are no longer interdependent, and are accounted for separately.
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A transfer provider may have evidence that one or more (but not all) transfer rights remain unfulfilled. For
example, the transfer provider may have evidence that work on the first phase of a project has commenced,
but that work on the second phase remains outstanding. The transfer rights and corresponding transfer
obligations that remain unfulfilled continue to be interdependent and constitute a single asset or liability
measured at zero (work on the second stage in the example). The transfer rights that are partially or wholly
fulfilled, and the corresponding transfer obligations, are no longer interdependent, and are accounted for
separately in accordance with paragraphs x—x.

If the transfer provider cannot reliably measure the transfer recipient’s progress towards complete fulfillment
of one of its obligations, the related transfer right does not meet the criteria in paragraph x for extinguishment
over time. The transfer provider shall account for the extinguishment of the transfer right at a point in time. If
the transfer provider cannot reasonably determine the point in time at which the transfer right is extinguished,
the transfer right does not meet the recognition criteria for an asset (either as a transfer provider’s binding
arrangement asset where the transfer provider has transferred resources to the transfer recipient, or as part
of a combined transfer right and transfer obligation measured at zero). Consequently, the transfer provider
shall recognize an expense immediately.

A transfer provider may have previously recognized an expense because it could not reliably measure the
transfer recipient’s progress towards complete fulfillment of one or more of its obligations at the previous
reporting date. Where the transfer provider subsequently obtains evidence that one or more transfer rights
remain unfulfilled, the transfer provider shall reverse the previously recognized expense and shall account for
the reversal of the expense as a correction of an accounting estimate in accordance with IPSAS 3.

Evidence that one or more transfer rights remain unfulfilled may arise from a default by the transfer recipient.
Where the default results in the transfer provider having an enforceable right to a refund of resources
transferred to the transfer recipient, the transfer provider classifies the resulting transfer provider’s binding
arrangement asset as a financial asset in accordance with IPSAS 41.
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Allocation of Transaction Consideration to Transfer Rights
Question

1. Does the IPSASB agree with the staff recommendation?
Recommendation

2. Staff recommend that the IPSASB agree to adopt the revised drafting of the transfer expenses with
binding arrangements model whereby the transaction consideration is allocated directly to the
transfer rights.

Background

3. At its September 2021 meeting, the IPSASB instructed staff to develop a revised accounting model
for transfer expenses with binding arrangements.

4. Staff presented the first draft of this model at the December 2021 meeting. Since that meeting, some
aspects of the model have been revised in response to comments received and to ensure consistency
with the draft Revenue IPSAS. This paper sets out the proposed amendments to the allocation of the
transaction consideration (total amount payable under a binding arrangement) to the transfer rights.

Analysis
5. A transfer right is defined as:

The transfer provider's right to have the transfer recipient fulfill its obligation in a specified
manner in a binding arrangement.”

Transfer rights are the unit of account used in recognizing and measuring transfer expenses, in line
with the proposals in ED 81, Conceptual Framework Update. Consequently, it is important that there
is an appropriate process for allocating the total value of the resources transferred under a binding
arrangement (the transaction consideration) to the transfer rights set out in that arrangement.

6. The draft text presented to the IPSASB in December 2021 set out a two-step allocation process,
whereby the transaction consideration was first allocated to transfer obligations (the transfer
provider’s obligations to transfer resources), and then to transfer rights.

7. While this approach was generally seen as workable, it conflated the identification of transfer rights
(which is done without reference to transfer obligations) and the measurement of those rights (where
transfer obligations may provide a basis for allocation consideration to transfer rights).

8. Staff are therefore proposing a revised approach, whereby the transaction consideration is allocated
directly to the transfer rights rather than via transfer obligations. This approach ensures greater
consistency with the draft Revenue IPSAS.

9. The revised approach initially identifies transfer rights that match the transfer recipient’s obligations
under the binding arrangement. Where it is not possible to allocate the transaction consideration to
these rights (which may be the case, for example, where the detailed obligations in the arrangement
are components of an overarching obligation), rights are aggregated until it is possible to allocate the
transaction consideration. These aggregated rights will form the transfer right.

10. The allocation of transaction consideration may be based on the transfer obligations where these
directly relate to the transfer rights (for example, where the obligation is to transfer an amount of
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resources on completion of a particular activity) or on other information in the binding arrangement
or otherwise available to the transfer provider.

11. The amended text is included at Appendix 1.
Decision Required

12.  Does the IPSASB agree with the staff recommendation?
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Appendix 1 — Proposed Guidance

Purpose Sources Draft Guidance Change ID

Core Text

Transfer Expenses with Binding Arrangements

Identifying Proposed guidance At the inception of the binding arrangement, a transfer provider shall consider its rights in a binding ~ 21.09-J
transfer rights arrangement and shall identify each distinct right to have the transfer recipient fulfill its obligation
as a transfer right. A transfer right is either:

(@) Aright to have the transfer recipient fulfill its obligation that is distinct; or

(b) A series of distinct rights to have the transfer recipient fulfill its obligation that have
substantially the same characteristics and risks and that have the same pattern of fulfillment.

Paragraphs AGx—AGx provide additional guidance on identifying transfer rights.
Transfer Expenses with Binding Arrangements: Measurement

Allocating the Proposed guidance  The transaction consideration shall be disaggregated to the transfer provider’s transfer rights in
Transaction accordance with paragraph x.
Consideration to

Transfer Rights Proposed guidance  Where a binding arrangement specifies the amount of transaction consideration for each transfer right, the

transaction consideration shall be allocated to the transfer rights in accordance with the binding
arrangement (adjusted, where necessary, for amounts of variable consideration or a significant financing
component).

Proposed guidance  Where a binding arrangement does not specify the amount of transaction consideration for each transfer
right, the transfer provider shall make its best estimate of the amount of transaction consideration to be
allocated to each transfer right. The amounts allocated to each transfer right shall reflect the amounts that
are intended to compensate the transfer recipient for fulfilling its obligations.

Allocation of Proposed guidance  Variable consideration that is agreed in a binding arrangement may be attributable to the entire binding
variable arrangement or to specific transfer rights. A transfer provider shall allocate variable consideration as follows:
consideration (a)  When the variable consideration can be identified with one or more transfer rights, the variable

consideration shall be allocated to those transfer rights in accordance with paragraph x; or

(b)  When the variable consideration cannot be identified with one or more transfer rights, the transfer
provider shall allocate the variable consideration to all the transfer rights proportionately to their share
of the transaction consideration (excluding variable consideration that cannot be identified with one or
more transfer rights).
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Draft Guidance Change ID

Transfer Expenses with Binding Arrangements: Recognition

Identifying Proposed guidance
transfer rights

Proposed guidance

Proposed guidance

Capital Transfers  Proposed guidance

Transfer rights provide the basis of recognition and measurement for transfer expenses. This [draft] Standard = 21.09-J
requires transfer expenses with binding arrangements to be recognized as or when a transfer right is

extinguished, and therefore requires the transfer provider to allocate the transaction consideration to transfer

rights.

A transfer right is identified as a distinct right to have the transfer recipient fulfill its obligation. Where the 21.09-J
transaction consideration cannot be allocated to a right to have the transfer recipient fulfill its obligation, this

right is not distinct. The transfer provider shall aggregate related rights to have the transfer recipient fulfill its
obligations until the aggregation produces a distinct right to have the transfer recipient fulfill its obligations to

which transaction consideration can be allocated. This aggregation is identified as a transfer right.

In some binding arrangements, it may not be possible to identify aggregations of rights to have the transfer 21.09-J
recipient fulfill its obligation that are distinct. In such cases, the transfer provider shall identify the binding

arrangement as a single transfer right.

A binding arrangement for a capital transfer may require the transfer recipient to return resources to the 21.09-J
transfer provider if the asset is not used as specified for an agreed period. Such arrangements may include a

single transfer right for the construction or purchase of the asset, or may include separate transfer rights for

the construction or purchase of the asset and for its operation. The transfer provider determines whether the

binding arrangement includes one or more transfer rights relating to the operation of the asset by assessing

whether the transfer consideration is intended to compensate the transfer recipient for the operation of the

asset as well as its construction or purchase. Where the transfer consideration is only intended to

compensate the transfer recipient for the construction or purchase of the asset, the transfer provider does not

have a transfer right in respect of the operation of the asset. Any right to a return of resources as a result of

the transfer recipient’s failure to use the asset as specified would arise as a consequence of a future event,

and does not give rise to an asset unless such a failure has occurred.

Transfer Expenses with Binding Arrangements: Measurement

Allocating the Proposed guidance
Transaction
Consideration to

Transfer Rights

The transaction consideration shall be allocated to the transfer rights in accordance with paragraphs x-x. 21.09-J
Where the binding arrangement specifies the amount resources to be transferred in respect of a transfer

right, the transfer consideration is allocated on this basis. This may be the case, for example, where transfer
obligations are directly related to transfer rights (i.e., where the transfer provider has agreed to transfer

specified resources for each distinct transfer right).
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When the transfer provider makes its best estimate of the amount of transfer transaction consideration to be 21.09-J
allocated to each transfer right, this estimate shall reflect the amounts that are intended to compensate the

transfer recipient for fulfilling its obligations. The estimate shall be performed using an appropriate basis, for

example the relative costs the transfer recipient could be expected to incur in fulfilling the obligations. The

estimate shall take into account all relevant factors, for example where the resources provided by the transfer

provider are only intended to fund a portion of the transfer recipient’s obligation, the estimate of the transfer

recipient’s likely costs will only include that portion of the costs.
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Supporting Document 1 — Draft Transfer Expenses IPSAS

The following document is a preliminary draft IPSAS for Transfer Expenses (authoritative text only). This
draft IPSAS is provided without markup for easier review. A marked-up version to show revisions since
December 2021 is available at a Board member’s request.

The intention of this preliminary draft is to present:

1) The overall revised structure based on the IPSASB’s decisions to date (in particular, requiring an
entity to first consider whether the transaction is without or with a binding arrangement, removing
the distinction between performance obligations and present obligations for transfer expenses, and
presenting guidance based on prominence in the public sector); and

2) Revisions made to transfer expenses accounting principles based on IPSASB decisions and
instructions.

This preliminary draft is subject to further change, including but not limited to:
1) Additional or revised drafting based on IPSASB decisions on previous and current discussions;

2) Updates for consistent terminology (e.g., entity, transfer recipient, purchaser, transfer provider,
etc.), where appropriate;

3) Relocate guidance, as necessary; and

4) Comments and changes based on Drafting Group discussions.

IPSASB decisions to date, and Revenue guidance that is also relevant for transfer expenses

Meeting Change ID Decision on Principles

April 2021 21.04-A Confirm, for transfer expenses, that there is no initial recognition when no party has
fulfilled its stated obligations under the binding arrangement, unless the binding
arrangement is onerous. Consider an entity's right and obligation within a binding
arrangement are directly linked and interdependent. When the binding arrangement is
wholly unfulfilled, the combined right and obligation constitute a single asset or liability.
Incorporate executory contract accounting principles without explicitly referring to the
term executory contracts. Drafting should refer to specific principles to account for
binding arrangements.

April 2021 21.04-B Retain binding arrangement as a fundamental concept for transfer expense accounting.
Principles related to binding arrangements should be consistent [with the revenue
project]. Identification and assessment of a binding arrangement is from the perspective
of the entity.

April 2021 21.04-C Confirm that, in a binding arrangement, the transfer provider and the transfer recipient
will each have at least one present obligation.

April 2021 21.04-D Confirm that enforceability can be demonstrated by various mechanisms in transfer
expense accounting, and all relevant factors should be considered in that analysis.

June 2021 21.06-B Incorporate the definition of a ‘binding arrangement’ (as decided above for Revenue) into
the final Transfer Expenses standard to ensure the standards are conceptually

consistent and freestanding.
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June 2021 21.06-C Clarify in the Revenue and Transfer Expenses standards that enforceability is based on
the entity’s ability to enforce the binding arrangement and uncertainty of enforcement is
a measurement issue.

June 2021 21.06-D Confirm that enforceability is the ability to impose consequences on parties that do not
fulfill their agreed-upon obligations in the binding arrangement, and the guidance
proposed in paragraph 21 should be added as Application Guidance.

June 2021 21.06-E Confirm that the assessment of enforceability of a binding arrangement occurs at
inception and when a significant external change indicates that there may be a change
in the enforceability of that binding arrangement.

June 2021 21.06-F Confirm that legal or equivalent means is consistent with ‘legal obligation’ as described
in the Conceptual Framework Chapter 5 and is not ‘non-legally binding obligation’.

June 2021 21.06-G Revise the definition of a liability in the IPSASB’s Conceptual Framework by replacing
‘outflow of resources’ with ‘transfer of resources’ as the revised wording clarifies (i.e.,
does not substantially change) the underlying concepts.

September 21.09-D The guidance in the draft IPSAS based on ED 71 and ED 72 be reordered to require the

2021 entity to consider up front whether the transaction arises without or with a binding
arrangement.

September 21.09-F Revisions to the scope, proposed in the Appendices, to address constituent concerns

2021 should be incorporated into the draft IPSAS based on ED 72 (except for
Recommendation 3 on binding arrangements and onerous contracts).
September 21.09-G Where the transfer provider in a binding arrangement transfers cash or other resources
2021 prior to the transfer recipient fulfilling its obligations, the transfer provider’s enforceable
right to have the transfer recipient fulfill its obligations (or face consequences outlined in
the binding arrangement) meets the definition of an asset.

September 21.09-H As an asset may exist where the transfer provider transfers cash or other resources prior

2021 to the transfer recipient fulfilling its obligations, the accounting model adopted in ED 72,
Transfer Expenses for transfer expenses where the transfer recipient has a present
obligation should not be retained.

September 21.09-1 The distinction between transfer expenses with performance obligations and transfer

2021 expenses without performance obligations previously proposed in ED 72 should be
removed, as it is not useful from a transfer provider perspective.

December 21.12-H Non-cash resources transferred by a transfer provider should be measured at their

2021 carrying amount in line with the requirements in other IPSAS.

IPSASB instructions

Meeting Change ID Instructions
March 21.03-E Revise guidance in accordance with all other proposed changes outlined in Appendix 4
2021 of the March 2021 Agenda Item 5.2.4. [Revenue guidance that is also applicable to
transfer expenses]
April 2021 21.04-E Clarify through additional guidance that each party in a binding arrangement would have
at least one present obligation.
April 2021 21.04-F Provide explicit guidance on that assessment of enforceability when an entity first enters

into an arrangement is based on the ability to enforce and not probability of enforcement
at inception.
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September 21.09-E Ensure the draft IPSAS include clear structure and signposting for ease of use.
2021
September 21.09-J Revise the accounting model for transfer expenses with binding arrangements to reflect
2021 the possible existence of an asset where the transfer provider transfers cash or other
resources prior to the transfer recipient fulfilling its obligations.
September 21.09-K Propose revised or additional guidance to articulate the principle related to the existence
2021 and recognition of an asset associated with an entity’s (i.e., transfer provider’s) right(s) in
a binding arrangement, and what justifies a deferral of expense.
September 21.09-L Consider the need for additional illustrative examples to demonstrate how service
2021 potential is generated when the transfer recipient fulfills certain present obligations.
September 21.09-M Draft a Basis for Conclusion that highlights how the proposed change in principle from
2021 what was proposed in ED 72 responds to constituent concerns about the practicality and
implementation of proposed guidance.
September 21.09-N Consider implications of monitoring on the ability to reliably measure the asset.
2021
September 21.09-0 Propose revised or additional guidance on the subsequent measurement of the transfer
2021 provider’s asset, including guidance on when the asset should be impaired.
September 21.09-P Draft additional guidance on the initial measurement of transfer expenses to cover items
2021 to be included in their cost such as the transfer recipient’s irrecoverable VAT.
September 21.09-Q Propose a revised accounting model for transfer expenses with binding arrangements to
2021 better capture the nature and substance of the transaction from a transfer provider
perspective.
December 21.12-G Revise and relocate existing guidance, remove definitions of “specified activities” and
2021 “eligible expenditures”, and consider whether to avoid use of the terms in the
authoritative guidance.
December TBD Revise the drafting of the proposed accounting model for transfer expenses with binding
2021 arrangements to provide additional guidance for transfers of resources made to settle a
liability, taking into account:
December 21.12-1 The interaction between the recognition of an asset where resources are transferred
2021 prior to the transfer recipient fulfilling its obligations and the definition of a transfer
expense.
December 21.12-J The impact of monitoring arrangements on the recognition of the asset.
2021
Other
Meeting Change ID Feedback
- Editorials Editorials proposed by Board members or TAs

Agenda Item 8.3.1
Page 3

Page 58 of 189



Agenda Item
8.3.1

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

The proposed guidance is presented in the following format for easier review. This guidance is still in draft and is subject to subsequent revisions.

Guidance type

Section
Purpose of Source (existing Notes: Related
guidance ED guidance, [Grey — in cases where guidance remains relatively unchanged from existing source] Board
Board decision, or | [Bold - main principles (per Framework preface paragraph 12)] discussion
staff proposal) [Proposed new or revised guidance for IPSAS [X], Transfer Expenses] (Change ID)
[Proposed-deletions-of guidance previou proposedin-ED-72-TFran
FYI:
Paragraph numbers will be updated during the finalization stage.
Guidance pending Board discussions on principle-related issues are marked with placeholders, in lieu of ED
guidance.
Purpose Sources Draft Guidance Related Board
discussion
Objective
Objective of ED 72.1 The objective of this [draft] Standard is to establish the principles that an entity (a transfer provider)
Transfer shall apply to report useful information to users of financial statements about the nature, amount,
Expenses IPSAS timing and uncertainty of expenditure and cash flows arising from transfer expenses.
Paragraphs AG2—-AG3 provide additional guidance on meeting the objective.
ED 72.2; To meet the objective in paragraph 1, the core principle of this [draft] Standard is that a transfer provider Agenda ltem
Proposed guidance ~ shall recognize expenses as follows: 8.2.3 (Dec
@) For transfer expenses from transactions without binding arrangements (hereafter referred to as 2021)
transfer expenses without binding arrangements), at the point at which it transfers resources to the
transfer recipient; and
(b) For transfer expenses from transactions with binding arrangements (hereafter referred to as transfer

expenses with binding arrangements), when the transfer provider:
0] Has a present obligation to transfer resources to the transfer recipient; or
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Purpose Sources Draft Guidance Related Board
discussion
(ii) Where the transfer provider has previously recognized an asset as a result of transferring
resources to the transfer recipient prior to the transfer recipient fulfilling its obligations, when
the transfer provider loses control of that asset.
Scope
Scope and ED 72.3 An entity that prepares and presents financial statements under the accrual basis of accounting 21.09-F
scope exclusions shall apply this [draft] Standard in accounting for transfer expenses as defined in this [draft]
Standard, including transfer expenses incurred for capital transfers. Transactions which result in the
entity receiving goods, services or other assets directly in return for the resources the entity
transfers to the counterparty do not satisfy the definition of a transfer expense and are outside the
scope of this [draft] Standard.

ED 72.4 21.09-F

ED 72.5 This [draft] Standard does not apply to: 21.09-F
(@ Operating leases as defined in IPSAS 13, Leases;

Proy on defined-in |PSA Q_Proy on

Service concession arrangements as defined in IPSAS 32, Service Concession Arrangements:
Grantor;

(d) Employee benefits as defined in IPSAS 39, Employee Benefits;

(e) Concessionary loans as defined in IPSAS 41, Financial Instruments;

) Social benefits as defined in IPSAS 42, Social Benefits;
Contributions from, and distributions to, owners;

(9) Insurance contracts (see the international or national accounting standard dealing with
insurance contracts); and

(h)  Share-based payments (see the international or national accounting standard dealing with
share-based payments).
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Related Board

Draft Guidance . .
discussion

21.09-F

A binding arrangement may be partially within the scope of this [draft] Standard and partially within the

scope of other Standards.

(@) If the other Standards specify how to separate and/or initially measure one or more parts of the
binding arrangement, then an entity shall first apply the separation and/or measurement requirements
in those Standards. An entity shall exclude from the transaction consideration or other transfer of
resources the amount of the part (or parts) of the binding arrangement that are initially measured in
accordance with other Standards and shall apply paragraphs 72—85 (transfer expenses with
performance obligations) or paragraphs 102-114 (transfer expenses without performance
obligations) to account for the amount of the transaction consideration or other transfer of resources
that remains (if any).

(b) If the other Standards do not specify how to separate and/or initially measure one or more parts of
the binding arrangement, then the entity shall apply this [draft] Standard to separate and/or initially
measure the part (or parts) of the binding arrangement.

Paragraphs AG4—AGS5 provide additional guidance on the scope of this Standard.
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Various
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Sources

ED 72.8

Revenue and Transfer Expenses Ag e n d a Item

IPSASB Meeting (March 2022)

Draft Guidance

[STAFF NOTE: Cross references and related wording subject to later IPSASB decisions on the accounting
model(s) to be applied to transfer expenses, to be discussed in December.]

The following terms are used in this [draft] Standard with the meanings specified:

Stand-alone purchase price (of a good or service) is the price at which a transfer provider would
purchase a promised good or service separately from a transfer recipient.

[Subject to IPSASB decisions on the accounting model(s) to be adopted, not required for model proposed in
March 2022 Agenda papers.]

The transaction consideration (for a binding arrangement which imposes one or more performance
obligations on a transfer recipient) is the amount of consideration to which the transfer provider
expects to be obligated to pay in exchange for the transfer recipient transferring promised goods or
services to a third-party beneficiary.

[Subject to IPSASB decisions on the accounting model(s) to be adopted, used in model proposed in March
2022 Agenda papers.]

A transfer expense is an expense arising from a transaction, other than taxes, in which an entity
provides a good, service, or other asset to another entity (which may be an individual) without
directly receiving any good, service, or other asset in return (paragraphs AG6—AG7 provide
additional guidance).

A transfer provider’s binding arrangement asset is a transfer provider’s right to have goods or
services transferred to a third-party beneficiary in exchange for consideration provided.

[Subject to IPSASB decisions on the accounting model(s) to be adopted, used in model proposed in March
2022 Agenda papers. Definition will need to be updated once model is agreed to include wider scope of
obligations covered.]

A transfer provider’s binding arrangement liability is a transfer provider’s obligation to pay
consideration in exchange for goods or services that the transfer recipient has transferred to a third-
party beneficiary when that obligation is conditioned on something other than the passage of time
(for example, the transfer recipient’s future performance).

[Subject to IPSASB decisions on the accounting model(s) to be adopted, used in model proposed in March
2022 Agenda papers. Definition will need to be updated once model is agreed to include wider scope of
obligations covered.]

A transfer obligation is a transfer provider’s obligation in a binding arrangement to transfer
resources in a specified manner.
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Related Board
Purpose Sources Draft Guidance . .
discussion
A transfer right is the transfer provider’s right to have the transfer recipient fulfill its obligation in a 21.09-J
specified manner in a binding arrangement. Editorials
ED70.7, For the purposes of this Standard, a binding arrangement is an arrangement that confers both rights = 21.04-B
Board decision and obligations, enforceable through legal or equivalent means, on the parties to the arrangement. A 21.04-C,
contract is a type of binding arrangement (paragraphs AG9-AG12 provide additional guidance). 21.06-B
A contract is an agreement between two or more parties that creates enforceable rights and
obligations.
Control of an asset is the ability to direct the use of and obtain substantially all of the remaining
economic benefits or service potential from, the asset. Control includes the ability to prevent other
entities from directing the use of, and obtaining the economic benefits or service potential from, the
asset.
A third-party beneficiary is an entity, household or individual who will benefit from a transaction
made between two other parties by receiving goods, services or other assets (paragraph AG22
provides additional guidance).
21.06-B

ED 71.10 For the purposes of this Standard, a capital transfer is an inftow outflow, that arises from a binding
arrangement, of cash or another asset with a specification that the transfer recipient acquires or
constructs a non-financial asset that will be controlled by the transfer recipient.

FEines are economic benefits or service potential received or receivable by public sector entities, as
determined by a court or other law enforcement body, as a consequence of the breach of laws
and/or regulations.

Taxes are economic benefits or service potential compulsorily paid or payable to public sector
entities, in accordance with laws and/or regulations, established to provide revenue to the
government. Taxes do not include fines or other penalties imposed for breaches of laws and/or
regulations.

A transfer provider is an entity that provides a good, service or other asset to another entity without

directly receiving any good, service or other asset in return.

A transfer recipient is an entity that receives a good, service, or other asset from another entity
without directly providing any good, service, or other asset to that entity.
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Forms of binding
arrangements

Enforceability

concept

Enforceability
concept —

appropriations

Sources

ED 72.15,
Proposed revenue
guidance,

Board decision

ED 72.15,
Proposed revenue
guidance,

Board decision

ED 71.22,

ED 71.24,
Proposed revenue
guidance,

Board decision
ED 72.98

ED 72.99

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Draft Guidance

Binding arrangements can be evidenced in several ways. A binding arrangement can be written, oral or
implied by a transfer provider’s or a sector’'s customary practices. The practices and processes for
establishing binding arrangements with transfer recipients vary across legal jurisdictions, sectors and
entities. In addition, they may vary within a transfer provider (for example, they may depend on the class of
transfer recipient or third-party beneficiary, or the nature of the promised goods or services). A transfer
provider shall consider those practices and processes in determining whether and when an agreement with
a transfer recipient creates enforceable rights and obligations.

eutside-the-legal-system- Enforceability of a binding arrangement can arise from various mechanisms, so
long as the mechanism(s) provide the entity with the ability to enforce the binding arrangement and hold the
parties accountable for the satisfaction of stated obligations.

In determining whether an arrangement is enforceable, the transfer provider considers the substance rather
than the legal form of the arrangement. The assessment of whether an arrangement is enforceable is based
on an entity’s ability to enforce the satisfaction of the other parties’ stated obligations.

Where-a-A binding arrangement specifies may specify that the resources to be transferred to a transfer
recipient by a transfer provider are subject to an appropriation being authorized.; t The transfer provider
considers whether, in substance, everform-in-determining-whether the arrangement is enforceable because
mechanisms of enforceability enable the transfer recipient to require the transfer provider to transfer the
resources ot, if the transfer provider fails to do so, enable the transfer recipient to impose consequences on
the transfer provider, ithas-apresent-obligation-to-transferthereseurces-prior to the appropriation being
authorized.

This limitation (that the resources to be transferred are subject to the appropriation being authorized) dees

pothave has substance, and the arrangement is not enforceable and thus not a binding arrangement, where

the transfer recipient cannot establish an enforceable right to those resources {and-as-a-consegquence-the

transferprovider-has-a-presentobligation-to-transferthe reseurces)-before the appropriation is authorized.
Paragraphs AG98-AG102 provide additional guidance on appropriations.
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Interdependent
rights and
obligations
concept;

At least two-way
enforceability

At least one
present

obligation

Wholly unfulfilled
binding
arrangements

Sources

Proposed revenue
guidance,

Board decision

Proposed revenue
guidance,

Board decision
ED 72.17,

Proposed revenue

guidance

ED 72.94

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Draft Guidance

A binding arrangement includes both rights and obligations that are enforceable for two or more of the
involved parties. Each party’s enforceable right and obligation within the binding arrangement are
interdependent and inseparable.

A binding arrangement has at least one present obligation because its enforceability holds the entity
accountable for fulfilling the stated obligations of the arrangement, and the accountability imposes little or no
realistic alternative for the entity to avoid the transfer of resources.

For the purpose of applying this [draft} Standard, an arrangement is not a binding arrangement-dees-net
exist if each party to the binding arrangement has the unilateral enforceable right to terminate a wholly
unperformed unfulfilled binding arrangement without compensating the other party (or parties). A binding
arrangement is wholly urperfermed unfulfilled if both of the following criteria are met:
(@ The transfer provider has not yet paid, and is not yet obllgated to pay, consideration to the
transfer recipient in exchange for [ i

beneficiaries] [the transfer recipient fulfilling any of its stated obllgatlons in the binding

arrangement]; and

(@) The transfer recipient has not yettransferred-any-promised-goods-or-services-to-a-third-party
beneficiary fulfilled any of its stated obligations in the binding arrangement.
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Related Board
Purpose Sources Draft Guidance
discussion
Remove ED 72.9 21.06-B
references to
definitions in
other IPSAS to
ensure Transfer
Expenses IPSAS
is freestanding.
Terms defined in other IPSAS are used in this [draft] Standard with the same meaning as in those
Standards, and are reproduced in the Glossary of Defined Terms published separately.
Further guidance ED 72.13 Paragraphs AG26 and AG27 provide additional guidance on binding arrangements.
Transfer Expenses
Sign-posting; Proposed guidance  penging decision in December 2021 21.09-D
21.09-1
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Related Board
Purpose Sources Draft Guidance . .
discussion
Cost of transfer 21.09-P
expenses Agenda Items
8.2.2 and
8.2.4 (Dec
2021)
Transfer Expenses without Binding Arrangements
Recognition of  ED 72.90 A transfer provider shall recognize and measure transfer expenses [withoutperformance 21.09-1
transfer obligations] [without a binding arrangement] in accordance with paragraphs 91-119 below. [Transfer Agendaltem
expenses expenses-without-performance-obligations-may-arise: 8.2.2 (Dec
without binding 2021)
arrangements
ED 72.91 Recognition 21.09-1
. . . S . Agenda Item
A transfer provider shall recognize a transfer expense [withoutperformance-obligations] [arising g
. - . . 8.2.2 (Dec
outside a binding arrangement] [at-the-earlierofthe folowing-dates:
. o 2021)
B—W4 [w]hen the transfer provider ceases to control the resources; this will usually be the date at
which it transfers the resources to the transfer recipient. In such cases, the transfer provider
derecognizes the resources it ceases to control in accordance with other Standards.
ED 72.92-93 [Probable deletion, subject to IPSASB decisions on the accounting model(s) to be adopted, to be discussed ~ 21:09-I
in December.] Agenda Item
8.2.2 (Dec
2021)
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Measurement of
transfer
expenses
without binding

arrangements

Sources

ED 72.95

ED 72.96

ED 72.97-101

ED 72.102

ED 72.103

ED 72.104-113

ED 72.114

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Draft Guidance

Debt Forgiveness

A transfer provider may waive its right to collect a debt owed by a transfer recipient, effectively
canceling the debt. The transfer provider shall recognize an expense at the date that it derecognizes
(in accordance with IPSAS 41) the financial asset, or portion of the financial asset, that it has waived
its right to collect.

Where a transfer provider is a controlling entity and the transfer provider forgives debt owed by a wholly-
owned controlled entity, or assumes its liabilities, the transaction may be a contribution from owners, as
described in paragraph 6. In accordance with paragraph 6, contributions from owners are outside the scope
of this [draft] Standard.

[Probable deletion, subject to IPSASB decisions on the accounting model(s) to be adopted, to be discussed
in December.]

transferrecipientthe] [A] transfer provider shall measure the expense at the carrying amount of the
resources transferred [at the date at which the transfer provider ceases to control the resources].

[Probable deletion, subject to IPSASB decisions on the accounting model(s) to be adopted, to be discussed
in December.]

Non-Cash Transfers
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Remove
subsequent
measurement of
non-contractual

payables

Sources

ED 72.115

ED 72.116

ED 72.117

ED 72.118-119

ED 72.120

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Agenda Item
8.3.1

Related Board

Draft Guidance

Transfer Expenses with Binding Arrangements

Introduction

ED 72.10

Proposed guidance

discussion

Where the resources transferred are non-cash assets, a transfer provider does not revalue the assets prior

to derecognizing those assets.

Debt Forgiveness

Where a transfer provider forgives debt of a transfer recipient, the expense is measured at the carrying

amount of the debt forgiven, in accordance with IPSAS 41.

[Probable deletion, subject to IPSASB decisions on the accounting model(s) to be adopted, to be discussed 21.09-

in December.] Agenda Item
8.2.2 (Dec
2021)

Subseguent-Measurementof-Other-Non-Contractual-Payables 21.09-F

A transfer provider may incur transfer expenses in accordance with a binding arrangement it has 21.09-J

entered into with a transfer recipient. The transfer provider shall recognize and measure the related
expenses in accordance with paragraphs x—x below.
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Proposed guidance  To meet the requirements in paragraph x, this [draft] Standard requires a transfer provider to recognize
transfer expenses with binding arrangements by applying the following steps:
@) Identifying the binding arrangement with a transfer recipient (see paragraphs x—x);
(b) Identifying the transfer rights and transfer obligations in the binding arrangement (see paragraph x);

(c) Recognizing no asset, liability, or expense at the inception of the binding arrangement and while the 21.04-A
arrangement is wholly unfulfilled (see paragraph x);

(d) Recognizing a transfer expense, and extinguishing a transfer right, as a result of the transfer recipient
satisfying its obligations in accordance with the binding arrangement (see paragraphs x—x);

(e) Recognizing a transfer provider’s binding arrangement asset when the transfer provider has 21.09-G
transferred resources prior to the transfer recipient fulfilling its obligations (see paragraphs x and x); 21.09-J

) Recognizing a transfer provider’'s binding arrangement liability when a transfer right has been 21.09-G
extinguished by the transfer recipient fulfilling its obligations prior to the transfer provider transferring 21.09-J
resources (see paragraphs x and x); and Editorials

(9) Measuring the transfer expense, transfer provider’s binding arrangement asset and transfer 21.09-J

provider’s binding arrangement liability (see paragraphs x—x) by:

0] Determining the transaction consideration (see paragraphs x—x); and

(ii) Allocating the transaction consideration to transfer rights (see paragraphs x—x).
Transfer Expenses with Binding Arrangements: Recognition

Identifying the ED 72.13 A transfer provider shall account for a transfer expense with a binding arrangement only when both
binding Proposed guidance ~ Of the following criteria are met:
arrangement (@) The parties to the binding arrangement have approved the binding arrangement (in writing,

orally or in accordance with other customary practices) and are committed to perform their
respective obligations; and

(b) The transfer provider can identify each party’s rights and obligations.

Paragraphs x —x and AGx provide additional guidance on binding arrangements. Where one or both
criteria are not met, the transfer provider shall account for the transfer expense in accordance with
paragraphs x—x (i.e., as a transfer expense without binding arrangements).

Combination of ~ ED 72.19 A transfer provider shall combine two or more binding arrangements entered into at or near the same time Editorials
binding Proposed guidance ~ with the same transfer recipient (or related parties of the transfer recipient) and account for the binding

arrangements arrangements as a single binding arrangement if one or more of the following criteria are met:
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(@) The binding arrangements are negotiated as a package with a single objective;

(b)  The amount of resources to be transferred in one binding arrangement depends on the price or
performance of the other binding arrangement; or

(c) The transfer recipient’s obligations under the binding arrangements (or some of the transfer
recipient’s obligations under each of the binding arrangements) are a single transfer right in
accordance with paragraph x.

Modificationsto ~ ED 72.20 A modification to a binding arrangement is a change in the rights and obligations of a binding arrangement
a binding Proposed guidance  that is approved by the parties to the binding arrangement. A modification to a binding arrangement exists
when the parties to a binding arrangement approve a modification that either creates new or changes
existing enforceable rights and obligations of the parties to the binding arrangement. A transfer provider
shall continue to apply this [draft] Standard to the existing binding arrangement until the modification to a
binding arrangement is approved.

arrangement

ED 72.22 A transfer provider shall account for a modification to a binding arrangement as a separate binding
Proposed guidance ~ arrangement if both of the following conditions are present:

(@)  The scope of the binding arrangement increases, providing the transfer provider with one or more
additional transfer rights, because the transfer recipient accepts one or more additional obligations, or
an increase in one or more existing obligations; and

(b)  The transaction consideration increases by an amount that is intended to reflect the value of the
additional transfer rights by compensating the transfer recipient for the additional or increased
obligations assumed.

ED 72.23 If a modification to a binding arrangement is not accounted for as a separate binding arrangement in

Proposed guidance ~ accordance with paragraph x, a transfer provider shall account for the modification to a binding arrangement
as if it were a part of the existing binding arrangement. The transfer provider shall determine the
accumulated transfer expense to be recognized as at the date of the modification by revising its estimates of
the transaction consideration, the amount of the transaction consideration allocated to each transfer right or
transfer obligation; and the measure of progress towards completion of each transfer right or obligation. The
difference between the accumulated transfer expense determined as at the date of the modification and the
accumulated transfer expense previously recognized shall be recognized in surplus or deficit as at the date
of the modification.

Identifying Proposed guidance At the inception of the binding arrangement, a transfer provider shall consider its rights in a binding ~ 21.09-J
transfer rights arrangement and shall identify each distinct right to have the transfer recipient fulfill its obligation
as a transfer right. A transfer right is either:

Agenda Item 8.3.1
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(@) Aright to have the transfer recipient fulfill its obligation that is distinct; or

(b) A series of distinct rights to have the transfer recipient fulfill its obligation that have
substantially the same characteristics and risks and that have the same pattern of fulfillment.

Paragraphs AGx—AGx provide additional guidance on identifying transfer rights.

Recognition at Proposed guidance At the inception of a binding arrangement, and when the binding arrangement is wholly unfulfilled, a transfer =~ 21.04-A

Inception of provider shall not recognize any asset, liability or expense associated with the binding arrangement. A
Binding binding arrangement is wholly unfulfilled if both of the following conditions are met:
Arrangement (@ The transfer provider has not yet paid, and is not yet obligated to pay, consideration to the transfer

recipient in exchange for the transfer recipient fulfilling any of its stated obligations in the binding
arrangement; and

(b)  The transfer recipient has not yet fulfilled any of its stated obligations in the binding arrangement.

Paragraphs AGxx—AGxx provide additional guidance.

Extinguishment ~ ED 72.33; A transfer provider shall recognize an expense when (or as) a transfer right is extinguished as a 21.09-J
of Transfer Proposed guidance  result of the transfer recipient satisfying its obligations in accordance with the binding arrangement.
Rights and Paragraphs AGxx—AGxx provide additional guidance on the extinguishment of transfer rights.
Recognition of
Expense
ED 72.34; For each transfer right identified in accordance with paragraph x, a transfer provider shall determine at the 21.09-J
Proposed guidance  inception of the binding arrangement whether the transfer right is extinguished over time (in accordance with
paragraphs x—x) or extinguished at a point in time (in accordance with paragraph x). If the transfer right is
not extinguished over time, the transfer right is extinguished at a point in time.
Transfer Rights ~ ED 72.36; A transfer right is extinguished, and an expense recognized, over time when the transfer recipient fulfills its 21.09-J
Extinguished Proposed guidance  obligation over time. A transfer recipient fulfills its obligation over time if one of the following criteria is met:
Over Time (a) A third-party beneficiary simultaneously receives and consumes the economic benefits or service

potential embodied in the transfer right as the transfer recipient fulfills its obligation (see
paragraphs AGxx—AGxX);

(b)  The transfer recipient’s fulfillment of its obligation creates or enhances an asset (including work in
progress) and, where that asset is transferred to a third-party beneficiary, the third-party beneficiary
controls the asset as it is created or enhanced; or

Editorials
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(c) The transfer recipient has an enforceable right to payment (i.e., complete or partial settlement of one
or more of the transfer provider’s transfer obligations) for the fulfillment of the obligation completed to
date (see paragraph x).

ED 72.38; A transfer provider shall consider the terms of the binding arrangement, as well as any laws and regulations ~ 21.09-J
Proposed guidance ~ that apply to the binding arrangement, when evaluating whether the transfer recipient has an enforceable Editorials

right to payment for the fulfillment of the obligation completed to date in accordance with paragraph x. The

transfer recipient’s right to payment for the fulfillment of the obligation completed to date does not need to be

for a fixed amount. However, at all times throughout the duration of the binding arrangement, the transfer

recipient must be entitled to payment for fulfillment of the obligation completed to date if the binding

arrangement is terminated by the transfer provider or another party for reasons other than the transfer

recipient’s failure to fulfill the obligation as promised. Paragraphs AGxx—AGxx provide guidance for

assessing the existence and enforceability of a transfer recipient’s right to payment and whether a transfer

recipient’s right to payment would entitle it to be paid for its fulfillment of the obligation completed to date.

Transfer Rights Proposed guidance A transfer right is extinguished, and an expense recognized, at a point in time when the transfer recipient 21.09-J
Extinguished at fulfills its obligation. If a transfer right is not extinguished over time in accordance with paragraphs x—x, a
a Point in Time transfer right is extinguished at a point in time. The transfer provider shall determine the point in time at
which a transfer right is extinguished by assessing the nature of the transfer recipient’s obligation, examples  Editorials
of which include, but are not limited to, the following:

(@) The transfer of goods or an asset to a third-party beneficiary; the transfer right is extinguished at the
point the transfer recipient loses control, and the third-party beneficiary gains control, of the goods or
asset.

(b)  The transfer recipient incurs eligible expenditure (where this occurs at a point in time); the transfer
right is extinguished at the point the transfer recipient incurs the eligible expenditure.

(c) The transfer recipient undertakes a specified activity (where this occurs at a point in time); the
transfer right is extinguished at the point the transfer recipient undertakes the specified activity.

(d)  The transfer recipient purchases an asset as a result of a capital transfer (which includes a single
transfer right for the purchase of the asset); the transfer right is extinguished at the point the transfer
recipient takes control of the asset.

Measuring ED 72.40; For each transfer right extinguished over time as a transfer recipient fulfills its obligation, in accordance with ~ 21.09-J
Progress Proposed guidance ~ paragraphs x—x, a transfer provider shall recognize an expense over time by measuring the transfer 21.09-N
Towards recipient’s progress towards complete fulfillment of that obligation and extinguishment of the transfer right.

Complete The objective when measuring progress is to depict the extent to which the transfer provider still has a

Agenda Item 8.3.1
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ED 72.41,
Proposed guidance

Proposed guidance

ED 72.46;

Proposed guidance

Proposed guidance

Proposed guidance

Proposed guidance

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Draft Guidance

transfer right, and the extent to which that economic benefits or service potential have been consumed
through the fulfillment of the transfer recipient’s obligations.

A transfer provider shall apply a single method of measuring the extinguishment of a transfer right
extinguished over time. The transfer provider shall apply that method consistently to similar transfer rights
and in similar circumstances. At the end of each reporting period, a transfer provider shall remeasure a
transfer right extinguished over time.

Appropriate methods for a transfer provider to measure the transfer recipient’s progress in fulfilling its
obligations and extinguishing the transfer right will vary with the nature of the transfer recipient’s obligation
and the terms of the binding arrangement. A transfer provider shall select a measurement method that will
enable it to reliably measure the transfer recipient’s progress at the end of each reporting period. Paragraph
AGxx provides guidance on selecting an appropriate method for measuring progress.

[Staff Note: examples to be moved to Application Guidance and updated to reflect discussions on
practicality with EC and UN.]

As circumstances change over time, a transfer provider shall update its measure of a transfer recipient’s
progress in fulfilling its obligations to reflect any changes (for example, where the work expected to be
required to complete the construction of an asset changes). Such changes to a transfer provider's measure
of progress shall be accounted for as a change in accounting estimate in accordance with IPSAS 3,
Accounting Policies, Changes in Accounting Estimates and Errors.

A transfer provider shall recognize an expense for a transfer right extinguished over time only if the transfer
provider can reliably measure the transfer recipient’s progress towards complete fulfillment of its obligation.
If the transfer provider cannot reliably measure the transfer recipient’s progress towards complete fulfillment
of its obligation, the transfer provider shall recognize an expense for a transfer right extinguished at a point
in time. If the transfer provider cannot reliably determine the point in time at which the transfer right is
extinguished, it shall recognize an expense immediately.

In accordance with paragraph x, no asset, liability, or expense is recognized when a binding arrangement is
wholly unfulfilled. The recognition of assets, liabilities and expenses commences when one party to the
binding arrangement starts to fulfill their obligations under the arrangement.

Where the transfer provider transfers resources to the transfer recipient prior to the transfer recipient starting
to fulfill its obligation, the transfer provider shall:

(@ Derecognize the resources transferred to the transfer recipient, and recognize a transfer provider’s
binding arrangement asset; and

Agenda Item 8.3.1
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(b)  When (or as) the transfer recipient fulfills its obligation and extinguishes a transfer right, derecognize
the transfer provider’s binding arrangement asset, and recognize an expense.

When the transfer recipient starts to fulfill its obligations prior to the transfer provider transferring resources

Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

to the transfer recipient, the transfer provider shall:

(@ Recognize a transfer provider’s binding arrangement liability and an expense when (or as) the
transfer recipient fulfills its obligations and extinguishes a transfer right; and

(b)  As the transfer provider transfers resources to the transfer recipient, derecognize the transfer
provider’s binding arrangement liability and derecognize the resources transferred.

After the transfer provider has transferred resources to the transfer recipient, and recognized a transfer
provider’s binding arrangement asset, the transfer recipient may become unable or unwilling to fulfill its
obligations under the binding arrangement. Where, as a result of the binding arrangement, the legal system
in the jurisdiction, or other circumstances, the transfer provider has an enforceable right to a refund of funds
transferred to the transfer recipient, the transfer provider shall reclassify the transfer provider’s binding
arrangement asset as a financial asset. From the point that it is reclassified, the transfer provider shall
measure the transfer provider’'s binding arrangement asset in accordance with IPSAS 41, Financial

Instruments.

Transfer Expenses with Binding Arrangements: Measurement

Measurement ED 72.47;
principles Proposed guidance

Proposed guidance

Proposed guidance

Proposed guidance

When (or as) a transfer recipient fulfills an obligation and thereby extinguishes a transfer right, a
transfer provider shall recognize as an expense the amount of the transaction consideration that is
allocated to that transfer right in accordance with paragraphs x—x.

When a transfer provider transfers resources to a transfer recipient prior to the transfer recipient
starting to fulfill its obligation, the transfer provider shall, at recognition, measure the resulting
transfer provider’s binding arrangement asset at the carrying amount of the resources transferred.

After recognition, the transfer provider’s binding arrangement asset shall be increased by the
carrying amount of additional resources transferred, and decreased by the amount of expenses
recognized and any impairment recognized, until the carrying amount of the transfer provider’s
binding arrangement asset is zero. Any further expenses recognized at that point are recognized as

atransfer provider’s binding arrangement liability.

When a transfer recipient begins to fulfill its obligations prior to the transfer provider transferring
resources to the transfer recipient, the transfer provider shall, at recognition, measure the resulting
transfer provider’s binding arrangement liability at the amount of the expense recognized.

Agenda Item 8.3.1
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After recognition, the transfer provider’s binding arrangement liability shall be increased by the
amount of additional expenses recognized, and decreased by the carrying amount of resources
transferred to the transfer recipient, until the carrying amount of the transfer provider’s binding
arrangement liability is zero. Any further transfer of resources to the transfer recipient at that point
shall be recognized as a transfer provider’s binding arrangement asset.

A transfer provider shall consider the terms of the binding arrangement to determine the transaction
consideration. The transaction consideration is the sum of the transfer obligations within the binding
arrangement (the value of the resources that the transfer provider expects to transfer to the transfer
recipient, in exchange for transfer recipient fulfilling its obligations). The transaction consideration may
include fixed amounts, variable amounts, or both.

The nature, timing and amount of consideration promised by a transfer provider affect the estimate of the
transaction consideration. When determining the transaction consideration, a transfer provider shall consider
the effects of all of the following:

(@)  Variable consideration (see paragraphs x—x);

(b)  The existence of a significant financing component in the binding arrangement (see paragraphs x—x);
and

(c) Non-cash consideration (see paragraphs x—x).

For the purpose of determining the transaction consideration, a transfer provider shall assume that the
transfer recipient will fulfill its obligations in accordance with the existing binding arrangement and that the
binding arrangement will not be cancelled, renewed or modified.

A transfer expense may include variable costs where, for example, the transfer provider has agreed to meet
the costs, or a portion of the costs, incurred by the transfer recipient. Such arrangements may also specify a
maximum amount for the transfer expense. A transfer provider’s best estimate of the amount it will transfer
to the transfer recipient reflects the transfer provider's assessment of the costs that the transfer recipient is
likely to incur.

A transfer provider shall estimate an amount of variable costs by using either of the following methods,
depending on which method the transfer provider expects to better predict the amount of variable costs it will
incur:

(@)  The expected value—the expected value is the sum of probability-weighted amounts in a range of
possible cost amounts. An expected value may be an appropriate estimate of the amount of variable
costs if a transfer provider has a large number of binding arrangements with similar characteristics.

Agenda Item 8.3.1
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Agenda Item
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Revenue and Transfer Expenses
IPSASB Meeting (March 2022)

Draft Guidance

discussion
(b)  The most likely amount—the most likely amount is the single most likely amount in a range of

possible cost amounts (i.e., the single most likely amount of variable costs in the binding

arrangement). The most likely amount may be an appropriate estimate of the amount of variable

costs if the binding arrangement has only two possible outcomes (for example, a transfer recipient

either purchases a new asset or refurbishes an existing asset).
Editorials
(Deleted as
repeats
ED 72.50).

At the end of each reporting period, a transfer provider shall update the estimated transaction consideration
to represent faithfully the circumstances present at the end of the reporting period and the changes in
circumstances during the reporting period. The transfer provider shall account for changes in the transaction
consideration in accordance with paragraphs x—x.

In determining the transaction consideration, a transfer provider shall adjust the agreed amount of
consideration for the effects of the time value of money if the timing of payments agreed to by the parties to
the binding arrangement (either explicitly or implicitly) provides the transfer provider or the transfer recipient
with a significant benefit of financing the fulfillment of the transfer recipient’s obligations. In those
circumstances, the binding arrangement contains a significant financing component. A significant financing
component may exist regardless of whether the agreement to provide financing is explicitly stated in the
binding arrangement or implied by the payment terms agreed to by the parties to the binding arrangement.

A transfer provider shall consider all relevant facts and circumstances in assessing whether a binding
arrangement contains a financing component and whether that financing component is significant to the
binding arrangement, including both of the following:

(@)  The expected length of time between when the transfer recipient fulfills its obligations and when the
transfer provider transfers resources to the transfer recipient; and

(b)  The prevailing interest rates in the relevant market.

As a practical expedient, a transfer provider need not adjust the promised amount of consideration for the
effects of a significant financing component if the transfer provider expects, at the inception of the binding
arrangement, that the period between when the transfer recipient transfers a promised good or service to a
third-party beneficiary and when the transfer provider pays for that good or service will be one year or less.

When adjusting the promised amount of consideration for a significant financing component, a transfer
provider shall use the discount rate that would be reflected in a separate financing transaction between the

Agenda Item 8.3.1
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transfer provider and the transfer recipient at the inception of the binding arrangement. That rate would
reflect the credit characteristics of the party receiving financing in the binding arrangement, as well as any
collateral or security provided by the transfer provider or the transfer recipient, including assets transferred
in the binding arrangement. A transfer provider may be able to determine that rate by identifying the rate that
discounts the nominal amount of the promised consideration to the price that the transfer provider would pay
for the fulfillment of the transfer recipient’s obligations when (or as) they are fulfilled. After the inception of
the binding arrangement, a transfer provider shall not update the discount rate for changes in interest rates
or other circumstances.

ED 72.65; A transfer provider shall present the effects of financing (interest expense or interest revenue) separately Editorials
Proposed guidance ~ from transfer expenses in the statement of financial performance. Interest expense or interest revenue is

recognized only to the extent that a transfer provider’s binding arrangement liability (or payable) or a transfer

provider’s binding arrangement asset is recognized in accounting for a transfer expense.

Non-Cash ED 72.66; To determine the transaction consideration for binding arrangements in which the transfer provider transfers  21.12-H
Consideration Proposed guidance ~ resources other than cash, the transfer provider shall measure the non-cash consideration (or promise of
non-cash consideration) at the carrying amounts of the resources transferred or to be transferred.

ED 72.67; If the carrying amount of the resource is not known, for example because the transfer provider has agreed to
Proposed guidance ~ provide services, and the costs of those services will not be known until the services have been provided,
the transfer provider shall apply paragraphs x—x in measuring the non-cash consideration.

ED 72.68; If the transfer provider contributes goods or services (for example, materials, equipment or labor) to facilitate

Proposed guidance ~ a transfer recipient’s fulfilment of the binding arrangement, the transfer provider shall assess whether it
loses control of those contributed goods or services. If so, the transfer provider shall account for the
contributed goods or services as a non-cash resource transferred to the transfer recipient.

Allocating the Proposed guidance  The transaction consideration shall be disaggregated to the transfer provider’s transfer rights in
Transaction accordance with paragraph x.
Consideration to

Transfer Rights Proposed guidance ~ Where a binding arrangement specifies the amount of transaction consideration for each transfer right, the

transaction consideration shall be allocated to the transfer rights in accordance with the binding
arrangement (adjusted, where necessary, for amounts of variable consideration or a significant financing
component).

Proposed guidance  Where a binding arrangement does not specify the amount of transaction consideration for each transfer
right, the transfer provider shall make its best estimate of the amount of transaction consideration to be
allocated to each transfer right. The amounts allocated to each transfer right shall reflect the amounts that
are intended to compensate the transfer recipient for fulfilling its obligations.

Agenda Item 8.3.1
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Draft Guidance . .
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Variable consideration that is agreed in a binding arrangement may be attributable to the entire binding
arrangement or to specific transfer rights. A transfer provider shall allocate variable consideration as follows:

(@)  When the variable consideration can be identified with one or more transfer rights, the variable
consideration shall be allocated to those transfer rights in accordance with paragraph x; or

(b)  When the variable consideration cannot be identified with one or more transfer rights, the transfer
provider shall allocate the variable consideration to all the transfer rights proportionately to their share
of the transaction consideration (excluding variable consideration that cannot be identified with one or
more transfer rights).

After the inception of the binding arrangement, the transaction consideration can change for various
reasons, including the resolution of uncertain events or other changes in circumstances that change the
amount of consideration which a transfer provider expects to pay in exchange for the transfer recipient
fulfilling its obligations and extinguishing transfer rights.

A transfer provider shall allocate to the transfer obligations and transfer rights in the binding arrangement
any subsequent changes in the transaction consideration on the same basis as at the inception of the
binding arrangement. Amounts allocated to an extinguished transfer right shall be recognized as an
expense, or as a reduction of an expense, in the period in which the transaction consideration changes.

A transfer provider shall account for a change in the transaction consideration that arises as a result of a
modification to a binding arrangement in accordance with paragraphs x—x.

After the transfer provider has transferred resources to the transfer recipient, and recognized a transfer
provider’s binding arrangement asset, the transfer recipient may become unable or unwilling to fulfill its
obligations under the binding arrangement. The transfer provider shall assess the transfer provider’s binding
arrangement asset for impairment in accordance with IPSAS 21 or, if the transfer provider’s binding
arrangement asset has been reclassified as a financial asset in accordance with paragraph X, in accordance
with IPSAS 41.

Agenda Item
8.2.3

[Subject to IPSASB decision regarding the accounting model(s) to be adopted, to be discussed in
December.]
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Revenue and Transfer Expenses Ag e n d a Item

IPSASB Meeting (March 2022) 8 3 1

Related Board
Draft Guidance

discussion
[Subject to IPSASB decision regarding the accounting model(s) to be adopted, to be discussed in Agenda Item
December.] 8.2.3

Effective Date

A transfer provider shall apply this [draft] Standard for annual financial statements covering periods
beginning on or after January 1, [Year]. Earlier adoption is encouraged. If a transfer provider applies
this [draft] Standard for a period beginning before January 1, [Year], it shall disclose that fact and
shall apply [draft] IPSAS [X] (ED 70) and [draft] IPSAS [X] (ED 71) at the same time.

When a transfer provider adopts the accrual basis IPSAS of accounting as defined in IPSAS 33, First-time
Adoption of Accrual Basis International Public Sector Accounting Standards (IPSASs) for financial reporting
purposes subsequent to this effective date, this [draft] Standard applies to the transfer provider’'s annual
financial statements covering periods beginning on or after the date of adoption of IPSAS.

[Subject to IPSASB decision regarding the accounting model(s) to be adopted, to be discussed in
December.]
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Introduction / ED 72.AG1
signposting
Objective
Application of ED 72.AG2;
Standard Proposed guidance
ED 72.AGS3;
Proposed guidance
Scope
Scope of ED 72.AG4
Transfer
Expenses IPSAS
ED 72.AG5

Additional Board decisions
guidance on
distinguishing

transfer

[Subject to IPSASB decision regarding the accounting model(s) to be adopted, to be discussed in
December.]

A transfer provider shall consider the terms of the transfer, and all relevant facts and circumstances, when
applying this [draft] Standard. A transfer provider shall apply this [draft] Standard, including the use of any
practical expedients, consistently to transfers with similar characteristics and in similar circumstances.

This [draft] Standard specifies the accounting for an individual transfer. However, as a practical expedient, a
transfer provider may apply this [draft] Standard to a portfolio of transfers with similar characteristics if the
transfer provider reasonably expects that the effects on the financial statements of applying this [draft]
Standard to the portfolio would not differ materially from applying this [draft] Standard to the individual
transfers within that portfolio. Transfers without binding arrangements and transfers with binding
arrangements do not have similar characteristics and are not accounted for in the same portfolio. When
accounting for a portfolio, a transfer provider shall use estimates and assumptions that reflect the size and
composition of the portfolio.

The scope of this [draft] Standard is focused on establishing principles and requirements when accounting
for transfer expenses, where a transfer provider provides a good or service to another entity without directly

“ ”

receiving any good or service in return. Fhe-definitions-o ation™

This [draft] Standard does not address transactions where an entity receives any good or service in return for
the good or service that it transfers to another party. Such transactions are accounted for in accordance with

other Standards.

Comparison with Collective and Individual Services
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expenses from IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets, states that no provision is recognized for

collective and collective or individual services before those services are delivered. IPSAS 19 does not address the

individual accounting for the delivery of collective or individual services.

services; and Where the delivery of a collective or individual service satisfies the definition of a transfer expense, an entity

from social applies this [draft] Standard in accounting for the delivery of that service. For example, a Health Ministry

benefits. provides an ambulance service free of charge to its citizens. The Ministry provides this service by entering

into binding arrangements with private companies to deliver the service. In accordance with IPSAS 19, no
provision is recognized for the promise to the citizens to deliver the ambulance service. The binding
arrangements with the private companies require the Ministry to transfer resources to the companies to
deliver the service to third party beneficiaries, without directly receiving any good, service, or asset in return.
The binding arrangements are transfer expenses and are accounted for in accordance with this [draft]
Standard.

Comparison with Social Benefits

IPSAS 42, Social Benefits, defines social benefits as “cash transfers provided to:
(@ Specific individuals and/or households who meet eligibility criteria;

(b) Mitigate the effect of social risks; and

(c) Address the needs of society as a whole.”

Cash payments made to a recipient that is not a specific individual or household will not meet the definition of
a social benefit, except where the recipient is acting as an agent for the entity making the cash payment:

(@)  The recipient may be acting as an agent where it is required to transfer the cash payment to specific
individuals or households. For example, a government may establish a furlough scheme to avoid a
large number of redundancies occurring as a result of restrictions put in place following a pandemic.
Payments made under the furlough scheme are made to employers in respect of employees who
would otherwise be made redundant, with a requirement that these payments are passed on to the
employees. The employer is acting as an agent of the government, as they have no discretion as to
the use of the funds. Consequently, the government accounts for the payments as the principal. The
furlough scheme meets the definition of a social benefit, as cash payments are made to specific
individuals and/or households who meet eligibility criteria (those who would otherwise have been
made redundant); are made to mitigate the effect of a social risk (unemployment); and address the
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needs of society as a whole. Consequently, the government accounts for the furlough scheme as a

social benefit in accordance with IPSAS 42.

(b)  Alternatively, the recipient may not be acting as an agent for the entity making the cash payment.
Taking the example in paragraph (a) above, if the employer has discretion as to how the ash
payments are to be used, the employer is acting as a principal. Consequently, the furlough scheme
will not satisfy the definition of a social benefit, as the payments are not made to specific individuals or
households. The government considers whether the furlough scheme satisfies the definition of a
transfer expense (i.e., whether the government makes the cash payments without directly receiving
any good, service, or asset in return). If the payments under the furlough scheme meet the definition
of transfer expenses, the government applies this [draft] Standard in accounting for the furlough
scheme.

Cash payments that do not mitigate the effect of social risks do not meet the definition of a social benefit.
IPSAS 42 cites the example of payments made in respect of damage caused by an earthquake. Where a
scheme for cash payments does not satisfy the definition of a social benefit because the scheme does not
mitigate the effect of social risks, an entity considers whether payments under the scheme satisfy the
definition of a transfer expense (i.e., whether the entity makes the cash payments without directly receiving
any good, service, or asset in return). If the cash payments meet the definition of transfer expenses, the
government applies this [draft] Standard in accounting for the cash payments.

IPSAS 42 notes that social benefits are organized to ensure that the needs of society as a whole are
addressed. This distinguishes them from benefits provided through insurance contracts, which are organized
for the benefit of individuals, or groups of individuals. Where a scheme for cash payments does not satisfy
the definition of a social benefit because the scheme does not address society as a whole, an entity
considers whether payments under the scheme satisfy the definition of a transfer expense (i.e., whether the
entity makes the cash payments without directly receiving any good, service, or asset in return). If the cash
payments meet the definition of transfer expenses, the government applies this [draft] Standard in accounting
for the cash payments. If the entity directly receives goods, services, or assets (e.g., cash) in return, the
entity considers whether the scheme is an insurance scheme. If so, the entity accounts for the scheme in
accordance with the international or national Standard dealing with insurance.

Definition — Transfer Expense
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Transfer Expense 21.09-F
. : - . 21.12-
This [draft] Standard defines a transfer expense as an expense arising from a transaction, other than taxes,
. . . . . . . Agenda Item
in which an entity (the transfer provider) provides a good, e+service, or other asset to another entity (the
X.2.X

transfer recipient, which may be a public sector entity, a not-for-profit organization, an individual or another
entity) without directly receiving any good, er-service, or other asset in return. Forthe-purpeses-of

key part of the definition is that the transfer provider does not directly receive a good, service, or other asset
in return for transferring resources to the transfer recipient.

A transfer provider's binding arrangement asset is the right to have the transfer recipient fulfil its obligations 21.12-1

and arises where the transfer provider has transferred resources to the transfer recipient prior to the transfer ~ Agenda Item
recipient fulfilling its obligations. A transfer provider’s binding arrangement asset is not a good, service or X.2.x

other asset directly received by the transfer provider in return for transferring resources to the transfer

recipient because:

(@)  Atransfer provider’s binding arrangement asset is not a good or service.
(b)  The transfer provider does not receive the transfer provider’'s binding arrangement asset, which would
require another party to have transferred the binding arrangement asset. The transfer provider’'s

binding arrangement asset arises as a result of timing differences between the respective obligations
in a binding arrangement, not as a result of any transfer to the transfer provider.

(c) The transfer provider’s binding arrangement asset is not consideration provided by the transfer
recipient in return for the transfer provider transferring resources to the transfer recipient. That
consideration is the fulfillment by the transfer recipient of its obligations. The transfer provider's
binding arrangement asset is not recognized in return for the transfer provider transferring resources
to the transfer recipient.

In determining whether a transaction meets the definition of a transfer expense, the transfer provider does

not directly receive any good, service, or other asset in return for transferring resources to the transfer

recipient where the only asset that will be recognized by the transfer provider as a result of the binding
arrangement is a transfer provider’s binding arrangement asset.
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ED 72.AG7 In a transaction giving rise to a transfer expense, the transfer provider provides goods,-oF services, or other
assets to a transfer recipient. Consequently, the transfer provider controls the goods,-ef services, or other
assets prior to the transfer and is therefore acting as a principal. The accounting for a transfer expense by a
transfer provider is the same whether the transfer provider transacts directly with the transfer recipient, or
through an agent. Paragraph AG22 explains that a transfer recipient in a three-party transaction is not an
agent, because it gains control of the goods,-er services, or other assets transferred by the transfer provider,
and is responsible for satisfying the perfermance obligations specified in the binding arrangement {-e—for
L i . . fciaries),
Various Definitions
Various ED 72.AG8 Transfer Recipient 21.06-B

definitions

transfer recipient is an entity (which may be a public sector entity, a not-for-profit organization, an individual
or another entity) that receives a good or service from another entity without directly providing any good or
service to that entity. While the transfer recipient does not provide any good or service to the transfer
provider, it may provide a good or service to a third-party beneficiary in accordance with a binding
arrangement between the transfer recipient and the transfer provider.

ED 71AG25 Eligible Expenditure 21.06-B

This [draft] Standard defines eligible expenditure as an outflow of resources by a transfer recipient incurred in
accordance with the requirements set out in a binding arrangement. A transfer that arises from a binding
arrangement may be provided with the requirement that the transfer recipient use the resources in furthering
the transferreeipient's transfer provider's objectives, but the requirement does not meet the requirements to
be classified as a performance obligation-as-defined-in{araftl-HRSASHXIHED-70) or as a specified activity.
For example, funding may be provided to a university to employ a marketing manager to promote the
university’s courses to overseas students. The binding arrangement specifies that the funding is to be spent
on promoting the university overseas and that the marketing manager’s salary, travel expenses and any
promotional materials used would all be classified as eligible expenditures. Revenue-would-be-recognized-as

[Eligible expenditure definition and guidance subject to upcoming IPSASB discussions in December.]
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ED 71.AG26 The transfer provider needs to be able to confirm that all expenditure incurred was eligible and therefore 21.06-B
should require the transfer recipient reeds to keep appropriate documentation to show that the expenditure
was incurred by the transfer recipient and for the purpose intended.

[Eligible expenditure definition and guidance subject to upcoming IPSASB discussions in December.]

ED 71.AG27 Specified Activity 21.06-8

This [draft] Standard defines a specified activity as an action specified in a binding arrangement that must be
completed by a transfer recipient. A specified activity differs from a performance obligation because there is
no requirement to transfer any good or service to the-transferprovider-or a third-party beneficiary. For
example, a transfer provider provides funding to a government science agency (transfer recipient) to conduct
research and development into a plant-based meat substitute. Any intellectual property developed by the
government science agency remains the property of that agency. The funding is provided on the basis of a
detailed project plan (with the individual stages of research and development identified) provided by the
government science agency and the transfer provider requires the government science agency to report
back at each stage. Each of these stages constitutes a specified activity and revenue an expense would be

recognized when (or as) they are completed-and-forthe-amountincurred-in-completing-that specified-action.

[Specified activity definition and guidance subject to upcoming IPSASB discussions in December.]
Definition — Binding arrangement
Binding ED 72.AG9, A binding arrangement, which is defined-in{draftiHPSASPXHEDB-70),- Revenue-with-Performance 21.04-B

arrangement Proposed revenue Ob - —being an arrangement that ~ Editorials

definition guidance confers both enforceable rights and obligations on beth-two or more parties to the arrangement. In the public
sector an arrangement is enforceable when all the parties the-transferprovider-and-the-transferrecipient are
beth-able to enforce their respective rights and obligations through legal or equivalent means.

Forms of binding ED 72.AG13 Binding arrangements can be evidenced in several ways. A binding arrangement is often, but not always, in

arrangements writing, in the form of a contract or documented discussions between the parties. The binding arrangement
may arise from legal contracts or through other equivalent means such as statutory mechanisms (for
example, through legislative or executive authority and/or cabinet or ministerial directives). Legislative or
executive authority can create enforceable arrangements, similar to contractual arrangements, either on their
own or in conjunction with legal contracts between the parties.
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Enforceability ED 72.AG14,
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ED 72.AG10,

ED 72.AG11,
Proposed revenue
guidance,

Board decision

discussion

In accordance with paragraph x, the assessment of whether an arrangement is enforceable is based on an 21.06-C
entity’s ability to enforce the specified terms and conditions of the binding arrangement and the satisfaction 21.12-J
of the other parties’ stated obligations. Consequently, a transfer provider’s intentions about enforcing the Editorials
binding arrangement do not affect the existence of a binding arrangement unless these intentions have been
communicated to the transfer recipient such that they affect the enforceability of the binding arrangement.
Binding arrangements confer rights and obligations on the parties to the arrangement. This Standard refers
to the transfer provider's obligations as transfer obligations. The transfer provider also has rights to have the
transfer recipient fulfill its obligations. This standard refers to these rights as transfer rights.

he The interdependent 21.04-A
rights and obllgatlons in these a binding arrangements must be enforceable by-legal-orequivalentmeans 21.06-C
{discussed-further-in-paragraphs-AG15-AG23). Enforceability of a binding arrangement can arise from 21.06-E
various mechanisms, so long as the mechanism(s) provide the entity with the ability to enforce the binding Editorials
arrangement and hold the involved parties accountable for the satisfaction of stated obligations. An entity
should determine whether an arrangement is enforceable based on whether the entity has the ability to
enforce. The entity’s assessment of enforceability of a binding arrangement occurs at inception and when a
significant external change indicates that there may be a change in the enforceability of that binding
arrangement.
TFhere-are Since binding arrangements and enforcement of such arrangements can arise from various 21.04-B
mechanisms, an entity should objectively assess all relevant factors at the transaction date to determine 21.06-F

whether an arrangement is enforceable. In some jurisdictions, where public sector entities cannot enter into Editorials
legal obligations, because they are not permitted to contract in their own name, but where there are

alternative processes with equivalent effect to legal arrangements (described as enforceable through

equivalent means). For an arrangement to be enforceable through ‘equivalent means’, the presence of an

enforcement mechanism outside the legal systems, that is similar to the force of law without being legal in

nature, is required to establish the right of the transfer provider to obligate the transfer recipient to complete

the agreed obligation or be subject to remedies for non-completion. Similarly, a mechanism outside the legal

system, that is similar to the force of law without being legal in nature, is required to establish the right of the
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transfer recipient to obligate the transfer provider to pay the agreed consideration. Thus, an entity should
identify and assess all relevant factors by considering legal or equivalent means by which the involved
parties enforce each of the respective rights and obligations under the binding arrangement.

EG 72.AG12, 21.04-B

Board decision whe&hem—ns—an—enmmeable-m;}mﬂg—a#angemem—ln the publlc sector, an arrangement is enforceable when

each of the involved parties is able to enforce their respective rights and obligations through various
mechanisms. An arrangement is enforceable by another party through-legal-orequivalentmeans-if the
agreement includes:
(b) Distinct rights and obligations for beth-the-transfer-provider-and-the-transferreeipient each
involved party; and
(c) Remedies for ren-perfermance non-completion by either party which can be enforced by-the
other-party-through-legal-erequivalent-means through the identified enforcement mechanisms.
ED 72.AG15 A key characteristic of a binding arrangement is the ability of beth-parties each party to enforce the rights and
obligations of the arrangement. That is, the entity receiving the consideration (the transfer recipient) must be

able to enforce the promise to receive funding (consideration). Similarly, the entity providing the funding (the
transfer provider) must be able to enforce fulfillment of the obligations assumed by the transfer recipient.

Board decision When an entity assesses the enforceability of a binding arrangement, the entity should consider how the 21.06-D
identified mechanisms of enforceability impose implicit or explicit consequences on any party or parties that Editorials
do not fulfill their agreed-upon obligation(s) in the binding arrangement. If the entity is not able to determine
how the mechanisms of enforceability identified at inception would in substance enable the entity to hold the
other involved parties accountable for fulfilling their stated obligation(s) in cases of non-completion, then the
arrangement is not enforceable and does not meet the definition of a binding arrangement.

ED 72.AG1S6, Ltegale Enforceability arises from the compulsion by a legal system, eemprtising including through legal 21.06-F
Proposed revenue  means (enforced in the courts in a jurisdiction, as well as judicial rulings and case law precedence to comply
guidance, with the terms of the binding arrangement) or compliance with-a-binding-arrangementis-determined-based

Board decision en-the-prineiples-set-outin-thelaws-of ajurisdiction-whieh through equivalent means (laws and regulations,
ineludes including legislation, executive authority, cabinet or ministerial directives;-as-well-asjudicial-rulings

and-case law precedence).
ED 72.AG17, Executive authority (sometimes called an executive order) is an authority given to a member or selected
members of a government administration to create legislation without ratification by the full parliament. This
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may be considered a valid enforcement mechanism if such an order was issued directing artranefer—ree'rpient

jurisdictionally-speeifie: Cabinet and ministerial directives may create an enforcement mechanism between
different government departments or different levels of government of the same government structure. For
example, a directive given by a minister or government department to a-transferrecipient an entity controlled

by the government to transier—geeds—epsemees-te#urd-par&beneﬂeranes fulfill the agreed upon oblrgatrons

in the arrangement may be enforceable. Sin

enforceable-The key determining factor is that each party must be able to enforce the promises made in the
binding arrangement. Each party must have the ability and authority to compel the other party or parties to
fulfil the promises established within the arrangement or to seek redress should those promises not be
fulfilled.

Sovereign rights are the authority to make, amend and repeal legal provisions. On its own, this authority
does not establish enforceable rights and obligations for the purposes of applying this [draft}-Standard.
However, if the use of sovereign rights were detailed in the binding arrangement as a means of enforcing the
satisfaction of perfermance agreed-upon obligations by an entity this may result in a valid enforcement
mechanism.

A transfer recipient may feel compelled to deliver on the obligations in a binding arrangement because of the
risk that it might not receive future funding from the transfer provider. In general, the transfer provider’s ability
to reduce or withhold future funding to which the transfer recipient is not presently entitled would not be
considered a valid enforcement mechanism in the context of this feraft}-Standard because there is no present
obligation on the transfer provider to provide such funding. However, if the transfer recipient is presently
entitled to funding in the future through another binding arrangement, and the terms of this other binding
arrangement specifically allow for a reduction in funding if other binding arrangements are breached, then the
potential reduction in funding could be considered a valid enforcement mechanism.

When determining if a reduction of future funding would be an enforcement mechanism, the transfer provider
shall apply judgment based on the facts and circumstances.
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ED 72.AG23 A statement of intent or public announcement by a transfer provider such as a government promise to spend

money or deliver goods and services in a certain way is not, in and of itself, an enforceable arrangement for

the purposes of this{draft] Standard. Such a declaration is general in nature and does not create a binding

arrangement between a transfer provider and a transfer recipient under which both parties have rights and

obligations. A transfer provider considers whether such a public announcement gives rise to a non-legally

binding (constructive) obligation in accordance with IPSAS 19, Provisions, Contingent Liabilities and

Contingent Assets.
Enforceability Proposed revenue  In some jurisdictions, appropriations may be included in arrangements as an explicit term or condition (either  21.03-E
concept — guidance, in writing, orally, or implied through customary practices). Appropriations may come in different forms and
appropriations Board decision vary by jurisdiction, for example as capped funding amounts, or as a tool to rescind funding at the discretion
[Subject to of the transfer provider (which would be similar in substance to a unilateral termination clause without
IPSASB decision penalty). Appropriations on their own do not prove nor refute the existence of enforceability within an
regarding the arrangement. An entity should consider any appropriation clauses as one of the relevant factors in its overall
accounting assessment of enforceability, in the context of their specific jurisdiction and the unique terms and conditions
model(s) to be of each arrangement.
adopted, to be ED 72.AG98 An appropriation is defined in IPSAS 24, Presentation of Budget Information in Financial Statements, as an 21.03-E
discussed in authorization granted by a legislative body to allocate funds for purposes specified by the legislature or
December.] similar authority. In some jurisdictions, a transaction arising from a binding arrangement fora-transfer

expense-withoutperformance-obligations may specify that any future transfer is subject to the appropriation
being authorized.
ED 72.AG99 In accordance with paragraphs 98-99, a transfer provider may be prohibited from transferring the promised 21.03-E
resources until the appropriation is authorized. In such circumstances, the transfer provider considers
whether, in substance, the arrangement is enforceable because mechanisms of enforceability enable the
transfer recipient to require the transfer provider to transfer the resources or, if the transfer provider fails to
do so, enable the transfer recipient to impose consequences on the transfer provider, everform-in
determining-whetherit-has-a-present-obligation-to-transferthe resources prior to the appropriation being

authorized.
ED 72.AG100 In some jurisdictions, the autharization for a transfer of resources may go through a multiple step process. 21.03-E
For example:
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(@) The enabling authority to provide a transfer is in place, which is conveyed through approved
legislation, regulations or by-laws of a transfer provider;

(b) The exercise of that authority has occurred. In essence, the transfer provider has taken a
decision under the approved enabling authority that clearly demonstrates that a transfer
recipient has an enforceable right to the transfer of the promised resources, and consequently
the transfer provider has lost its discretion to avoid proceeding with the transfer, for example
through entering into a binding arrangement; and

(c) The authority to pay is evidenced by the authorization of an appropriation.

The enabling authority, together with the exercise of that authority, may be sufficient for a transfer provider to
conclude that the transfer recipient has an enforceable right to those resources in the arrangement that
enables the transfer recipient to require the transfer provider to transfer the resources or, if the transfer
provider fails to do so, enable the transfer recipient to impose consequences on the transfer provider,-and

hat the transfer providerconsequently-has-a-presentobligation-to-transfer the resources; prior to the
authorization of the appropriation. In such circumstances, the limitation (that the future transfer is subject to

the appropriation being authorized) does not have substanceand-the-transferproviderreceghizes-aliability

In other cases, the authorization of the appropriation may determine when a transfer provider has lost its
discretion to avoid proceeding with a transfer. In such circumstances, the limitation (that the future transfer is

subject to the appropriation being authorized) has substance;-and-the-transferprovidershall-netrecognize-a

Arrangements in the public sector often include two or more parties. For the arrangement to meet the
definition of a binding arrangement for the purposes of this Standard, at least two of the parties to the
arrangement must have their own rights and obligations conferred by the arrangement, and the ability to
enforce these rights and obligations.
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That is, at a minimum, the transfer provider must be able to enforce fulfillment of the obligations assumed by
the entity receiving the consideration, and the entity receiving the consideration (transfer recipient) must be
able to enforce the promise to receive funding (consideration). The minimum two-way enforceability in a
binding arrangement is illustrated in the diagram below:

Right to promised consideration

' Promise to provide funding 1

Purchaser Entity
(Transfer Provider) (Transfer Recipient)

' Promise to fulfill obligations '

Right to promised consideration

21.03-E
Editorials

beneficiaries—TFhet-Parties noted within a binding arrangement that do not have enforceable rights and
obligations are third-party beneficiaries. Third-party beneficiaries in three multi-party binding arrangements

do not have any rights to force the transfer recipient to deliver goods and services because they are not
parties to the binding arrangement. However, for these three multi-party arrangements to be classified as
transfer expenses with performance obligations, the transfer provider must have the ability to force the
transfer recipient to deliver goods and services to the third-party beneficiaries. In these three multi-party
arrangements the transfer recipient is not an agent of the transfer provider because the transfer recipient
gains control of the consideration from the transfer provider and is responsible for providing goods or
services to the third-party beneficiaries. This relationship is illustrated in the following diagram.
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National government
(Transfer provider — Reporting entity)

Binding

Arrangement

State government health

services entity
(Transter recipient)

Citizens receiving vaccine
(Third-party beneficiaries)

Transfer Expenses without Binding Arrangements [STAFF NOTE: Subject to IPSASB decision regarding the accounting model(s) to
be adopted, to be discussed in December.]

Introduction ED 72.AG90 This [draft] Standard applies the principles in the Conceptual Framework for General Purpose Financial Agenda Item
Reporting by Public Sector Entities (the Conceptual Framework) to transfer expenses [without-perormance 8.2.2 (Dec
obligatiens] [without a binding arrangement]. Where the transfer recipient of a transfer expense [witheut 2021)

performance-obligations] [without a binding arrangement] is a public sector entity, the transfer recipient will
account for the revenue in accordance with [draft] IPSAS X (ED 71). [Fransfer-expenses-withoutperformance

-] [Probable deletion, subject to IPSASB decision regarding the

accounting model(s) to be adopted, to be discussed in December.]

Recognition

Recognition of ED 72.AG91 In accordance with paragraph 91, a transfer provider shall recognize a transfer expense [without Agenda Item
transfer igati } 8.2.2 (Dec
expenses 2021)
without a binding )—W] [w]lhen the transfer provider ceases to control the resources it has agreed to transfer.

arrangement [Probable deletion, subject to IPSASB decision regarding the accounting model(s) to be adopted, to be

discussed in December.]
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[Probable deletion, subject to IPSASB decision regarding the accounting model(s) to be adopted, to be
discussed in December.]

Fines

Fines are defined iHRSASPXHED-71) as economic benefits or service potential received or receivable by
public sector entities, as determined by a court or other law enforcement body, as a consequence of the
breach of laws and/or regulations. The past event for the recognition of a transfer expense [without
performance-obligations] [arising outside a binding arrangement] in respect of a fine is the imposition of the
fine by a court or other law enforcement body.

[Probable deletion, subject to IPSASB decision regarding the accounting model(s) to be adopted, to be
discussed in December.]

In accordance with paragraph 102, [where-a-transferproviderrecognizes-an-expense-atthe-date-it transfers
the-resedrces-to-the-transferrecipientthe] [a] transfer provider shall measure the expense at the carrying

amount of the resources transferred [at the date at which the transfer provider ceases to control the
resources]. In many cases, the resource transferred will be cash, and the expense will be measured at the
amount of the cash transferred. Where the resource transferred is a non-cash asset, the expense will be
measured at the carrying amount of the asset transferred. In accordance with paragraph 114, the transfer
provider does not revalue the assets prior to derecognizing them. For example, if a transfer provider transfers
inventory to a transfer recipient, it measures the expense at the carrying amount of the inventory transferred,
not the fair value of the inventory.

[Probable relocation to core text if no other AG paragraphs for transfer expenses without binding
arrangements]

[Probable deletion, subject to IPSASB decision regarding the accounting model(s) to be adopted, to be
discussed in December.]

Transfer Expenses with Binding Arrangements: Recognition

Identifying Proposed guidance

transfer rights

Transfer rights provide the basis of recognition and measurement for transfer expenses. This [draft] Standard
requires transfer expenses with binding arrangements to be recognized as or when a transfer right is
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Draft Guidance Related Board
discussion
extinguished, and therefore requires the transfer provider to allocate the transaction consideration to transfer
rights.
A transfer right is identified as a distinct right to have the transfer recipient fulfill its obligation. Where the 21.09-J
transaction consideration cannot be allocated to a right to have the transfer recipient fulfill its obligation, this
right is not distinct. The transfer provider shall aggregate related rights to have the transfer recipient fulfill its
obligations until the aggregation produces a distinct right to have the transfer recipient fulfill its obligations to
which transaction consideration can be allocated. This aggregation is identified as a transfer right.
In some binding arrangements, it may not be possible to identify aggregations of rights to have the transfer 21.09-J
recipient fulfill its obligation that are distinct. In such cases, the transfer provider shall identify the binding
arrangement as a single transfer right.
21.09-J

A binding arrangement for a capital transfer may require the transfer recipient to return resources to the 21.09-J
transfer provider if the asset is not used as specified for an agreed period. Such arrangements may include a

single transfer right for the construction or purchase of the asset, or may include separate transfer rights for

the construction or purchase of the asset and for its operation. The transfer provider determines whether the

binding arrangement includes one or more transfer rights relating to the operation of the asset by assessing

whether the transfer consideration is intended to compensate the transfer recipient for the operation of the

asset as well as its construction or purchase. Where the transfer consideration is only intended to

compensate the transfer recipient for the construction or purchase of the asset, the transfer provider does not

have a transfer right in respect of the operation of the asset. Any right to a return of resources as a result of

the transfer recipient’s failure to use the asset as specified would arise as a consequence of a future event,

and does not give rise to an asset unless such a failure has occurred.

In accordance with paragraph x, at the inception of a binding arrangement and when the binding Recognition at
arrangement is wholly unfulfilled, a transfer provider shall not recognize any asset, liability, or expense Inception of
associated with the binding arrangement. The transfer rights and transfer obligations under a wholly Binding
unfulfilled binding arrangement are interdependent and cannot be separated. The combined transfer rights Arrangement
and transfer obligations constitute a single asset or liability that is measured at zero.
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Individual transfer rights and transfer obligations are recognized as items (assets, liabilities and expenses
depending on their nature) only as one or more parties to the binding arrangement fulfils their stated
obligations. A transfer provider shall account for these items in accordance with paragraphs x—x.

Where parts of the binding arrangement remain equally unfulfilled, the transfer provider shall not recognize
any asset, liability, or expense for the equally unfulfilled parts of the binding arrangement. Such equally
unfulfilled parts of the binding arrangement continue to constitute a single asset or liability that is measured
at zero.

A binding arrangement may have a duration of more than twelve months, with separate transfer rights and
transfer obligations for each reporting period. The transfer rights and transfer obligations relating to each
reporting period are distinct parts of the binding arrangement. Where the transfer rights and transfer
obligations for future reporting periods remain equally unfulfilled, no asset, liability, or expense is recognized
until such time as one party to the binding arrangement starts to fulfill their obligations for a particular
reporting period.

In accordance with paragraph x, a transfer right is extinguished over time if one of the following criteria is 21.09-J
met:

(@)  Athird-party beneficiary simultaneously receives and consumes the economic benefits or service
potential embodied in the transfer right as the transfer recipient fulfills its obligation (see paragraphs
AGXX—AGXX);

(b)  The transfer recipient’s fulfillment of its obligation creates or enhances an asset (including work in
progress) and, where that asset is transferred to a third-party beneficiary, the third-party beneficiary
controls the asset as it is created or enhanced; or

(c) The transfer recipient has an enforceable right to payment (i.e., fulfilment or partial fulfillment of one
or more of the transfer provider’s transfer obligations) for the fulfillment of the obligation completed to
date (see paragraphs AGxx—AGxx).

For some transfer expenses that result in goods or services being transferred to third-party beneficiaries, the

assessment of whether a third-party beneficiary receives and simultaneously consumes the economic benefit

or service potential embodied in a transfer right will be straightforward. Examples include routine or recurring
services (such as a cleaning service) in which the receipt and simultaneous consumption by the third-party
beneficiary of the economic benefits or service potential embodied in the transfer right can be readily
identified.
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Embodied inthe  ED 72.AG41; For other transfer expenses that result in goods or services being transferred to third-party beneficiaries, a

Transfer Right Proposed guidance  transfer provider may not be able to readily identify whether a third-party beneficiary simultaneously receives

by a Third-Party and consumes the economic benefits or service potential embedded in the transfer right as the transfer

Beneficiary recipient fulfills its obligation. In those circumstances, a transfer right is extinguished over time if a transfer

provider determines that another entity (i.e., another supplier) would not need to substantially re-perform the
work that the transfer recipient has completed to date if that other entity were to fulfill the remaining obligation
to the transfer provider.

Transfer ED 72.AG46; A transfer recipient’s right to payment for fulfillment of its obligation to date need not be a present
Recipient's Right  Proposed guidance  unconditional right to payment. In many cases, a transfer recipient will have an unconditional right to
to Payment for payment only at an agreed-upon milestone or upon complete fulfillment of the obligation. In assessing
Fulfillment of whether a transfer recipient has a right to payment for fulfillment of the obligation completed to date, a
Obligations transfer provider shall consider whether the transfer recipient would have an enforceable right to demand or
Completed to retain payment for fulfillment of its obligation completed to date if the binding arrangement were to be
Date terminated before completion for reasons other than the transfer recipient’s failure to fulfill its obligations as
promised.
ED 72.AGA47, In some binding arrangements, a transfer provider may have a right to terminate the binding arrangement

Proposed guidance  only at specified times during the life of the binding arrangement or the transfer provider might not have any
right to terminate the binding arrangement. If a transfer provider acts to terminate a binding arrangement
without having the right to terminate the binding arrangement at that time (including when the transfer
recipient fails to fulfill its obligations as promised), the binding arrangement (or other laws) might entitle the
transfer recipient to continue to fulfill its obligations and require the transfer provider to pay the consideration
promised in exchange for those obligations being fulfilled. In those circumstances, a transfer recipient has a
right to payment for fulfillment of its obligations completed to date because the transfer recipient has a right
to continue to fulfill its obligations in accordance with the binding arrangement and to require the transfer
provider to fulfill its transfer obligations (paying the promised consideration).

ED 72.AG48; In assessing the existence and enforceability of a right to payment for performance completed to date, a

Proposed guidance  transfer provider shall consider the terms of the binding arrangement as well as any legislation or legal
precedent that could supplement or override those terms of the binding arrangement.

ED 72.AG49; The payment schedule specified in a binding arrangement does not necessarily indicate whether a transfer

Proposed guidance  recipient has an enforceable right to payment for fulfillment of its obligations completed to date. Although the
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payment schedule in a binding arrangement specifies the timing and amount of consideration that is payable
by a transfer provider, the payment schedule might not necessarily provide evidence of the transfer
recipient’s right to payment for fulfillment of its obligations completed to date. This is because, for example,
the binding arrangement could specify that the consideration transferred by the transfer provider is
refundable for reasons other than the transfer recipient failing to fulfill its obligations as promised in the
binding arrangement.
Measuring ED 72.AG51; Methods for measuring progress towards complete extinguishment of a transfer right recognize expenses on  21.09-J
Progress Proposed guidance  the basis of direct measurements of the value of the transfer recipient’s obligation fulfilled to date relative to 21.09-N
Towards the remaining value of that obligation. Methods may include surveys of performance completed to date,
Complete appraisals of results achieved, milestones reached, time elapsed and units produced or delivered. When a
Extinguishment transfer provider evaluates whether to apply a particular method to measure progress towards complete
of a Transfer extinguishment of a transfer right, the transfer provider shall consider whether the method selected would
Right faithfully depict the transfer recipient’s performance towards complete fulfillment of its obligation. A method
would not provide a faithful depiction of the progress towards complete extinguishment of a transfer right if
the method selected would fail to measure some aspects of the transfer recipient’s obligation. For example,
methods based on elapsed time would not faithfully depict a transfer recipient’'s performance in fulfilling its
obligation if goods, services, eligible expenditure or specified activities are not delivered evenly over time. In
evaluating whether to apply a particular method to measure a transfer recipient’s progress, a transfer
provider has regard to materiality.
Proposed guidance  In accordance with paragraph AGx, the combined transfer rights and transfer obligations relating to the 21.12-J
unfulfilled portion of a binding arrangement continue to be measured at zero at the end of each reporting 21.09-K
period only to the extent that the transfer provider has evidence that these transfer rights and transfer Editorials
obligations remain unfulfilled. Where either transfer rights or transfer obligations have been fulfilled, the
transfer rights and transfer obligations are no longer interdependent, and are accounted for separately.
Proposed guidance 21.09-K
21.09-N
21.12-J
Proposed guidance A transfer provider may have evidence that one or more (but not all) transfer rights remain unfulfilled. For 21.09-K
example, the transfer provider may have evidence that work on the first phase of a project has commenced, 21.09-N
but that work on the second phase remains outstanding. The transfer rights and corresponding transfer 21.12-]

obligations that remain unfulfilled continue to be interdependent and constitute a single asset or liability
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measured at zero (work on the second stage in the example). The transfer rights that are partially or wholly
fulfilled, and the corresponding transfer obligations, are no longer interdependent, and are accounted for
separately in accordance with paragraphs x—x.

If the transfer provider cannot reliably measure the transfer recipient’s progress towards complete fulfillment
of one of its obligations, the related transfer right does not meet the criteria in paragraph 47 for
extinguishment over time. The transfer provider shall account for the extinguishment of the transfer right at a
point in time. If the transfer provider cannot reasonably determine the point in time at which the transfer right
is extinguished, the transfer right does not meet the recognition criteria for an asset (either as a transfer
provider’s binding arrangement asset where the transfer provider has transferred resources to the transfer
recipient, or as part of a combined transfer right and transfer obligation measured at zero). Consequently, the
transfer provider shall recognize an expense immediately.

A transfer provider may have previously recognized an expense because it could not reliably measure the
transfer recipient’s progress towards complete fulfillment of one or more of its obligations at the previous
reporting date. Where the transfer provider subsequently obtains evidence that one or more transfer rights
remain unfulfilled, the transfer provider shall reverse the previously recognized expense and shall account for
the reversal of the expense as a correction of an accounting estimate in accordance with IPSAS 3.

Evidence that one or more transfer rights remain unfulfilled may arise from a default by the transfer recipient.
Where the default results in the transfer provider having an enforceable right to a refund of resources
transferred to the transfer recipient, the transfer provider classifies the resulting transfer provider’s binding
arrangement asset as a financial asset in accordance with IPSAS 41.

Transfer Expenses with Binding Arrangements: Measurement

Transfer
Provider’s
Binding
Arrangement
Assets and
Transfer
Provider’s
Binding
Arrangement

Liabilities

Proposed guidance

Proposed guidance

In accordance with paragraph x, a transfer provider shall measure an expense at the amount of the
transaction consideration that is allocated to that transfer right. The difference between the amount of the
transaction consideration that is allocated to that transfer right and the carrying amount of any resources
transferred at the point an expense is recognized will give rise to either a transfer provider’s binding
arrangement asset (where the amount of resources exceeds the amount of the expense) or a transfer
provider’s binding arrangement liability (where the amount of the expense exceeds the amount of resources
transferred).

As the transfer provider and transfer recipient fulfill their obligations over time, the difference between the
amount recognized as an expense and the amount of resources transferred can vary, with the result that at
some points, a transfer provider will recognize a transfer provider’s binding arrangement asset and at others
a transfer provider’s binding arrangement liability.
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Allocating the Proposed guidance  The transaction consideration shall be allocated to the transfer rights in accordance with paragraphs x-x. 21.09-J
Transaction Where the binding arrangement specifies the amount of resources to be transferred in respect of a transfer

right, the transfer consideration is allocated on this basis. This may be the case, for example, where transfer
obligations are directly related to transfer rights (i.e., where the transfer provider has agreed to transfer
specified resources for each distinct transfer right).

Consideration to

Transfer Rights

Proposed guidance  When the transfer provider makes its best estimate of the amount of transfer transaction consideration to be 21.09-J
allocated to each transfer right, this estimate shall reflect the amounts that are intended to compensate the
transfer recipient for fulfilling its obligations. The estimate shall be performed using an appropriate basis, for
example the relative costs the transfer recipient could be expected to incur in fulfilling the obligations. The
estimate shall take into account all relevant factors, for example where the resources provided by the transfer
provider are only intended to fund a portion of the transfer recipient’s obligation, the estimate of the transfer
recipient’s likely costs will only include that portion of the costs.

Disclosure
Transfer ED 72.AG109- [Subject to IPSASB decision regarding the decision on the accounting model(s) to be adopted, to be
expenses with/  AG111 discussed in December.]

without binding
arrangements
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Basis for Conclusions
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Implementation Guidance
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Supporting Document 2 — Draft Revenue IPSAS

The following document is a preliminary draft IPSAS for Revenue (authoritative text only). This draft IPSAS
is provided without markup for easier review. A marked-up version to show revisions since December 2021
is available at a Board member’s request.

The intention of this preliminary draft is to present:

1) The overall revised structure based on the IPSASB’s decisions to date (in particular, combining
guidance into a single Revenue IPSAS, requiring an entity to first consider whether the transaction
is without or with a binding arrangement, and presenting guidance based on prominence in the
public sector); and

2) Revisions made to revenue accounting principles based on IPSASB decisions and instructions.
This preliminary draft is subject to further change, including but not limited to:
5) Additional or revised drafting based on IPSASB decisions on previous and current discussions;

6) Updates for consistent terminology (e.g., entity, transfer recipient, purchaser, transfer provider,
etc.), where appropriate;

7) Relocate guidance, as necessary; and

8) Comments and changes based on Drafting Group discussions.

IPSASB decisions to date

Meeting | Change ID Decision on Principles

Dec 20.12-A Reorder the draft guidance in ED 70 and ED 71 to begin with ED 71, either as a separate

2020 standard, or a combined standard.

Mar 21.03-A Retain the concept of a binding arrangement as a fundamental concept for revenue

2021 accounting, and that the existence of rights and obligations within, and enforceability of, a
binding arrangement mean that it contains at least one present obligation.

Mar 21.03-B Adopt the principle that enforceability of a binding arrangement can arise from various

2021 mechanisms, so long as the mechanism(s) provide the entity with the ability to enforce the
binding arrangement and hold the parties accountable to the satisfaction of stipulated
obligations.

Mar 21.03-C Highlight that an entity should assess all relevant factors at the transaction date to determine

2021 whether an arrangement is enforceable.

Mar 21.03-G Retain revenue from performance obligations as a separate type of revenue.

2021 Highlight that performance obligations are a subset of present obligations that embody a
specific transfer of a distinct good or service to a purchaser or third-party beneficiary.

Mar 21.03-M Revise existing Application Guidance to state that, where there is objective evidence that a

2021 portion of consideration relates to the transfer of distinct goods or services to the

purchaser/transfer provider or a third-party beneficiary, disaggregate the transaction price and
account for the component(s) relating to the transfer of distinct goods or services in accordance
with ED 70 then use ED 71 to account for any remaining component(s). If the portion is unclear,
account for the entire transaction in accordance with ED 71.
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Mar 21.03-L For the time being, continue to present revenue guidance as two separate standards with the
2021 standard based on ED 71, Revenue without Performance Obligations first (i.e., Option 1).
Apr 21.04-A Confirm, for revenue, that there is no initial recognition when no party has fulfilled its stated
2021 obligations under the binding arrangement, unless the binding arrangement is onerous.

Accounting for the binding arrangement begins when the binding arrangement is at least
partially fulfilled (i.e., at least one party begins to fulfill one or more of its stated obligations).
Confirm an entity's right and obligation within a binding arrangement are directly linked and
interdependent. When the binding arrangement is wholly unfulfilled, the combined right and
obligation constitute a single asset or liability.

Incorporate executory contract accounting principles without explicitly referring to the term
executory contracts. Drafting should refer to specific principles to account for binding

arrangements.
Jun 21.06-A Retain the definition of a ‘binding arrangement’ in the Revenue standard(s), as it is
2021 conceptually consistent with the definitions elsewhere in IPSAS literature, with the following

minor wording revisions: include “for the purposes of this Standard,” and “enforceability
through legal or equivalent means”, and change “both parties” to “the parties”.

Jun 21.06-C Clarify in the Revenue and Transfer Expenses standards that enforceability is based on the

2021 entity’s ability to enforce the binding arrangement and uncertainty of enforcement is a
measurement issue.

Jun 21.06-D Confirm that enforceability is the ability to impose consequences on parties that do not fulfill

2021 their agreed-upon obligations in the binding arrangement, and the guidance proposed in
paragraph 21 should be added as Application Guidance.

Jun 21.06-E Confirm that the assessment of enforceability of a binding arrangement occurs at inception

2021 and when a significant external change indicates that there may be a change in the
enforceability of that binding arrangement.

Jun 21.06-F Confirm that legal or equivalent means is consistent with ‘legal obligation’ as described in the

2021 Conceptual Framework Chapter 5 and is not ‘non-legally binding obligation’.

Jun 21.06-G Revise the definition of a liability in the IPSASB’s Conceptual Framework by replacing

2021 ‘outflow of resources’ with ‘transfer of resources’ as the revised wording clarifies (i.e., does
not substantially change) the underlying concepts.

Sep 21.09-D The guidance in the draft IPSAS should be reordered to require the entity to consider up front

2021 whether the transaction arises without or with a binding arrangement.

Oct 21.10-A Present revenue guidance in a single IPSAS.

2021

Dec 21.12-A The existing term ‘performance obligation’ should be adopted for binding obligations arising

2021 from revenue transactions with binding arrangements subject to any further staff analysis.

Dec 21.12-C The proposed guidance should be incorporated in the Revenue IPSAS to clarify how an

2021 entity should distinguish its individual obligations in a binding arrangement, with refinements.

Dec 21.12-E An entity’s obligation in a binding arrangement in Revenue accounting is a narrower concept

2021 than ‘present obligation’ in the IPSASB Conceptual Framework: it is a legally binding

obligation in a binding arrangement, which is a unit of account for revenue accounting, to use
resources received/receivable in compliance with the terms of the binding arrangement.

Dec 21.12-F Specified activities and eligible expenditures are examples of ways in which an entity may
2021 fulfill its obligations in a binding arrangement.
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IPSASB instructions
Meeting | Change ID Instructions
Mar 21.03-D Revise and relocate existing guidance related to binding arrangements and enforceability to
2021 better communicate the agreed upon principles, and examples of indicators to help an entity
assess whether enforceability can be demonstrated.

Mar 21.03-E Revise guidance in accordance with all other proposed changes outlined in Appendix 4 of the
2021 March 2021 Agenda ltem 5.2.4.
Mar 21.03-F Determine whether the use of the term binding arrangement, as currently defined in [draft]
2021 IPSAS, Revenue with Performance Obligations, is conceptually consistent with the

Conceptual Framework for General Purpose Financial Reporting by Public Sector Entities
(the Conceptual Framework) and existing IPSAS, and whether the current definition and term
is still appropriate at standards-level. Consider source material of definitions in IPSAS, and
whether there is an issue with consistency from sourced literature.

Mar 21.03-H Draft guidance to better articulate that performance obligations also entail a greater

2021 specificity, and provide more objective and specific identification, recognition, and
measurement of revenue.

Mar 21.03-1 Draft additional Basis for Conclusions paragraphs to address concerns from specific

2021 constituents to explain why the IPSASB decided to move away from using exchange and

non-exchange as defined terms to classify revenue and to explain that it remains an
appropriate concept used to describe the economic substance of such transactions in the
public sector.

Mar 21.03-L Develop the two standalone [draft] revenue IPSAS based on Option 1, subject to a final review

2021 after development on whether to maintain the split based on existence of a performance
obligation, or to combine them based on the degree of duplication.

Apr 21.04-F Provide explicit guidance on that assessment of enforceability when an entity first enters into

2021 an arrangement is based on the ability to enforce and not probability of enforcement at
inception.

Sep 21.09-E Ensure the draft IPSAS include clear structure and signposting for ease of use.

2021

Dec 21.12-B Adapt the definition of a ‘performance obligation’ to capture the existing ‘present obligations’

2021 concept that was developed as part of the revenue project.

Dec 21.12-D Refine proposed guidance in Appendix 1 and consider bringing in Unit of Account guidance

2021 from ED 81, where appropriate.

Dec 21.12-G Revise and relocate existing guidance, remove definitions of “specified activities” and “eligible

2021 expenditures”, and consider whether to avoid use the terms in the authoritative guidance.
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Other
Meeting | Change ID Feedback
- Editorials | Editorials or changes based on discussions with Board members, TAs, or Drafting Group
Mar, BA acc Changes to combine the accounting principles into a single binding arrangement model,
Oct, model where appropriate. IPSASB discussions (on March Agenda Item 5.2.5, October 3.2.1, and
Dec December 8.2.5 and 8.2.6) have supported that the fundamental accounting principles for
2021 revenue arising from any transactions with binding arrangements (whether from ‘present

obligations’ as previously described ED 71 or ‘performance obligations’ as previously defined
in ED 70) are consistent. Obligations arising from a binding arrangement are conceptually
“units of account” to determine the distinct components in a binding arrangement as a
mechanism to recognize and measure revenue. Additional considerations may be required
for performance obligations that require a distinct transfer of goods or services to a specific
external party/parties to better reflect the exchange-type nature and clearer specificity and
transfer of control for such performance obligations, which may lead to different accounting
results.
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The proposed guidance is presented in the following format for easier review. This guidance is still in draft
and is subject to subsequent revisions.

Guidance type

Section

Purpose | Source

of (ED, Board

guidance | decision, or
staff
proposal)

Notes: Related
[Grey: in cases where guidance remains relatively unchanged from source] | Board
[Bold: main principles (per Framework preface paragraph 12)] discussion
[Proposed new or revised guidance for the revenue IPSAS] (Change ID)
Proposed-deletions-of guidance-previod proposed-inEDs]

FYI:

Paragraph numbers will be updated during the finalization stage.
Guidance pending Board discussions on principle-related issues are
marked with placeholders, in lieu of ED guidance.

Table of Contents

LO0o] =T = ¢ PSR PTTRTTR 1
L0 o= o1 1 1= 1
o 0] o = P 1
D= 11 o] (0] PP 4
Identify the REVENUE TIanNSACTION ..........uuuii e 9
Revenue from Transactions without Binding Arrangements................eeeeeeiiiiiiiimiminiiiienens 12
Revenue from Transactions with Binding Arrangements ............vceeiiieeiiiiiiiiiii e 19
Other Assets from Revenue Transactions with Binding Arrangement COStS.........cccooeeeevveen. 29
Application of Principles and Requirements to Specific Transfers............cccccoeviiiiiiiiiiininnnnne 32
=2 1 7=V i o] o PP 35
31Tt [0 1S = PP 37
Effective Date and TranSItiON . ..........ouiiieieiiir e e e et e e e e e e e eaee e e e e e e 37

APPIICALION GUILANCE ..ottt 1

Amendments t0 OTher IPSAS ...ttt b e ebsnbesnnannnnnes 1

2 F= T RSN o] g @0 o] [ ¥ =3 Yo ] o 1= P 1

MUSTrative EXAMPIES ...cooiiiiiiiiiiiiiiiii e 1

Agenda Item 8.3.2
Page 1

Page 109 of 189



Core Text
Purpose Sources
Core Text
Objective ED 71.1,

ED 70.1,

Board decision

Objective ED 71.2,
ED 70.2,
Board decision

Scope — ED 71.3,
exclusions ED 70.3,

Board decision

Revenue and Transfer Expenses Ag en d a Item

Drafting Group Meeting (March 2022)

Draft Guidance

To meet the objective in paragraph 1, the-coreprinciple-of this [draft] Standard is-that:
(a) Requires a transfer recipient shall to consider the terms of the arrangement transaction, and all
relevant facts and circumstances, when-applying-thisfdraft] Standard to determine the type of

revenue transaction; and
(b) Sets out the accounting requirements to account for the revenue transaction.

Paragraphs AGXX-AGXX [ED 71 AG2 and ED 70 AG2-AG4] provides additional guidance on the Objective.

A transfer recipient that prepares and presents financial statements under the accrual basis of
accounting shall apply this [draft]} Standard in accounting for its revenue frem transactions witheut
performance-obligations. This [draft] Standard does not apply to:

(a) Contributions to social benefit schemes that are accounted for in accordance with
paragraphs 26-31 of IPSAS 42, Social Benefits (the insurance approach);

(b) A public sector combination that is a non-exchange transaction;

(c) The accounting for contributions from owners;
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(d) Lease contracts within the scope of IPSAS 43, Leases;

(e) Insurance contracts within the scope of the relevant international or national accounting
standard dealing with insurance contracts?;

(f) Financial instruments and other contractual rights or obligations within the scope of,

IPSAS 41, Financial Instruments;

(9) Rights or obligations arising from binding arrangements within the scope of, IPSAS 19,
Provisions, Contingent Liabilities and Contingent Assets, IPSAS 32, Service Concession
Arrangements: Grantor, IPSAS 34, Separate Financial Statements, IPSAS 35, Consolidated
Financial Statements, IPSAS 36, Investments in Associates and Joint Ventures, IPSAS 37,
Joint Arrangements, IPSAS 39, Employee Benefits and IPSAS 40, Public Sector
Combinations;

(h) Non-monetary exchanges between entities in the same line of business to facilitate sales to
purchasers or potential purchasers. For example, this fdraft} Standard would not apply to a
binding arrangement between two public sector entities that agree to an exchange of
electricity to fulfill demand from their purchasers in different specified locations on a
timely basis;

(i) Gains from the sale of non-financial assets that are not an output of a transfer recipient’s
activities and within the scope of IPSAS 16, Investment Property, IPSAS 17, Property,
Plant, and Equipment or IPSAS 31, Intangible Assets;

() Shanges-inthevalue-of othercurrent-assets Changes in the value of current and non-
current assets arising from subsequent measurement;

(k) Initial recognition or changes in the fair value of biological assets related to agricultural
activity (see IPSAS 27, Agriculture); and

(I) The extraction of mineral resources.

Public Sector Combinations

ED 71.6

Governments may reorganize the public sector, merging some public sector entities, and dividing other
entities into two or more separate entities. A public sector combination occurs when two or more operations
are brought together to form one reporting entity. These restructurings do not ordinarily involve one entity
purchasing another operation or entity, but may result in a new or existing entity acquiring all the assets and

! There is no equivalent IPSAS and no standard is being developed in the IPSAS literature on Insurance contracts.
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liabilities of another operation or entity. Public sector combinations are accounted for in accordance with
IPSAS 40.
Scope - specific ~ Contributions from Owners
exclusion ED 71.7 Contributions from owners are defined in IPSAS 1, Presentation of Financial Statements. For a transaction to
qualify as a contribution from owners, it will be necessary to satisfy the characteristics identified in that
definition. In determining whether a transaction satisfies the definition of a contribution from owners, the
substance rather than the form of the transaction is considered. Paragraph 8 indicates the form that
contributions from owners may take. If, despite the form of the transaction, the substance is clearly that of a
loan or another kind of liability, or revenue, the entity recognizes it as such and makes an appropriate
disclosure in the notes to the general purpose financial statements, if material. For example, if a transaction
purports to be a contribution from owners but specifies that the transfer recipient will pay fixed distributions to
the transfer provider, with a return of the transfer provider’s investment at a specified future time, the
transaction is more characteristic of a loan. For contractual arrangements, an entity also considers the
guidance in IPSAS 28, Financial Instruments: Presentation when distinguishing liabilities from contributions
from owners.
ED 71.8 A contribution from owners may be evidenced by, for example:
(a) A formal designation of the transfer (or a class of such transfers) by the contributor or a controlling
entity of the contributor as forming part of the recipient’s contributed net assets/equity, either
before the contribution occurs or at the time of the contribution;
(b) A formal agreement, in relation to the contribution, establishing or increasing an existing financial
interest in the net assets/equity of the recipient that can be sold, transferred, or redeemed; or
(c) The issuance, in relation to the contribution, of equity instruments that can be sold, transferred, or
redeemed.
Scope —types of ED 71.5, [N/A - propose to delete these scope paragraphs (which served to differentiate revenue types for scope 21.10-A
revenue ED 70.4, purposes). Staff propose to use Definitions and AGs instead to help clarify differences]
ED 70.5
Scope — specific ~ ED 70.6, This [draft] Standard specifies the accounting for the incremental costs of obtaining a binding arrangement
to binding Make guidance with-performance-obligations and for the costs incurred to fulfill a binding arrangement with-a-purehaser if

arrangements more generic to those costs are not within the scope of another Standard (see paragraphs 90—103). An entity shall apply
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apply to binding those paragraphs only to the costs incurred that relate to a binding arrangement with-a-purchaser (or part of
arrangements that binding arrangement) that is within the scope of this {draft} Standard.

Paragraphs AG5-AG6 provide additional guidance on the Scope.

Definitions ED 71.10, The following terms are used in this fd+aft} Standard with the meanings specified: 21.03-E
ED 71.11, . L . 21.03-G
For the purposes of this Standard, a binding arrangement is an arrangement that confers both 1 06.A
ED 70.1, . . . . .06-
enferceable rights and obligations, enforceable through legal or equivalent means, on beth the
ED 70.7 . 21.10-A

parties to the arrangement. A contract is a type of binding arrangement (paragraphs IPSAS [X]
{ED-70) AG7-AG12 provide additional guidance).

Board decision

A binding arrangement asset is an entity’s right to consideration ir-exehange for geedsor 21.12-A
services-thatthe-entity-has-transferred-to-apurchaserorthird-party-benefictary satisfying its

[compliance obligations] in compliance with the terms of the binding arrangement when that

right is conditioned on something other than the passage of time (for example, the entity’s

future performance) MMGWM@WWW@M@—Q

A binding arrangement liability is an entity’s obligation to transfergoeds-orservicestoa

purchaserorthird-party beneficiary satisfy its [compliance obligation] in compliance with the 21.12-A

terms of the binding arrangement for which the entity has received consideration (or the

amount is due) from the purehaser transfer provider. A-transferrecipient's binding

A capital transfer is an inflow, that arises from a binding arrangement, of cash or another asset
with a specification that the transfer recipient acquires or constructs a non-financial asset that
will be controlled by the transfer recipient. (Paragraph AG24 provides additional guidance.)

A contract is an agreement between two or more parties that creates enforceable rights and
obligations.
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Control of an asset is the ability to direct the use of and obtain substantially all of the
remaining economic benefits or service potential from, the asset. Control includes the ability
to prevent other entities from directing the use of, and obtaining the economic benefits or

service potential from, the asset.

21.12-G

Expenses paid through the tax system are amounts that are available to beneficiaries
regardless of whether or not they pay taxes.

Fines are economic benefits or service potential received or receivable by public sector
entities, as determined by a court or other law enforcement body, as a consequence of the
breach of laws and/or regulations.

Other compulsory contributions and levies is cash or another asset, paid or payable to public
sector entities, in accordance with laws and/or regulations, established to provide revenue that
is to be used in the provision of specified government programs.

A [perfermanee compliance obligation] is an entity's promise, or series of promises, in a
binding arrangement with-apurchaser to use resources in a specified manner. The promise to
use resources in a specified manner may entail a transfer of a good or service to a specific
external party or parties the (i.e., a purchaser or third-party beneficiary).-either:

21.12-A
21.12-B
Editorials

Revenue is the gross inflow of economic benefits or service potential during the reporting
period when those inflows result in an increase in net assets/equity, other than increases
relating to contributions from owners.
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The stand-alone price (of a good or service) is the price at which an entity would provide a
promised good or service separately to a purchaser or third-party beneficiary.

Tax expenditures are preferential provisions of the tax law that provide certain taxpayers with

concessions that are not available to others.

The taxable event is the event that the government, legislature, or other authority has
determined will be subject to taxation.

Taxes are economic benefits or service potential compulsorily paid or payable to public sector
entities, in accordance with laws and/or regulations, established to provide revenue to the
government. Taxes do not include fines or other penalties imposed for breaches of laws and/or
regulations.

A third-party beneficiary is an entity, household or individual who will benefit from a
transaction made between twe other parties by receiving goods, services or other assets
(paragraph AG22 provides additional guidance).

For the purposes of this [draft] Standard, the transaction price is the amount of consideration 21 12-A

to which an entity expects to be entitled. Ferthe purposesofthis[draft] Standard;the

A transfer is a transaction, other than taxes, in which an entity receives a good, service, or
other asset? from another entity (which may be an individual) without directly providing any
good, service, or other asset in return.

[Pending — the following terms and definitions will be revisited by the Drafting Group to streamline
the overall IPSAS]

2 The definition of a transfer includes references to other asset (such as non-current assets) for completeness. Elsewhere in this {draft] Standard, references to goods and services or
to goods or services are to be read as incorporating references to assets.
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A customer is a party that has contracted with an entity to obtain goods or services® that are
an output of the entity’s activities in exchange for consideration.

A purchaser is a party that pays for goods or services that are an output of an entity’s
activities under a binding arrangement, either for its own consumption or for transfer to a
third-party beneficiary (paragraph AG25 provides additional guidance). A customer is a type of

apurchaser.

A transfer provider is an entity that provides a good, service or other asset to another entity
without directly receiving any good, service or other asset in return.

A transfer recipient is an entity that receives a good, service, or other asset from another entity
without directly providing any good, service, or other asset to that entity.

Terms defined in other IPSAS are used in this fdraft} Standard with the same meaning as in those
Standards and are reproduced in the Glossary of Defined Terms published separately.

Description — Revenue

Revenue ED 71.12 Revenue comprises gross inflows of economic benefits or service potential received and receivable by the
entity (transfer recipient), which represents an increase in net assets/equity, other than increases relating to
contributions from owners. Amounts collected as an agent of the government or another government
organization or other third parties are not considered revenue of the agent, as these amounts will not give

% In this [draft] Standard, the terms goods and services or goods or services may encompass non-current assets.
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rise to an increase in net assets/equity of the agent. This is because the agent entity cannot control the use
of, or otherwise benefit from, the collected assets in the pursuit of its objectives.
ED 71.13 Where a transfer recipient incurs some cost in relation to revenue arising from a revenue transaction witheut  21.06-G

performance-obligations, the revenue is the gross inflow of future economic benefits or service potential, and
any eutflew transfer of resources is recognized as a cost of the transaction. For example, if a transfer
recipient is required to pay delivery and installation costs in relation to the transfer of an item of plant to it
from another entity (transfer provider), those costs are recognized separately from revenue arising from the
transfer of the item of plant. Delivery and installation costs are included in the amount recognized as an
asset, in accordance with IPSAS 17.

Description — Taxes

Taxes ED 71.27 Taxes, which include compulsory contributions and levies, are the major source of revenue for many
governments and other public sector entities. Taxes are defined in paragraph 10 as economic benefits or
service potential compulsorily paid or payable to public sector entities, in accordance with laws and/or
regulations, established to provide revenue to the government, excluding fines or other penalties imposed for
breaches of laws and/or regulations. Non-compulsory transfers to the government or public sector entities
such as donations and the payment of fees are not taxes, although they may be the result of transactions
with eut-performance-ebligations a binding arrangement. A government levies taxation on individuals and
other entities, known as taxpayers, within its jurisdiction by use of its sovereign powers.

ED 71.28 Tax laws and/or regulations can vary significantly from jurisdiction to jurisdiction, but they have a number of
common characteristics. Tax laws and/or regulations (a) establish a government’s right to collect the tax, (b)
identify the basis on which the tax is calculated, and (c) establish procedures to administer the tax, that is,
procedures to calculate the tax receivable and ensure payment is received. Tax laws and/or regulations often
require taxpayers to file periodic returns to the government agency that administers a particular tax. The
taxpayer generally provides details and evidence of the level of activity subject to tax, and the amount of tax
receivable by the government is calculated. Arrangements for receipt of taxes vary widely but are normally
designed to ensure that the government receives payments on a regular basis without resorting to legal
action. Tax laws and/or regulations are usually rigorously enforced and often impose severe penalties on
individuals or other entities breaching the law.

ED 71.29 The rights (of a government to calculate the tax receivable and ensure payment is received) and obligations
(on the taxpayer to submit returns and monies when due) established in tax laws and/or regulations do not

Agenda Item 8.3.2
Page 8

Page 117 of 189



Revenue and Transfer Expenses Ag en d a Item

Drafting Group Meeting (March 2022) 8 . 3 ] 2
Purpose Sources Draft Guidance Related Board
discussion
create binding arrangements between the government and the taxpayer. A binding arrangement-as-defined
infdraftHPSAS PXJH{ED-70),-Revenue-with-Performance-Obligations; creates both enforceable rights and
obligations on both parties to the arrangement and not a single right and obligation on each party.
ED 71.30 Advance receipts, being amounts received in advance of the taxable event, may also arise in respect of
taxes.

[Identify the Revenue Transaction
Types of ED 71.4, } isi 2 i } orm igati } 21.03-A
revenue — with Moved from scope 21.10-A
or without section for better Public sector revenues may arise from transactions: Editorials
Binding flow. (a) Without binding arrangements (i.e., revenue without binding arrangements); or
arrangement Additional clarity (b) With binding arrangements.

(BA) based on Board j enues-received-by-publicse
decision. ebligatiens; The majority of revenue of governments and other public sector entities is typically derived from
transactions without binding arrangements, or with binding arrangements that do not include distinct transfers
of goods or services to external parties, such as:
(a) Taxes;
(b) Capital transfers; and
(c) Transfers (whether cash or non-cash), including debt forgiveness, fines, bequests, gifts,
donations, goods or services in-kind, and the off-market portion of concessionary loans received.
Types of ED 70.31, At inception, an entity should first consider whether it has entered into a revenue transaction with or withouta = 21.09-D
revenue — Board decision binding arrangement. The following flowchart en-the-fellowing-page intends to assist the entity in identifying 21.10-A
analysis required the type of revenue arising from its public sector transaction, and identifies the relevant paragraphs of 21.12-A

guidance to account for the identified type of in-this[draft} Standardrelated-to-assetliability-and-revenue 21.12-B
recognition-and-measurementfor revenue transactions-without performance-obligations. Requirementsfor
WMMWWW j .
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Types of ED 71 flowchart Does the revenue arise from a transaction with 21.09-D
revenue — footnotes, a Binding Arrangement? 21.10-A
analysis required  Board decision (paragraphs XX-XX) 21.12-A
21.12-B
No Yes
Revenue without a Revenue with a
Binding Arrangement Binding Arrangement
Account for revenue without a Account for revenue with a
binding arrangement in binding arrangement in
accordance with accordance with
paragraphs XX-XX paragraphs YY-YY
* The flowchart is illustrative only. It does not take place of this [draft}- Standard and is provided as an aid to
interpreting this-{draft} Standard.
* In certain circumstances, such as when a creditor forgives a liability, a decrease in the carrying amount of a
previously recognized liability may arise. In these cases, instead of recognizing an asset, the entity
BA Identify whether a Binding Arrangement Exists 21.09-D
BA: ED 70.9, For an arrangement to be binding, it must be enforceable through legal or equivalent means. Enforceability of 21.03-B
Enforceability Board decision a binding arrangement can arise from various mechanisms, so long as the mechanism(s) provide the entity Editorials
with the ability to enforce the binding arrangement and hold the parties accountable for the satisfaction of
stated obligations.
ED 70.AG10, In determining whether an arrangement is enforceable, the transfer recipient considers the substance rather 21.03-D
ED 70.AG14, than the legal form of the arrangement. H-past-experience-erknowledge-indicatesthat-the-transferprovider 21.06-C
ED 71.22, reverenforces-an-arra i ipient-may-conclude-thatthe Editorials

ED 71.24,
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arrangement-and-therefore-enforceability-has-substance: The assessment of whether an arrangement is
enforceable is based on an entity’s ability to enforce the specified terms and conditions of the binding

arrangement and the satisfaction of the other parties’ stated obligations.

When A binding arrangement speeifies may specify that the resources to be transferred to the transfer 21.03-E
recipient by a transfer provider are subject to an appropriation being authorized. The transfer recipient

considers whether, in substance, everform-in-determining-whether the arrangement is enforceable because
mechanisms of enforceability enable the transfer recipient kas to require the transfer provider to transfer

resources, or, if the transfer provider fails to do so, to impose consequences on the transfer provider, eentrel

of theseresources-prior to the appropriation being authorized.

The limitation (that the resources to be transferred are subject to the appropriation being authorized) does 21.03-E
not have substance when the transfer recipient can establish an enforceable right to those resources; before

the appropriation is authorized. In such cases, the arrangement is enforceable and may be a binding

arrangement. Paragraphs AG28-AG32 provides additional guidance on appropriations.

A binding arrangement includes both rights and obligations that are enforceable for two or more of the 21.03-A
involved parties. Each party’s enforceable right and obligation within the binding arrangement are 21.04-A
interdependent and inseparable.

For the purpose of applying this fdraft] Standard, an arrangement is not a binding arrangement dees-netexist 21.12-A
if each party to the binding arrangement has the unilateral enforceable right to terminate a wholly
unperformed unfulfilled binding arrangement without compensating the other party (or parties). A binding
arrangement is wholly unaperfermed unfulfilled if both of the following criteria are met:
(@) The entity has not yet transferred-any-promised-goods-orsenvices-to-the
benefieiary satisfied any of its [compliance obligations] in the binding arrangement; and
(b) The entity has not yet received, and is not yet entitled to receive, any consideration in-exchange

for promised-goods-ersenvices satisfying its [compliance obligations] in compliance with the terms
of the binding arrangement.
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Binding arrangements can be evidenced in several ways. A binding arrangement can be written, oral or
implied by an entity’s customary practices. The practices and processes for establishing binding
arrangements with-purchasers vary across legal jurisdictions, sectors and entities. In addition, they may vary
within an entity (for example, they may depend on the class of purchaser the transfer provider or the nature

of the promised-goods-er-senvices entity’s promise in the binding arrangement).

Paragraphs AG7-AG24 provides additional guidance on binding arrangements.

An entity will apply the recognition and measurement criteria in this Standard as follows:
(a) Revenue from transactions without binding arrangements are accounted for using paragraphs XX-
XX; and
(b) Revenue from transactions with binding arrangements are accounted for using paragraphs XX-
XX.

8.3.2

Related Board

discussion
21.06-A
21.10-A
Editorials

21.09-D
21.09-E

Recognition
Recognizing
asset from inflow

of resources

Analysis of the Initial Inflow of Resources from-Revenue Fransactions-without Performance Obligations

[pending — review asset guidance and update for consistency in principles where necessary]

ED 71.31,
ED 71.32,
ED 71.33,
ED 71.38

ED 71.34

A transfer recipient may receive an initial inflow of resources from a revenue transaction. Public sector
entities normally obtain assets from governments, other entities including taxpayers, or by purchasing or
producing them. The transfer recipient recognizes this inflow of resources as an asset if it presently controls
the resources received as a result of one or more past events, and the value of the asset can be measured
reliably.* A past event that gives the transfer recipient control of an asset may be a purchase, a taxable
event, or a transfer. Transactions or events expected to occur in the future do not in themselves give rise to
assets — hence for example, an intention to levy taxation is not a past event that gives rise to an asset in the
form of a claim against a taxpayer.

The ability to exclude or regulate the access of others to the benefits of an asset is an essential element of
control that distinguishes a transfer recipient’s assets from those public goods that all entities have access to
and benefit from. In the public sector, governments exercise a regulatory role over certain activities, for

4 Information that is reliable is free from material error and bias, and can be depended on by users to faithfully represent that which it purports to represent or could reasonably be
expected to represent. Paragraph BC16 of IPSAS 1 discusses the transitional approach to the explanation of reliability.
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example, financial institutions or pension funds. This regulatory role does not necessarily mean that such
regulated items meet the definition of an asset of the government, or satisfy the criteria for recognition as an
asset in the general purpose financial statements of the government that regulates those assets. In
accordance with paragraph 110, entities may, but are not required, to recognize services in-kind.

ED 71.35 An announcement of an intention to transfer resources to a public sector transfer recipient is not of itself
sufficient to identify resources as controlled by a transfer recipient. For example, if a public school were
destroyed by a forest fire and a government (transfer provider) announced its intention to transfer funds to
rebuild the school, the school would not recognize an inflow of resources (resources receivable) at the time
of the announcement. In circumstances where an agreement is required before resources can be
transferred, a transfer recipient will not identify the resources as controlled until such time as the agreement
is binding, because the transfer recipient cannot exclude or regulate the access of the transfer provider to the
resources. In many instances, the transfer recipient will need to establish enforceability of its control of
resources before it can recognize an asset. If a transfer recipient does not have an enforceable claim to
resources, it cannot exclude or regulate the transfer provider’s access to those resources.

ED 71.31 In certain circumstances, such as when a creditor forgives a liability, a decrease in the carrying amount of a
previously recognized liability may give rise to an inflow of resources. In some cases, gaining control of the
inflow of resources may also carry with it obligations that the transfer recipient will recognize as a liability until
the obligations are satisfied. Contributions from owners do not give rise to revenue;-se-e- Each type of inflow
of resources is analyzed, and any contributions from owners are accounted for separately.

Contingent Assets

ED 71.44 An item that possesses the essential characteristics of an asset, but fails to satisfy the criteria for recognition,
may warrant disclosure in the notes as a contingent asset (see IPSAS 19).

Recognition of Revenue Transactions without Binding Arrangements

[pending — review asset guidance and update for consistency in principles where necessary]

ED 71.86 When a transfer recipient recognizes an inflow of resources as an asset for a revenue transaction
with-ne-present-obligation-as-seteutinparagraphs32-43 without a binding arrangement, it
recognizes revenue immediately.

Probable Inflow of Resources
[pending — review asset guidance and update for consistency in principles where necessary]
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probable inflow ED 71.39 In cases when a transfer recipient does not receive an initial inflow of resources from a revenue transaction,
of resources it may be probable to receive resources after the inception of the transaction. An inflow of resources is

probable when the inflow is more likely than not to occur. The transfer recipient bases this determination on

its past experience with similar types of flows of resources and its expectations regarding the taxpayer or

transfer provider. For example, where (a) a government (transfer provider) agrees to transfer funds to a

public sector transfer recipient, (b) the agreement is binding, and (c) the government has a history of

transferring agreed resources, it is probable that the inflow will occur, notwithstanding that the funds have not

been transferred at the reporting date.

ED 71.40 A transfer recipient shall account for an asset that is within the scope of this Standard only when it is
probable that the transfer recipient will collect and/or receive the inflow of resources. In evaluating whether
collectability of an inflow is probable, a transfer recipient shall consider only the transfer provider's ability and
intention to pay. The amount of the inflow that the transfer recipient expects to collect from the transfer
provider may be less than the amount stated in the binding or other arrangement if the inflow is variable (see
paragraph 64).

Measurement

Without BA: Measurement of Revenue Transactions without Binding Arrangements

measurement ED 71.87 Revenue from transactions without present-ebligations a binding arrangement shall be measured at the Editorials
amount of the increase in net assets (i.e., the consideration received) recognized by the transfer recipient.

ED 71.88 When, as a result of a revenue transaction without a-present-ebligation a binding arrangement, a transfer recipient
recognizes an asset, it also recognizes revenue equivalent to the amount of the asset measured in accordance
with paragraph 59.

Taxes

Without BA: Taxes

Taxes ED 71.89 A transfer recipient shall recognize an asset in respect of taxes, which include other compulsory
contributions and levies, when the taxable event, or other event giving rise to other compulsory
contributions and levies, occurs and the asset recognition criteria are met.

ED 71.90 Resources arising from taxes satisfy the definition of an asset when the transfer recipient controls the
resources as a result of a past event (the taxable event) and expects to receive future economic benefits or
service potential from those resources. Resources arising from taxes satisfy the criteria for recognition as an
asset when it is probable that the inflow of resources will occur and their fair value can be reliably measured.
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The degree of probability attached to the inflow of resources is determined on the basis of evidence available
at the time of initial recognition, which includes, but is not limited to, disclosure of the taxable event by the
taxpayer.

ED 71.91 Taxation revenue arises only for the government that imposes the tax, and not for other entities. For
example, where the national government imposes a tax that is collected by its taxation agency, assets and
revenue accrue to the government, not the taxation agency. Further, where a national government imposes a
sales tax, the entire proceeds of which it passes to state governments, based on a continuing appropriation,
the national government recognizes assets and revenue for the tax, and a decrease in assets and an
expense for the transfer to state governments (transfer expense per fdraft} IPSAS [X] (ED 72)). The state
governments will recognize assets and revenue for the transfer. Where a single entity collects taxes on
behalf of several other entities, it is acting as an agent for all of them. For example, where a state taxation
agency collects income taxes for the state government and several city governments, it does not recognize
revenue in respect of the taxes collected-rather, the individual governments that impose the taxes recognize
assets and revenue in respect of the taxes.

ED 71.92 Taxes do not satisfy the definition of contributions from owners, because the payment of taxes does not give
the taxpayers a right to receive (a) distributions of future economic benefits or service potential by the entity
during its life, or (b) distribution of any excess of assets over liabilities in the event of the government being
wound up. Nor does the payment of taxes provide taxpayers with an ownership right in the government that
can be sold, exchanged, transferred, or redeemed.

ED 71.93 Taxes are a transaction without [perfermance compliance obligations] because the taxpayer transfers
resources to the government, and the government is not required to transfer distinct goods or services to the
taxpayer or a third-party beneficiary in return. While the taxpayer may benefit from a range of social policies
established by the government, the taxpayer has no control over which benefits they receive as a result of
the payment of taxes.

Without BA: The Taxable Event for Other Compulsory Contributions and Levies

Taxes — Taxable ED 71.94 Similar types of taxes are levied in many jurisdictions. The transfer recipient analyzes the taxation law in its
Event for Other own jurisdiction to determine what the taxable event is for the various taxes levied. Unless otherwise
Compulsory specified in laws and/or regulations, it is likely that the taxable event for:

Contributions (@) Income tax is the earning of assessable income during the taxation period by the taxpayer;

and Levies (b) Value-added tax is the undertaking of taxable activity during the taxation period by the taxpayer;
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(c) Goods and services tax is the purchase or sale of taxable goods and services during the taxation
period;
(d) Customs duty is the movement of dutiable goods or services across the customs boundary;
(e) Death duty is the death of a person owning taxable property; and
(f) Property tax is the passing of the date on which the tax is levied, or the period for which the tax is
levied, if the tax is levied on a periodic basis.
ED 71.95 Similar types of other compulsory contributions and levies occur in many jurisdictions. The transfer recipient
analyzes the law and/or regulation relating to other compulsory contributions and levies in its own jurisdiction
to determine what event the government, legislature, or other authority has determined will result in the other
compulsory contribution or levy. Examples of such events include:
(@) Income being earned (where other compulsory contributions are based on earnings, for example
other compulsory contributions in respect of unemployment benefits which are based on a
percentage of earned income);
(b) The passage of time (where other compulsory contributions to a social benefit are based on time,
for example monthly payments); and
(c) The purchase of goods or services (where levies are based on a percentage of sales, for example
where accident benefit schemes impose a levy on fuel sales).

Without BA: Advance Receipts of Taxes

Taxes — ED 71.96 Consistent with the definitions of assets, liabilities, and the requirements of paragraph 89, resources for taxes
Advance and other compulsory contributions and levies received prior to the occurrence of the taxable event for other
Receipts compulsory contributions and levies are recognized as an asset and a liability (advance receipts), because

(a) the event that gives rise to the transfer recipient’s entitlement to the taxes or other compulsory
contributions and levies has not occurred, and (b) the criteria for recognition of taxation revenue or revenue
from other compulsory contributions and levies have not been satisfied (see paragraph 95), notwithstanding
that the transfer recipient has already received an inflow of resources. Advance receipts in respect of taxes
and other compulsory contributions and levies are not fundamentally different from other advance receipts,
so a liability is recognized until the taxable event for other compulsory contributions and levies occurs. When
the taxable event for other compulsory contributions and levies occurs, the liability is discharged and revenue
is recognized.

Measurement of Assets Arising from Taxation Transactions
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Without BA: ED 71.97

assets arising from taxation transactions are measured at their transaction price. A transfer recipient shall consider the
terms of the transaction and its customary practices to determine the transaction price. Assets arising from taxation
transactions are measured at the best estimate of the inflow of resources to the transfer recipient, which is
consistent with most likely amount in paragraph 67. The accounting policies for estimating these assets will take
account of both the probability that the resources arising from taxation transactions will flow to the government, and
the fair value of the resultant assets.

ED 71.98 Where there is a separation between the timing of the taxable event and the collection of taxes, public sector
entities may measure assets arising from these transactions by using, for example, statistical models based on the
history of collecting the particular tax, contribution or levy in prior periods. These models will include consideration
of the timing of cash receipts from taxpayers, declarations made by taxpayers, and the relationship of taxation,
contribution or levy receivable to other events in the economy. Measurement models will also take account of other
factors such as:

(&) The tax law and/or regulation allowing taxpayers a longer period to file returns than the government is
permitted for publishing general purpose financial statements;

(b) Taxpayers failing to file returns on a timely basis;

(c) Valuing non-monetary assets for tax assessment purposes;

(d) Complexities in tax law and/or regulation requiring extended periods for assessing taxes due from
certain taxpayers;

(e) The potential that the financial and political costs of rigorously enforcing the tax laws and/or regulations
(or laws and/or regulations relating to other compulsory contributions and levies) and collecting all the
taxes, contributions and levies legally due to the government may outweigh the benefits received;

() The tax law and/or regulation permitting taxpayers to defer payment of some taxes; and

(9) Avariety of circumstances particular to individual taxes and jurisdictions.

ED 71.99 Measuring assets and revenue arising from taxation transactions using statistical models may result in the actual
amount of assets and revenue recognized being different from the amounts determined in subsequent reporting
periods as being due from taxpayers in respect of the current reporting period. Revisions to estimates are made in
accordance with IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors.

ED 71.100 In some cases, the assets arising from taxation transactions cannot be reliably measured until some time after the
taxable event occurs. This may occur if a tax base is volatile and reliable estimation is not possible. In many cases,

Agenda Item 8.3.2
Page 17

Page 126 of 189



Revenue and Transfer Expenses Ag e n d a Item

Drafting Group Meeting (March 2022) 8 3 2

Purpose Sources Draft Guidance Related Board
discussion
the assets and revenue may be recognized in the period subsequent to the occurrence of the taxable event .
However, there are exceptional circumstances when several reporting periods will pass before a taxable event
results in an inflow of resources embodying future economic benefits or service potential that meets the definition
of an asset and satisfies the criteria for recognition as an asset. For example, it may take several years to
determine and reliably measure the amount of death duty due in respect of a large deceased estate because it
includes a number of valuable antiques and artworks, which require specialist valuations. Consequently, the

recognition criteria may not be satisfied until payment is received or receivable.

Without BA: Measurement of Taxes with Collection Uncertainty
Taxes with ED 71.101 The measurement of assets arising from taxation transactions is limited to the extent that it is highly probable that a
collection significant reversal of the amount of cumulative revenue recognized will not occur in accordance with paragraphs
uncertainty 69-70.
Without BA: Expenses Paid Through the Tax System and Tax Expenditures
Expenses paid ED 71.102 Taxation revenue shall be determined at a gross amount. It shall not be reduced for expenses paid
through tax through the tax system.
ED 71.103 In some jurisdictions, the government uses the tax system as a convenient method of paying to taxpayers benefits

that would otherwise be paid using another payment method, such as writing a check, directly depositing the
amount in a taxpayer’s bank account, or settling another account on behalf of the taxpayer. For example, a
government may pay part of residents’ health insurance premiums, to encourage the uptake of such insurance,
either by reducing the individual’s tax liability, making a payment by check, or by paying an amount directly to the
insurance company. In these cases, the amount is payable irrespective of whether the individual pays taxes.
Consequently, this amount is an expense of the government and should be recognized separately in the statement
of financial performance. Tax revenue should be increased for the amount of any of these expenses paid through

the tax system.
ED 71.104 Taxation revenue shall not be grossed up for the amount of tax expenditures.
ED 71.105 In most jurisdictions, governments use the tax system to encourage certain financial behavior and discourage

other behavior. For example, in some jurisdictions, homeowners are permitted to deduct mortgage interest and
property taxes from their gross income when calculating tax-assessable income. These types of concessions are
available only to taxpayers. If an entity (including a natural person) does not pay tax, it cannot access the
concession. These types of concessions are called tax expenditures. Tax expenditures are foregone revenue, not
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expenses, and do not give rise to inflows or outflows of resources — that is, they do not give rise to assets,
liabilities, revenue, or expenses of the taxing government.
ED 71.106 The key distinction between expenses paid through the tax system and tax expenditures is that, for expenses paid
through the tax system, the amount is available to recipients irrespective of whether they pay taxes, or use a
particular mechanism to pay their taxes. IPSAS 1 prohibits the offsetting of items of revenue and expense unless
permitted by another standard. The offsetting of tax revenue and expenses paid through the tax system is not
permitted.
'Revenue from Transactions with Binding Arrangements
Recognition
With BA: Step 1: identifying Determining the Binding Arrangement
accounting ED 70.8, An entity shall account for a binding arrangement with-a-purchaser using the five-step model if all of 21.03-E
model Board decision the following criteria are met: 21.12-A
(&) The parties to the binding arrangement have approved the binding arrangement (in BA acc model

writing, orally or in accordance with other customary practices) and are committed to
perform their respective obligations;

(b) The entity can identify each party’s rights regarding-the-goods-orservicesto-be
transferred under the binding arrangement;

(c) The entity can identify the payment terms for the geeds-erservices-to-betransferred
satisfaction of each identified [compliance obligation];

(d) The binding arrangement has economic substance (i.e., the risk, timing or amount of the
entity’s future cash flows or service potential is expected to change as a result of the
binding arrangement) (paragraphs AG26-AG28 provide additional guidance); and

(e) It is probable that the entity will collect the consideration to which it will be entitled in
exchange for the-goods-orservices- thatwill-betransterred-to-the purchaser-or-third-p
benefietary satisfying its [compliance obligations] in compliance with the terms of the
binding arrangement (paragraphs AG29-AG31 provide additional guidance). In evaluating
whether collectability of an amount of consideration is probable, an entity shall consider

only the purchaser’s ability and intention to pay that amount of consideration when it is
due. The amount of consideration to which the entity will be entitled may be less than the
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price stated in the binding arrangement if the consideration is variable because the entity

may offer the purchaser a price concession (see paragraph 51).
Paragraphs AG7-AG24 provide additional guidance on identifying the binding arrangement.
If a binding arrangement with-a-purchaser meets the criteria in paragraph 8 at the inception of the binding
arrangement, an entity shall not reassess those criteria unless there is an indication of a significant change in
facts and circumstances. For example, if a purehasers transfer provider’s ability to pay the consideration
deteriorates significantly, an entity would reassess whether it is probable that the entity will collect the
consideration to which the entity will be entitled ir-exehange for the remaining-geods-orservices-that-willbe
transferred-to-the-purchaser-orthird-party-beneficiary satisfaction of any remaining [compliance obligations]
in the binding arrangement.
When a binding arrangement with-a-purchaserwithin-the-scope-ofthis{draft] Standard does not meet all of
the criteria in paragraph 8-and-receives-consideration-from-the-purchaser, the entity shall recognize the any
consideration received as revenue only when either of the following events has occurred:

(a) The entity has transferred-the-geeds-er-services fully satisfied its [compliance obligation] to which the

consideration that has been received relates-the-entity-has-ne-obligation-to-transferadditional-goods-or
servicesforthe considerationreceived; and the consideration received from the purchaser transfer

provider is non-refundable; or
(b) The binding arrangement has been terminated and the consideration received from the putechaser
transfer provider is non-refundable.

An entity shall continue to assess the binding arrangement to determine whether the criteria in paragraph 8

are subsequently met.

If an entity has determined that its revenue arises from a transaction with a binding arrangement that is to be
accounted for using the five-step model, the entity shall also consider whether it should be combined with
other binding arrangements, and there are any modifications to its binding arrangement.

Combination of Binding Arrangements

ED 70.16

An entity shall combine two or more binding arrangements entered into at or near the same time with the

same purchaserprovider{errelated-parties-of the-purchaser provider} and account for the binding
arrangements as a single binding arrangement if one or more of the following criteria are met:
(&) The binding arrangements are negotiated as a package with a single objective;
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(b) The amount of consideration to be paid in one binding arrangement depends on the price
consideration or performance of the other binding arrangement; or
(c) The geods-erservicespromised promises in the binding arrangements (or some geeds-erservices
promised promises in each of the binding arrangements) are a single [performance compliance
obligation] in accordance with paragraphs 21-29.
Modifications to Modifications to a Binding Arrangement
aBA ED 70.17 A modification to a binding arrangement is a change in the scope or price consideration (or both) of a binding  Editorials
arrangement that is approved by the parties to the binding arrangement. In some sectors and jurisdictions, a
modification to a binding arrangement may be described as a variation, an amendment, or a change order. A
modification to a binding arrangement exists when the parties to a binding arrangement approve a
modification that either creates new or changes existing enforceable rights and obligations of the parties to
the binding arrangement. A modification to a binding arrangement could be approved in writing, by oral
agreement or implied by an entity’s customary practices. If the parties to the binding arrangement have not
approved a modification to a binding arrangement, an entity shall continue to apply this [draft] Standard to
the existing binding arrangement until the modification to a binding arrangement is approved.
ED 70.18 A modification to a binding arrangement may exist even though the parties to the binding arrangement have Editorials
a dispute about the scope or price consideration (or both) of the modification or the parties have approved a
change in the scope of the binding arrangement but have not yet determined the corresponding change in
price consideration. In determining whether the rights and obligations that are created or changed by a
modification are enforceable, an entity shall consider all relevant facts and circumstances including the terms
of the binding arrangement and other evidence. If the parties to a binding arrangement have approved a
change in the scope of the binding arrangement but have not yet determined the corresponding change in
priee consideration, an entity shall estimate the change to the transaction priee consideration arising from the
modification in accordance with paragraphs 49-53 on estimating variable consideration and paragraphs 55—
57 on constraining estimates of variable consideration.
ED 70.19 An entity shall account for a modification to a binding arrangement as a separate binding arrangement if both  Editorials
of the following conditions are present:
(@) The scope of the binding arrangement increases because of the addition of promised-geods-or
serviees promises that are distinct (in accordance with paragraphs 25-29); and
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(b) The price consideration of the binding arrangement increases by an amount of consideration that
reflects the entity’s stand-alone prices of the additional promised-goods-orservices promises and
any appropriate adjustments to that price to reflect the circumstances of the particular binding
arrangement. For example, an entity may adjust the stand-alone price of an additional good or
service for a discount that the purchaser receives, because it is not necessary for the entity to
incur the related costs that it would incur when providing a similar good or service to a new
purchaser.

ED 70.20 If a modification to a binding arrangement is not accounted for as a separate binding arrangement in
accordance with paragraph 19, an entity shall account for the premised-goeds-erservices promises not yet
transferred at the date of the modification to a binding arrangement (i.e., the remaining promised-goods-or
sepviees promises) in whichever of the following ways is applicable:

(@) An entity shall account for the modification to a binding arrangement as if it were a termination of the
existing binding arrangement and the creation of a new binding arrangement, if the remaining geeds-or
serviees promises are distinct from the geeds-ersendces-transferred promises satisfied on or before
the date of the modification to a binding arrangement. The amount of consideration to be allocated to
the remaining [perfermance compliance obligations] (or to the remaining distinet-goods-orservices
promises in a single [perermance compliance obligation] identified in accordance with paragraph
21(b)) is the sum of:

() The consideration promised by the purchaser (including amounts already received from the
purchaser) that was included in the estimate of the transaction price and that had not been
recognized as revenue; and

(i) The consideration promised as part of the modification to a binding arrangement.

(b) An entity shall account for the maodification to a binding arrangement as if it were a part of the existing
binding arrangement if the remaining geeds-erserviees promises are not distinct and, therefore, form
part of a single [perfermanece compliance obligation] that is partially satisfied at the date of the
modification to a binding arrangement. The effect that the modification to a binding arrangement has on
the transaction price, and on the entity’s measure of progress towards complete satisfaction of the
[perfermanee compliance obligation], is recognized as an adjustment to revenue (either as an
increase in or a reduction of revenue) at the date of the modification of a binding arrangement
(i.e., the adjustment to revenue is made on a cumulative catch-up basis).
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If the remaining geeds-orservices promises are a combination of items (a) and (b), then the entity shall
account for the effects of the modification on the unsatisfied (including partially unsatisfied) [perfermance
compliance obligations] in the modified binding arrangement in a manner that is consistent with the
objectives of this paragraph.
Duration of a Binding Arrangement
ED 70.10 Some binding arrangements with-purehasers may have no fixed duration and can be terminated or modified 21.06-A
by either party at any time. Other binding arrangements may automatically renew on a periodic basis that is
specified in the binding arrangement. An entity shall apply this fdraft} Standard to the duration of the binding
arrangement (i.e., the period of the binding arrangement) in which beth the parties to the binding
arrangement have present enforceable rights and obligations.
Step 2: Identifying [Compliance Obligations] in a Binding Arrangement
ED 71.14, At the inception of a binding arrangement, an entity considers its obligations in the binding 21.03-A
ED 71.23, arrangement and shall identify each distinct promise to use resources in a specified manner as a 21.12-A
Board decision [compliance obligation]. A binding arrangement has at least one [compliance obligation] because its 21.12-B
enforceability holds the entity accountable for satisfying its obligations of the arrangement, for which  Editorials
the entity has little or no realistic alternative to avoid.
ED 70.21, A [compliance obligation] is either: 21.12-A
ED 81 unit of (@) A promise to use resources in a specified manner geod-erservice{ora-bundle-ef goods-orservices) 21.12-B
account guidance, that is distinct; or 21.12-D
Board decision (b) A series of distinct promises to use resources in a specified manner geeds-erservices that are
substantially the same in characteristics and risks and that have the same pattern of use transferto
the-purchaseror-third-party-beneficiary (see paragraph 22).
Paragraphs AG32-AG42 provide additional guidance on identifying [perfermanee compliance obligations].
ED 70.22, A series of distinct promises to use resources in a specified manner goeds-ersenvices has the same pattern 21.12-A
Board decision of use transferto-the-purchaserorthird-party-beneficiary if both of the following criteria are met: 21.12-B

(a) Each distinct promise to use resources in a specified manner geed-er-service in the series thatthe

entity-promises-to-transfer-to-the purchaser-or third-party-beneficiary would meet the criteria in
paragraph 34 to be a [perfermance compliance obligation] satisfied over time; and
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(b) In accordance with paragraphs 38-39, the same method would be used to measure the entity’s
progress towards complete satisfaction of the [perfermanee compliance obligation] te-transfereach

Promises to Use Resources

ED 70.23,

Board decision

ED 70.24,

Board decision

A binding arrangement generally explicitly states the entity’s promises to use resources in a specified
manner to fulfill its obligation in the binding arrangement and achieve specific objectives. However, the
[perfermanece compliance obligations] identified in a binding arrangement may not be limited to the promised
uses of resources explicitly stated in that binding arrangement. This is because a binding arrangement may
also include promises to use resources in a specified manner that are implied by an entity’s customary
practices, published policies or specific statements if, at the time of entering into the binding arrangement,
those promises create a valid expectation of the purehaser transfer provider that the entity will perform, and
are of sufficient specificity for them to be able to hold the entity accountable.

[Performance Compliance obligations] do not include activities that an entity must undertake to fulfill a
binding arrangement unless the performance of those activities uses resources in a manner clearly specified
in the binding arrangement. For example, an entity may need to perform various administrative tasks to set
up a binding arrangement. The performance of those tasks dees-is not a promise to use resources in the
specified manner as the tasks are performed. Therefore, those setup activities are not a [performance
compliance obligation].

Identifying Distinct Promises to Use Resources

ED 70.26,
ED 81 unit of
account guidance,

Board decision

A [compliance obligation] is a unit of account in a revenue transaction with a binding arrangement that
represents a distinct promise or group of promises to use resources in a specified manner to which
recognition criteria and measurement concepts are applied. An entity’s promise in a binding arrangement is
distinct if both of the following criteria are met:

(a) The promise to use resources in a specified manner can generate other resources which provide a
right to economic benefits and/or service potential either on its own or together with other resources
that are readily available to the entity or another party or parties (i.e., the promise is capable of being
distinct); and

(b) The entity’s promise to use resources in a specified manner is separately identifiable from other
promises in the binding arrangement (i.e., the promise is distinct within the context of the binding
arrangement).
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ED 70.27, A promise to use resources in a specified manner generates other resources that provide a right to economic = 21.12-C
ED 81 unit of benefits and/or service potential in accordance with paragraph 26(a) [above] if the resources can be used or  21.12-D
account guidance, consumed in a way that generates economic benefits or service potential through its output or outputs. The Editorials
Board decision economic benefits or service potential may be generated on its own, or in conjunction with other readily
available resources. A readily available resource is a good or service that is seld used separately (by the
entity or another entity) or a+eseurce-thatthe-purchaserhas already obtained from-the-entity (including
under-the binding-arrangement)-or from other transactions or events. Various factors may provide evidence
that the entity or another party can generate the economic benefits or service potential from the promised
used of resources in the specified manner, either on its own or in conjunction with other readily available
resources. For example, the fact that the entity regularly uses resources in the specified manner would
indicate that the entity can generate the economic benefits or service potential from the good or service on its
own or with other readily available resources.
ED 70.28, An entity’s [compliance obligation] is separately identifiable in accordance with paragraph 26(b) [above] ifthe 21.12-C
Board decision nature of the [compliance obligation], within the context of the binding arrangement, is a promise to use 21.12-D
resources in individually specific ways rather than in a combined manner. Factors that indicate that two or Editorials

more promises to use resources in a specific manner are not separately identifiable (i.e., are not distinct
[performanee compliance obligations]) include, but are not limited to, the following:

(a) The entity provides a significant service of integrating the output from a promise in the binding
arrangement with the output from other promises in the thatrepresent-the-combined-output-oroutputs
forwhich-entered-into-a binding arrangement. {n-otherwords+The entity is using the resources as
inputs to produce or deliver the combined output or outputs specified by the transfer provider. A
combined output or outputs might include more than one phase, element, or unit.

(b) One or more of the outputs from using the resources in the specified manner significantly modifies or
customizes, or are significantly modified or customized by, one or more of the other outputs from using
the resources in the binding arrangement in the specified manner.

(c) The outputs from using the resources in the specified manner are highly interdependent or highly
interrelated. tr-etherwords—eEach of the outputs is significantly affected by one or more of the other
outputs in the binding arrangement. For example, in some cases, two or more outputs are significantly
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affected by each other because the entity would not be able to fulfill satisfy its promises by using
resources independently.
21.12-C

21.12-D

If a promise to use resources in a specified manner is not distinct from other promises, an entity shall
combine that with other promises until it identifies a bundle of promises that is distinct (i.e., a combined
[compliance obligation]). In some cases, that weuld may result in the entity accounting for all the promises
promised in a binding arrangement as a single [compliance obligation].

Initial Recognition of Revenue Transactions with a Binding Arrangement

Board decision

When a binding arrangement is wholly unperformed, a transfer recipient shall not recognize any asset, 21.04-A
liability or revenue associated with the binding arrangement, unless the binding arrangement is onerous. A
binding arrangement is wholly unperformed if both of the following conditions are met:
(@)  The transfer recipient has not yet satisfied any of its stated obligations in the binding
arrangement; and
(b)  The transfer provider has not yet paid, and is not yet obligated to pay, consideration to the
transfer recipient for the transfer recipient satisfying any of its stated obligations in the binding
arrangement.
Where a binding arrangement becomes onerous, a transfer provider shall account for the expected deficit in
accordance with IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets.

Paragraphs AGXX—AGXX provide additional guidance on unfulfilled binding arrangements.

Analysis of the Initial Inflow of Resources

ED 71.31,
Board decision

A transfer recipient may receive an inflow of resources arising from a revenue transaction before or after it 21.09-D
begins satisfying its [compliance obligations]. A transfer recipient should apply paragraphs XX-XX [ED 71

paragraphs above in “Analysis of the Initial Inflow of Resources” section], and recognizes-an-asset

arisingfrom an inflow of resources arising from a revenue transaction witheut-perfermance-obligations a

binding arrangement as an asset when it-gains-control-of those resources-A-transferrecipientis-considered
to-contrel-an-inflow-of reseurces-when the definition of an asset and the recognition criteria are met.

Existence and Recognition of a Liability

ED 71.16,
ED 71.25-26

[Pending — drafting based on Board decision from September Agenda ltem 4.2.1]
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ED 71.45-46, [Pending — drafting based on Board decision from September Agenda ltem 4.2.1]
ED 71.49-52
Step 5: Recognition of Revenue Transactions with a Binding Arrangement
ED 71.53-58, [Pending — drafting pending confirmation on direction taken in Step 2]
ED 71.41-43
ED 70.30-37
Measuring Progress Towards Complete Satisfaction of a Rerfermance Compliance Obligation
ED 70.38 For each [perfermanee compliance obligation] satisfied over time in accordance with paragraphs 34—36, an entity =~ 21.10-A
shall recognize revenue over time by measuring the progress towards complete satisfaction of that [perfermance
compliance obllgatlon] The ob]ectlve when measuring progress is to deplct an entity’s performance in transferring
i.e.; the satisfaction of an entity’s
[pe#enmanee compllance obllgatlon])
ED 70.39 An entity shall apply a single method of measuring progress for each [perfermance compliance obligation]
satisfied over time and the entity shall apply that method consistently to similar [perfermanee compliance
obligations] and in similar circumstances. At the end of each reporting period, an entity shall remeasure its
progress towards complete satisfaction of a [perfermanee compliance obligation] satisfied over time.
Methods for Measuring Progress
ED 70.40 Appropriate methods of measuring progress include output methods and input methods. Paragraphs AG55-AG60  21.10-A
provide guidance for using output methods and input methods to measure an entity’s progress towards complete 21.12-G
satisfaction of a [perfermanee compliance obligation]. In determining the appropriate method for measuring
progress, an entity shall consider the nature of the-goed-erservice-thatthe-entity promised-to-transferto-the
purchaser-orthird-party-beneficiany entity’s promise, and whether the terms of the binding arrangement specify the
activities or expenditures an entity is to perform or incur, respectively.
ED 70.42 As circumstances change over time, an entity shall update its measure of progress to reflect any changes in the

outcome of the [perfermanee compliance obligation]. Such changes to an entity’s measure of progress shall be
accounted for as a change in accounting estimate in accordance with IPSAS 3, Accounting Policies, Changes in
Accounting Estimates and Errors.

Reasonable Measures of Progress
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An entity shall recognize revenue for a [perfermanee compliance obligation] satisfied over time only if the
entity can reasonably measure its progress towards complete satisfaction of the [perfermance compliance
obligation]. An entity would not be able to reasonably measure its progress towards complete satisfaction of
a [perfermance compliance obligation] if it lacks reliable information that would be required to apply an
appropriate method of measuring progress.

In some circumstances (for example, in the early stages of a binding arrangement), an entity may not be able
to reasonably measure the outcome of a [perfermanee compliance obligation], but the entity expects to
recover the costs incurred in satisfying the [perfermanee compliance obligation]. In those circumstances, the
entity shall recognize revenue only to the extent of the costs incurred until such time that it can reasonably
measure the outcome of the [perfermance compliance obligation].

Subsequent Consideration of Asset Recognition Criteria

[pending — review asset guidance and update for consistency in principles where necessary]

ED 71.41

ED 71.42

ED 71.43

ED 70.45

A transfer recipient shall continue to assess the arrangement to determine whether the criteria for asset
recognition in paragraph 40 are subsequently met.
When an arrangement with a transfer provider within the scope of this Standard does not meet the criteria in
paragraph 40 and a transfer recipient receives an inflow of resources from the transfer provider, the transfer
recipient shall recognize the inflow received as revenue only when either of the following events has
occurred:

(@)  The transfer recipient has no present [compliance obligation]; or

(b) The arrangement has been terminated and the inflow received from the transfer provider is non-

refundable.

A transfer recipient shall recognize the inflow received from a transfer provider as a liability until one of the
events in paragraph 42 occurs or until the criteria in paragraph 40 are subsequently met (see paragraph 41).
Depending on the facts and circumstances relating to the arrangement, the liability recognized represents the
transfer recipient’s present [compliance obligation] to act or perform in a certain way. The liability shall be
measured at the amount of inflow received from the transfer provider.

When (or as) a [perfermance compliance obligation] is satisfied, an entity shall recognize as revenue
the amount of the transaction price (which excludes estimates of variable consideration that are
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constrained in accordance with paragraphs 55-57) that is allocated to that [perfermance compliance
obligation].
Liabilities on Initial Recognition

ED 71.82-83 [Pending — drafting based on Board decision from September Agenda Item 4.2.1]

Step 3: Determining the Transaction Price

ED 71.59-77 [Pending — drafting pending confirmation on direction taken in Step 2]
ED 70.46-64

Non-cash transfers/consideration

ED 71.78-79 [Pending — drafting pending confirmation on direction taken in Step 2]
ED 70.65-68

Consideration Payable to a Purchaser
ED 70.69-71 [Pending — drafting pending confirmation on direction taken in Step 2]

Step 4: Allocating the Transaction Price

ED 71.80-81 [Pending — drafting pending confirmation on direction taken in Step 2]
ED 70.72-85

Changes in the Transaction Price

ED 70.86-89 [Pending — drafting pending confirmation on direction taken in Step 2]

Subsequent Measurement of Receivables
ED 71.84-85 [Subject to upcoming IPSASB discussions on receivables in 2022]

Uncertainty of Enforceability
[Subject to upcoming IPSASB discussions on uncertainty of enforceability in 2022]

[Other Assets from Revenue Transactions with Binding Arrangement Costs I

Possible asset:
Costs of

Obtaining

Incremental Costs of Obtaining a Binding Arrangement
ED 70.90 An entity shall recognize as an asset the incremental costs of obtaining a binding arrangement with-a
purchaser if the entity expects to recover those costs.

Agenda Item 8.3.2
Page 29

Page 138 of 189



Purpose

Possible asset:
Costs to Fulffill

Revenue and Transfer Expenses Ag e n d a Item

Drafting Group Meeting (March 2022) 8 3 2
Related Board
Sources Draft Guidance . .
discussion
ED 70.91 The incremental costs of obtaining a binding arrangement are those costs that an entity incurs to obtain a

binding arrangement with-apurchaser that it would not have incurred if the binding arrangement had not
been obtained (for example, a sales commission).

ED 70.92 Costs to obtain a binding arrangement that would have been incurred regardless of whether the binding
arrangement was obtained shall be recognized as an expense when incurred, unless those costs are
explicitly chargeable to the purehaser transfer provider regardless of whether the binding arrangement is
obtained.

ED 70.93 As a practical expedient, an entity may recognize the incremental costs of obtaining a binding arrangement
as an expense when incurred if the amortization period of the asset that the entity otherwise would have
recognized is one year or less.

Costs to Fulfill a Binding Arrangement

ED 70.94 If the costs incurred in fulfilling a binding arrangement with-a-purchaser are not within the scope of
another Standard (for example, IPSAS 12, Inventories, IPSAS 17, Property, Plant, and Equipment or
IPSAS 31, Intangible Assets), an entity shall recognize an asset from the costs incurred to fulfill a
binding arrangement only if those costs meet all of the following criteria:

(@) The costs relate directly to a binding arrangement or to an anticipated binding
arrangement that the entity can specifically identify (for example, costs relating to
services to be provided under renewal of an existing binding arrangement or costs of
designing an asset to be transferred under a specific binding arrangement that has not
yet been approved);

(b) The costs generate or enhance resources of the entity that will be used in satisfying (or
in continuing to satisfy) [perfermance compliance obligations] in the future; and

(c) The costs are expected to be recovered.

ED 70.95 For costs incurred in fulfilling a binding arrangement with-a-purchaser that are within the scope of another
Standard, an entity shall account for those costs in accordance with those other Standards.
ED 70.96 Costs that relate directly to a binding arrangement (or a specific anticipated binding arrangement) include

any of the following:
(@ Direct labor (for example, salaries and wages of employees who provide the promised services
directly to the a purchaser or third-party beneficiary);
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(b) Direct materials (for example, supplies used in providing the promised services to a purchaser
or third-party beneficiary);
(c)  Allocations of costs that relate directly to the binding arrangement or to activities within the
binding arrangement (for example, costs of management and supervision, insurance and
depreciation of tools and equipment used in fulfilling the binding arrangement);
(d) Costs that are explicitly chargeable to the purehaser transfer provider under the binding
arrangement; and
(e)  Other costs that are incurred only because an entity entered into the binding arrangement (for
example, payments to subcontractors).
ED 70.97 An entity shall recognize the following costs as expenses when incurred:
(@) General and administrative costs (unless those costs are explicitly chargeable to the purchaser
transfer provider under the binding arrangement, in which case an entity shall evaluate those
costs in accordance with paragraph 96);
(b)  Costs of wasted materials, labor or other resources to fulfill the binding arrangement that were
not reflected in the price of the binding arrangement;
(c) Costs that relate to satisfied [perfermance compliance obligations] (or partially satisfied
[perfermanee compliance obligations]) in the binding arrangement (i.e., costs that relate to past
perfermanee fulfillment); and
(d)  Costs for which an entity cannot distinguish whether the costs relate to unsatisfied
[perfermanee compliance obligations] or to satisfied [perfermanee compliance obligations] (or
partially satisfied [performanee compliance obligations]).
Possible asset: Amortization and Impairment
amortization and =~ ED 70.98 An asset recognized in accordance with paragraph 90 or 94 shall be amortized on a systematic basis that is 21.12-A
impairment consistent with the-transfer-to-the-purchaser-orthird-party beneficianr-of the-goods-or-services satisfaction of
the [compliance obligation] to which the asset relates. The asset may relate to geeds-orservicesto-be
transferred promises to be satisfied under a specific anticipated binding arrangement (as described in
paragraph 94(a)).

ED 70.99 An entity shall update the amortization to reflect a significant change in the entity’s expected timing of 21.12-A
ansferto-the j ici orservices the satisfaction of the [compliance
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obligation] to which the asset relates. Such a change shall be accounted for as a change in accounting
estimate in accordance with IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors.

ED 70.100 An entity shall recognize an impairment loss in surplus or deficit to the extent that the carrying amount of an
asset recognized in accordance with paragraph 90 or 94 exceeds:

(@) The remaining amount of consideration that the entity expects to receive ir-exchangeforthe
goeds-erservices for the satisfaction of the [compliance obligations] to which the asset relates;
less

(b)  The costs that relate directly to previding-these-geods-er-services satisfying the [compliance
obligations] and that have not been recognized as expenses (see paragraph 96).

ED 70.101 For the purposes of applying paragraph 100 to determine the amount of consideration that an entity expects
to receive, an entity shall use the principles for determining the transaction price (except for the requirements
in paragraphs 55-57 on constraining estimates of variable consideration) and adjust that amount to reflect
the effects of the purchaser’s transfer provider’s credit risk.

ED 70.102 Before an entity recognizes an impairment loss for an asset recognized in accordance with paragraph 90 or
94, the entity shall recognize any impairment loss for assets related to the binding arrangement that are
recognized in accordance with another Standard (for example, IPSAS 12, IPSAS 17 and IPSAS 31). After
applying the impairment test in paragraph 100, an entity shall include the resulting carrying amount of the
asset recognized in accordance with paragraph 90 or 94 in the carrying amount of the cash-generating unit
to which it belongs for the purpose of applying IPSAS 26, Impairment of Cash-Generating Assets to that
cash-generating unit.

ED 70.103 An entity shall recognize in surplus or deficit a reversal of some or all of an impairment loss previously
recognized in accordance with paragraph 100 when the impairment conditions no longer exist or have
improved. The increased carrying amount of the asset shall not exceed the amount that would have been
determined (net of amortization) if no impairment loss had been recognized previously.

Specific Application of Principles and Requirements to Specific Transfers

Transfers ED 71.107 Subject to paragraph 110, a transfer recipient shall recognize an asset in respect of transfer revenue
when the transferred resources meet the definition of an asset and satisfy the criteria for recognition
as an asset.

Capital Transfers
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Specific ED 71.108 An inflow of resources from a capital transfer that arises from a binding arrangement and is Editorials

Transfers — recognized as an asset shall be recognized as revenue, except to the extent that a liability is also

Capital Transfers recognized in respect of the same inflow. See paragraphs AGXX-AGXX for additional guidance.

ED 71.109 As a transfer recipient satisfies the present [compliance obligations] as set out in the binding arrangement, it
shall reduce the carrying amount of the liability recognized and recognize an amount of revenue equal to that
reduction.

Specific Services In-kind
Transfers — ED 71.110 A transfer recipient may, but is not required to, recognize services in-kind as revenue and as an
Services in kind asset.

ED 71.111 Although recognition of services in-kind is not required by this [draft} Standard, transfer recipients are
strongly encouraged to disclose services in-kind received particularly if they are integral to a transfer
recipient’s operations.

ED 71.112 Services in-kind are services provided by individuals to public sector entities for no consideration. Some
services in-kind meet the definition of an asset because the transfer recipient controls a resource from which
future economic benefits or service potential are expected to flow to the transfer recipient. These assets are,
however, immediately consumed, and a transaction of equal value is also recognized to reflect the
consumption of these services in-kind. For example, a public school that receives volunteer services from
teachers’ aides, the fair value of which can be reliably measured, may recognize an increase in an asset and
revenue, and a decrease in an asset and an expense. In many cases, the transfer recipient will recognize an
expense for the consumption of services in-kind. However, services in-kind may also be utilized to construct
an asset, in which case the amount recognized in respect of services in-kind is included in the cost of the
asset being constructed.

ED 71.113 Public sector entities may be transfer recipients of services in-kind under voluntary or non-voluntary schemes
operated in the public interest. For example:

(@) Technical assistance from other governments or international organizations;

(b) Persons convicted of offenses may be required to perform community service for a public
sector entity;

(c) Public hospitals may receive the services of volunteers;

(d) Public schools may receive voluntary services from parents as teachers’ aides or as board
members; and
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(e) Local governments may receive the services of volunteer fire fighters.

ED 71.114 Some services in-kind do not meet the definition of an asset because the transfer recipient has insufficient
control over the services provided. In other circumstances, the transfer recipient may have control over the
services in-kind, but may not be able to measure them reliably, and thus they fail to satisfy the criteria for
recognition as an asset. Transfer recipients may, however, be able to measure the fair value of certain
services in-kind, such as professional or other services in-kind that are otherwise readily available in the
national or international marketplace. When determining the fair value of the types of services in-kind
described in paragraph 113, the transfer recipient may conclude that the value of the services is not material.
In many instances, services in-kind are rendered by persons with little or no training, and are fundamentally
different from the services the transfer recipient would acquire if the services in-kind were not available.

ED 71.115 Due to the many uncertainties surrounding services in-kind, including the ability to exercise control over the
services, and measuring the fair value of the services, this fdraft} Standard does not require the recognition
of services in-kind. Paragraph 133, however, strongly encourages the disclosure of qualitative information on
the nature and type of services in-kind received during the reporting period. As for all disclosures, disclosures
relating to services in-kind are only made if they are material. For some public sector transfer recipients, the
services provided by volunteers are not material in amount, but may be material by nature.

ED 71.116 In developing an accounting policy addressing a class of services in-kind, various factors would be
considered, including the effects of those services in-kind on the financial position, performance, and cash
flows of the transfer recipient. The extent to which a transfer recipient is dependent on a class of services in-
kind to meet its objectives, may influence the accounting policy a transfer recipient develops regarding the
recognition of assets. For example, a transfer recipient that is dependent on a class of services in-kind to
meet its objectives, may be more likely to recognize those services in-kind that meet the definition of an
asset and satisfy the criteria for recognition. In determining whether to recognize a class of services in-kind,
the practices of similar entities operating in a similar environment are also considered.

Specific Pledges
Transfers — ED 71.117 Pledges are unenforceable promises to transfer assets to the transfer recipient in the future. Pledges do not
Pledges meet the definition of an asset, because the transfer recipient is unable to control the access of the transfer

provider to the future economic benefits or service potential embodied in the item pledged. Transfer
recipients do not recognize pledged items as assets or revenue. If the pledged item is subsequently
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transferred to the transfer recipient, it is recognized as a gift or donation, in accordance with paragraphs

AG50-AG54. Pledges may warrant disclosure as contingent assets under the requirements of IPSAS 19.
Specific Advance Receipts of Transfers
Transfers — ED 71.118 [Pending — paragraph to be updated based on Board decision from September Agenda ltem 4.2.1]
Advance Where a transfer recipient receives resources before a transfer arrangement becomes binding, the resources
receipts are recognized as an asset when they meet the definition of an asset and satisfy the criteria for recognition

as an asset. The transfer recipient will also recognize an advance receipt liability if the transfer arrangement

is not yet binding. Advance receipts in respect of transfers are not fundamentally different from other

advance receipts, so a liability is recognized until the event that makes the transfer arrangement binding

occurs, and all present [compliance obligations] under the agreement are fulfilled satisfied. When (or as) that

event occurs and all other conditions under the agreement are fulfilled, the liability is discharged and revenue

is recognized.
Specific Concessionary Loans
Transfers — ED 71.119 Concessionary loans are loans received by a transfer recipient at below market terms. The portion of the 21.10-A
Concessionary loan that is repayable, along with any interest payments, is accounted for in accordance with IPSAS 41. A
loans transfer recipient considers whether any difference between the transaction price (loan proceeds) and the fair

value of the loan on initial recognition (see IPSAS 41) is revenue with a binding arrangement that should be
accounted for in accordance with this [draft] Standard.

ED 71.120 [Pending — paragraph to be updated based on Board decision from September Agenda Iltem 4.2.1]
Where a transfer recipient determines that the difference between the transaction price (loan proceeds) and
the fair value of the loan on initial recognition is revenue without [perfermance compliance obligations], a
transfer recipient recognizes the difference as revenue, except if a present [compliance obligation] exists, for
example, where specific requirements are imposed on the transferred assets by the transfer recipient result
in a present [compliance obligation]. Where a present [compliance obligation] exists, it is recognized as a
liability. As the transfer recipient satisfies the present obligation, the liability is reduced and an equal amount
of revenue is recognized.

Without BA [Pending —to consider whether we need guidance re. presenting revenue without binding arrangements
separate from revenue with BA]
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With BA ED 71.121, When either party to a binding arrangement has performed, a transfer recipient shall present the binding BA acc model

ED 70.104 arrangement in the statement of financial position as a transfer recipient’s binding arrangement asset or a transfer

recipient’s binding arrangement liability, depending on the relationship between the transfer recipient’s fentity's

performance and the transfer provider’s transfer /paysment. A transfer recipient shall present any unconditional

rights to a transfer/consideration separately as a receivable.
ED 71.122, If a transfer provider transfers cash or another asset /purchaserpays-consideration, or a transfer recipient fentity BA acc model
ED 70.105 has a right to a transfer /eensideration that is unconditional (i.e., a receivable), before the transfer recipient satisfies

its present [compliance obligation] Fentity vi i iciary,

the transfer recipient fentity shall present the binding arrangement as a transfer recipient’s binding arrangement

liability when the transfer /payment is made or the transfer /payment is due (whichever is earlier). A transfer

recipient’s binding arrangement liability is a transfer recipient’s /entity’s obligation to satisfy a present [compliance

obligation] Aransfer-goeds-erservices-to-a-purchaserorthird-party-beneficiary for which the transfer recipient fentity

has received a transfer /consideration (or an amount of a transfer /consideration is due) from the transfer provider

/purchaser.
ED 71.123, If a transfer recipient performs by satisfying a present [compliance obligation] fby-transferring-goods-orserviceste  BA acc model
ED 70.106 a-purchaser-or-third-party-beneficiary before the transfer /censideration is received or before the transfer

{feensideration is due, the transfer recipient fentity shall present the binding arrangement as a transfer recipient’s

binding arrangement asset, excluding any amounts presented as a receivable. A transfer recipient’s binding

arrangement asset is a transfer recipient’s /entity’s right to a transfer of resources for satisfying a present obligation

beneficiary. A transfer recipient fentity shall assess a transfer recipient’s binding arrangement asset for impairment

in accordance with IPSAS 41, Financial Instruments. An impairment of a transfer recipient’s binding arrangement

asset shall be measured, presented and disclosed on the same basis as a financial asset that is within the scope

of IPSAS 41 (see also paragraph 140(b)).
ED 71.124, Areceivable is a transfer recipient’s fentity’s right to a transfer /censideration that is unconditional. Aright to a BA acc model
ED 70.107 transfer /consideration is unconditional if only the passage of time is required before a transfer /paymentofthat

consideration is due. For example, a transfer recipient fentity would recognize a receivable if it has a present right

to a transfer /payment even though that amount may be subject to refund in the future. A transfer recipient fentity

shall account for a receivable in accordance with IPSAS 41. Upon initial recognition of a receivable from a binding

arrangement, any difference between the measurement of the receivable in accordance with IPSAS 41 and the

Agenda Item 8.3.2
Page 36

Page 145 of 189



Revenue and Transfer Expenses Ag en d a Item

Drafting Group Meeting (March 2022) 8 3 2

Purpose Sources Draft Guidance R-elated -Board
discussion
corresponding amount of revenue recognized shall be presented as an expense (for example, as an impairment
loss).
ED 71.125, This {draff] Standard uses the terms ‘transfer recipient’s binding arrangement asset’ and ‘transfer recipient’s BA acc model
ED 70.108 binding arrangement liability’ but does not prohibit a transfer recipient fentity from using alternative descriptions in
the statement of financial position for those items. If a transfer recipient fentity uses an alternative description for a
transfer recipient’s binding arrangement asset, the transfer recipient fentity shall provide sufficient information for a
user of the financial statements to distinguish between receivables and transfer recipient’s binding arrangement

assets.

Disclosures ED 71.126-154 [Subject to upcoming IPSASB discussions on disclosures in 2022]

ED 70.109-130

Effective Date Effective Date
ED 71.155, A transfer recipient fentity shall apply this Standard for annual financial statements covering periods 21.10-A
ED 70.131 beginning on or after [DD/MM/YYYY]. Earlier application is encouraged. If a transfer recipient fertity
applies this Standard for periods beginning before [DD/MM/YYYY], it shall disclose that fact and apply
[draft} IPSAS [X] ED 70 and feraft} IPSAS [X] ED 72 at the same time.
ED 71.156, When a transfer recipient fentity adopts the accrual basis IPSAS as defined in IPSAS 33, First-time Adoption of 21.10-A
ED 70.132 Accrual Basis International Public Sector Accounting Standards (IPSASs) for financial reporting purposes
subsequent to this effective date, this Standard applies to the transfer recipient’s fentity’s annual financial
statements covering periods beginning on or after the date of adoption of IPSAS.
Transition Transition
ED 71.157, For the purposes of the transition requirements in paragraphs 158-163 (EB-70-134—140): 21.10-A
ED 70.133 (&) The date of initial application is the start of the reporting period in which a transfer recipient fentity first

applies this {draft] Standard; and
(b) A completed binding arrangement is a binding arrangement for which
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() The transfer recipient has fulfilled satisfied all the conditions identified in accordance with
IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers); or
(i) The entity has transferred-all-ofthe-geeds-erservices satisfied all of its promises identified in
accordance with IPSAS 9, Revenue from Exchange Transactions and IPSAS 11,
Construction Contracts.
A transfer recipient fentity shall apply this {draf} Standard using one of the following two methods: 21.10-A
(@) Retrospectively to each prior reporting period presented in accordance with IPSAS 3, Accounting
Palicies, Changes in Accounting Estimates and Errors, subject to the expedients in paragraph 160 {EB
70-136); or
(b) Retrospectively with the cumulative effect of initially applying this [draft] Standard recognized at the
date of initial application in accordance with paragraphs 162—163 (ED 70.138-140).
Notwithstanding the requirements of paragraph 33 of IPSAS 3, when this [draft] Standard is first applied, a transfer ~ 21.10-A
recipient fentity needs only present the quantitative information required by paragraph 33(f) of IPSAS 3 for the
annual period immediately preceding the first annual period for which this fdraft} Standard is applied (the
‘immediately preceding period’) and only if the transfer recipient fertity applies this {draff] Standard retrospectively
in accordance with paragraph 158(a) (EB-70-134(a)). A transfer recipient fentity may also present this information
for the current period or for earlier comparative periods, but is not required to do so.
A transfer recipient /entity may use one or more of the following practical expedients when applying this [draft] 21.10-A
Standard retrospectively in accordance with paragraph 158(a)-{(EB-70-134(a)):
(&) For completed binding arrangements, a transfer recipient fentity need not restate binding arrangements
that:
() Begin and end within the same annual reporting period; or
(i) Are completed binding arrangements at the beginning of the earliest period presented.
(b) For completed binding arrangements that have variable consideration, a transfer recipient /entity may
use the transaction price at the date the binding arrangement was completed rather than estimating
variable consideration amounts in the comparative reporting periods.
(c) For binding arrangements that were modified before the beginning of the earliest period presented, an
entity transfer recipient need not retrospectively restate the binding arrangement for those
maodifications to a binding arrangement in accordance with paragraphs ED 70.19-20. Instead, an-entity
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transfer recipient shall reflect the aggregate effect of all of the modifications that occur before the
beginning of the earliest period presented when:
() Identifying the satisfied and unsatisfied perermanee present obligations;
(i) Determining the transaction price; and
(i) Allocating the transaction price to the satisfied and unsatisfied perfermanee present
obligations.
(d) For all reporting periods presented before the date of initial application, a transfer recipient fentity needs
not disclose the amount of the transaction price allocated to the remaining present [compliance
obligations] and an explanation of when the transfer recipient fentity expects to recognize that amount
as revenue {see-paragraph-121).
ED 71.161, For any of the practical expedients in paragraph 160 (EB-#06-136) that a transfer recipient fentity uses, the transfer 21.10-A
ED 70.137 recipient fentity shall apply that expedient consistently to all binding arrangements within all reporting periods
presented. In addition, the transfer recipient fentity shall disclose all of the following information:
(&) The expedients that have been used; and
(b) To the extent reasonably possible, a qualitative assessment of the estimated effect of applying each of
those expedients.
ED 71.162, If a transfer recipient /entity elects to apply this fdraft} Standard retrospectively in accordance with paragraph 21.10-A
ED 70.138 158(b) (EB-70-134(b}), the transfer recipient fentity shall recognize the cumulative effect of initially applying this
[draft] Standard as an adjustment to the opening balance of accumulated surplus (or other component of net
assets/equity, as appropriate) of the annual reporting period that includes the date of initial application. Under this
transition method, a transfer recipient fentity may elect to apply this {draff] Standard retrospectively only to binding
arrangements that are not completed binding arrangements at the date of initial application (for example, January
1, 20XX for a transfer recipient with a December 31 year-end).
ED 70.139 An entity applying this [draft] Standard retrospectively in accordance with paragraph 134(b) may also use the 21.10-A
practical expedient described in paragraph 136(c), either:
(&) For all modifications to a binding arrangement that occur before the beginning of the earliest period
presented; or
(b) For all modifications to a binding arrangement that occur before the date of initial application.
If an entity uses this practical expedient, the entity shall apply the expedient consistently to all binding
arrangements and disclose the information required by paragraph 137.
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ED 71.163, For reporting periods that include the date of initial application, a transfer recipient fentity shall provide both of the 21.10-A
ED 70.140 following additional disclosures if this {draft] Standard is applied retrospectively in accordance with paragraph
158(b) {EB-70-134(b)):
(@ The amount by which each financial statement line item is affected in the current reporting period by
the application of this [draft] Standard as compared to IPSAS 9, IPSAS 11, and IPSAS 23; and
(b) An explanation of the reasons for significant changes identified.
Transition — Withdrawal of Other Standards
Withdrawal of ED 71.164, This {draff] Standard supersedes the following Standards: 21.10-A
IPSAS 23 (2006) ED 70.141 (@) IPSAS 9, Revenue from Exchange Transactions, issued in 2001;-and

(b) IPSAS 11, Construction Contracts, issued in 2001; and

(c) IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers) issued in 2006.
IPSAS 9, IPSAS 11, and IPSAS 23 {2606} remain applicable until {draf} IPSAS [X] is applied or becomes effective,
whichever is earlier.
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This Appendix is an integral part of {eraft} IPSAS [X].
AGs - ED 71.AG1 [Order of the list below may change based on the final revised ordering in core text] 21.10-A
introduction ED 70.AG1 This Application Guidance is organized into the following categories:
(@) Objective (paragraphs XX);
(b) Scope (paragraphs XX);
(c) Definitions (paragraphs XX);
(d) Identifying the Binding-Arrangement Revenue Transaction and the Existence of a Binding
Arrangement (paragraphs XX);
0] Enforceability of Revenue Transactions with a Binding Arrangement
(ii) Enforceability of Revenue Transactions witheut-Perfermance-Obligations Subject to
Appropriations (paragraphs XX);
(e) Criteria for the Five-Step Model
(f) Identifying [PetHermanee Compliance Obligations] in a Binding Arrangement (paragraphs XX);
(9) Recognition of Revenue from a Transaction with a Binding Arrangement
0] Performance-Obligatiens Satisfied Over Time (paragraphs XX);
(ii) Methods for Measuring Progress towards Complete Satisfaction ef-a-Performance
Obligatien (paragraphs XX);
(h) Measurement of Revenue from a Transaction with a Binding Arrangement
(i) Determining the Transaction Price /Determination-of Stand-alone-Price, Sale with a Right
of Return (paragraphs XX)
(i) Warranties (paragraphs XX);
(i) Principal Versus Agent Considerations (paragraphs XX);
(iv) Purchaser Options for Additional Goods or Services (paragraphs XX);
(V) Purchasers’ Unexercised Rights (paragraphs XX);
(vi) Non-refundable Upfront Fees (and Some Related Costs) (paragraphs XX);
(i) Specific Application Issues
() Other Transfers (paragraphs XX)
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(ii) Measurement of Transferred Assets (paragraphs XX);
(iii) Debt Forgiveness and Assumptions of Liabilities (paragraphs XX);
(iv) Fines (paragraphs XX);
(V) Bequests (paragraphs XX);
(vi) Gifts, Donations, including Goods In-kind (paragraphs XX);
(vii) Breach of Terms and Conditions of a Binding Arrangement (paragraphs XX).
(viii) Revenue from a Transaction with a Binding Arrangement with Transfers of Distinct Goods
or Services to External Parties
a. Licensing (paragraphs XX);
b. Repurchase Agreements (paragraphs XX);
c. Consignment Arrangements (paragraphs XX);
d. Bill-and-Hold Arrangements (paragraphs XX);
e. Purchaser Acceptance (paragraphs XX);
f.  Subsequent Measurement of Non-Contractual Receivables (paragraphs XX);
(j) Disclosure (paragraphs XX);
(i) Disclosure of Disaggregated Revenue (paragraphs XX).
Objective ED 71.AG2, To meet the objective in paragraph 1, the core principle of this {draff] Standard establishes principles and 21.10-A
ED 70.AG2 requirements for how a transfer recipient:
(a) Recognizes revenue from its transactions without binding arrangements or with binding arrangements;
(b) Presents information about revenue and cash flows in the financial statements; and
(c) Determines what information to disclose to enable users of the financial statements to evaluate the
nature and financial effects of revenue and cash flows arising from binding-arrangements its revenue
transactions.
‘Scope (seeparagraphs XX)
Scope ED 71.AG3, The scope of this fdraft] Standard is imited-te focused on establishing principles and requirements when
ED 71.AG4, accounting for revenue transactions witheutperformance-ebligatiors. Revenue may arise from transactions
ED 70.AG5 without perfermance-obligations-may-ormay-reotarise-from a binding arrangement or with binding arrangements.

TFhis{draft] Standard-applies-to-both-types-of-transactions—The definitions in paragraph XX establish the key

elements in applying the scope of the [draff] Standard.
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ED 71.AG5, [N/A — propose to delete these paragraphs, which presented the definition of a present obligation from ED 71, and

ED 71.AG8 which ED applied to the transaction based on whether there is a performance obligation per ED 70.]

ED 71.AG9 While taxation is the major source of revenue for many governments, other public sector entities rely on transfers
(sometimes known as grants) and other sources of funding. Therefore this {draft] Standard also addresses
accounting for:

(a) Taxes;

(b) Capital transfers; and
(c) Other transfers, including debt forgiveness, fines, bequests, gifts, donations, goods in-kind, services in-
kind, and the off-market portion of concessionary loans received.
‘Definitions (see paragraphs XX)
Capital Transfer ~ Capital Transfer
ED 71.AG24 This fdraft} Standard defines a capital transfer as a transaction, that arises from a binding arrangement, Editorials

where a transfer provider provides cash or another asset with a specification that the transfer recipient
acquires or constructs a non-financial asset that will be controlled by the transfer recipient. A capital transfer
dees-not imposes a [performance compliance obligation] {as-defined-by-{draftHHRPSASPXIHEB-70)) on the
transfer recipient, but is not required to transfer a distinct good or service to a third-party because there is no
requirement to transfer the non-financial asset acquired under the binding arrangement to either the transfer
provider or a third-party beneficiary and therefore it does not meet the requirements of a [perfermance
compliance obligation].

Application of ED 70.AG3, An entity shall consider the terms of the binding arrangement and all relevant facts and circumstances when

guidance: Moved location. applying this fdraft] Standard. An entity shall apply this [draft] Standard, including the use of any practical

practical Previously under expedients, consistently to binding arrangements with similar characteristics and in similar circumstances.

expedients for “Objective”

revenue with ED 70.AG4, This [draft} Standard specifies the accounting for an individual binding arrangement-with-a-purchaserthat

BAs Moved location. includesperformance-obligations. However, as a practical expedient, an entity may apply this feraft}
Previously under Standard to a portfolio of binding arrangements (or [perfermanee compliance obligations]) with similar
“Objective” characteristics if the entity reasonably expects that the effects on the financial statements of applying this
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[draft] Standard to the portfolio would not differ materially from applying this fdraft] Standard to the individual
binding arrangements (or [perfermanece compliance obligations]) within that portfolio. When accounting for a
portfolio, an entity shall use estimates and assumptions that reflect the size and composition of the portfolio.

Binding Arrangement

ED 70.AG7,

Board decision

ED 70.AG12,
ED 71.AG10,
ED 70.AG7,

Board decision

ED 70.AGS,
ED 71.AG12,
ED 70.AG9,
ED 71.AG13,
ED 71.AG11,
Board decision

beinrg A binding arrangement,
which is an arrangement that confers both enforceable rights and obligations on beth the parties to the
arrangement. ia-the nublic sactor an arrangement is enforceable when the antity and the nurchasar 3
Each party in the binding arrangement is able to enforce their respective rights and obligations-threugh-legat
ereguivaleptmeans conferred on them in the arrangement.

Enforceability of Revenue Transactions with a Binding Arrangement
Fo-be-within-the-scope-of- this{draft] Standard-The interdependent rights and obligations in these a binding
arrangements must be enforceable. Enforceability of a binding arrangement can arise from various
mechanisms, so long as the mechanism(s) provide the entity with the ability to enforce the binding
arrangement and hold the involved parties accountable for the satisfaction of stated obligations. An entity

should determine whether an arrangement is enforceable based on whether each entity in the arrangement
has the ability to enforce their rights and obligations. The entity’s assessment of enforceability of a binding
arrangement occurs at inception and when a significant external change indicates that there may be a
change in the enforceability of that binding arrangement.

Since binding arrangements and enforcement of such arrangements can arise from various mechanisms, an
entity should objectively assess all relevant factors at the transaction date to determine whether an
arrangement is enforceable. In some jurisdictions, public sector entities cannot enter into legal obligations,
because they are not permitted to contract in their own name, but where there are alternative processes with
equivalent effect to legal arrangements (described as enforceable through equivalent means). For an
arrangement to be enforceable through ‘equivalent means’, the presence of an enforcement mechanism
outside the legal system, that is similar to the force of law without being legal in nature, is required to
establish the right of the transfer provider /purehaser to obligate the entity to complete the agreed obligation
or be subject to remedies for ren-perfermance non-completion. Similarly, a mechanism outside the legal

systems, that is similar to the force of law without being legal in nature, is required to establish the right of the

transfer recipient to obligate the transfer provider to pay the agreed consideration. Thus, an entity should
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identify and assess all relevant factors by considering legal or equivalent means in which the involved parties
enforce each of the respective rights and obligations under the binding arrangement.
EG 70.AG10, In the public sector, an arrangement is enforceable when each of the entity-and-the-purehaser involved 21.03-B
ED 71.AG14, parties are-beth is able to enforce their respective rights and obligations. through legal-orequivalent-means Editorials
Board decision Enforceability of a binding arrangement can arise from various mechanisms. An arrangement is enforceable
by-anotherparty-through-legal-orequivalent-means if the agreement includes:
(a) DistinetClearly specified rights and obligations for beth-purchaserand-entity-{resourcerecipient)
each involved party; and
(b) Remedies for ren-perfermance non-completion by the-entity each involved party which can be
enforced by-the-purchaser-through-legal-orequivalent-means through the identified enforcement
mechanisms.
Board decision When an entity assesses the enforceability of a binding arrangement, the entity should consider how the 21.06-D

identified mechanisms of enforceability impose implicit or explicit consequences on any party or parties that Editorials
do not satisfy their obligation(s) in the binding arrangement, through legal or equivalent means. If the entity is
not able to determine how the mechanisms of enforceability identified would in substance enable the entity to
hold the other involved parties accountable for satisfying their obligation(s) in cases of non-completion, then
the arrangement is not enforceable and does not meet the definition of a binding arrangement.
ED 70.AG16, Legal-e Enforceability arises from the compulsion by a legal system, eemprising including through legal 21.06-F
ED 71.AG17, means (enforced in the courts in a jurisdiction, as well as judicial rulings and case law precedence to comply

Board decision with the terms of the brndrng arrangement) or complrance M&h—a-bmdmg—&rrangemen{—rs—detemmed-based

ich through equivalent means

(laws and regulations, includes including legislation, executive authority, cabinet or ministerial directives;—as
| i i | | )
ED 70.AG17, Executive authority (sometimes called an executive order) is an authority given to a member or selected
ED 71.AG18 members of a government administration to create legislation without ratification by the full parliament. This
may be considered a valid enforcement mechanism if such an order was issued directing an entity to transfer

geedser—sewiee&satisfy the stated obligations in the arrangement.

ED 70.AG13, 21.06-D
ED 70.AG19, jurisdictionally-speeifie: Cabinet or ministerial directives may create an enforcement mechanism between

different government departments or different levels of government of the same government structure. For
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ED 71.AG20, example, a directive given by a minister or government department to an entity controlled by the government
Board decision to transfergoods-orservices satisfy the stated obligations in the arrangement may be enforceable. The key
determining factor is that the-purehaser each party must be able to enforce both the premises-made-in-the
entity's-rights and obligations conferred on them in the binding arrangement. Fhe-purchaser Each party must
have the ability and authority to compel the entity other party or parties to fulfil the promises established
within the arrangement or to seek redress should these promises not be fulfilled satisfied.
ED 70.AG18, Sovereign rights are the authority to make, amend and repeal legal provisions. On its own, this authority
ED 71.AG19 does not establish enforceable rights and obligations for the purposes of applying this [draft} Standard.
However, if the use of sovereign rights were detailed in the binding arrangement as a means of enforcing the
satisfaction of perfermanece obligations by an entity, this may result in a valid enforcement mechanism.
ED 70.AG20, An entity may feel compelled to deliver on the perfermance obligations in a binding arrangement because of Editorials
ED 71.AG21 the risk that it might not receive future funding from the other party. In general, the ability to reduce or
withhold future funding to which the entity is not presently entitled would not be considered a valid
enforcement mechanism in the context of this {eraft} Standard because there is no present [compliance
obligation] on the purehaser other party to provide such funding. However, if the entity was presently entitled
to funding in the future through another binding arrangement, and the terms of this other binding
arrangement specifically allow for a reduction in funding if other binding arrangements are breached, then the
reduction in funding could be considered a valid enforcement mechanism.
ED 70.AG21, When determining if a reduction of future funding would be an enforcement mechanism, the entity shall apply
ED 71.AG22 ajudgment based on the facts and circumstances. Key factors that may indicate the purchaser would reduce
future funding in the event of a breach of promises made in another binding arrangement are the purchaser’s
ability to reduce future finding funding and its past history of doing so.
ED 70.AG23, A statement of intent or public announcement by a purchaser (e.g., government) to spend money or deliver
ED 71.AG23 goods and services in a certain way is not, in and of itself, an enforceable arrangement for the purposes of
this [draft] Standard. Such a declaration is general in nature and does not create a binding arrangement
between a purchaser and an entity (resource recipient). An entity would need to consider whether such a
public announcement gives rise to a non-legally binding (constructive) obligation under IPSAS 19,
Provisions, Contingent Liabilities and Contingent Assets.
ED 70.AG24, In some jurisdictions, specific terms and conditions may be included in arrangements that are intended to 21.03-E
Board decision enforce the rights and obligations, but they have not been historically enforced. If past experience with a Editorials
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purchaser indicates that the purchaser never enforces the terms of the arrangement when breaches have
occurred, then the entity may conclude that the terms of the arrangement are not substantive, and may
indicate that such terms do not in substance hold the other entity accountable and therefere the arrangement
is not considered enforceable. However, if the entity has no experience with the purchaser, or has not
previously breached any terms that would prompt the purchaser to enforce the arrangement, and it has no
evidence to the contrary, the entity would assume that the purchaser would enforce the terms, and therefere
the arrangement is considered enforceable. An entity should consider any past history of enforcement as one
of the relevant factors in its overall assessment of enforceability and whether the entities can objectively be
held accountable for the fulfilling the rights and obligations they agreed to in the binding arrangement.

BA: Enforceability of Revenue Transactions Subject to Appropriations

Enforceability Board decision In some jurisdictions, appropriations may be included in arrangements as an explicit term or condition (either ~ 21.03-E

concept, in writing, orally, or implied through customary practices). Appropriations may come in different forms and

appropriations vary by jurisdiction, for example as capped funding amounts, or as a tool to rescind funding at the discretion
of the transfer provider (which would be similar in substance to a unilateral termination clause without
penalty). Appropriations on their own do not prove nor refute the existence of enforceability within an
arrangement. An entity should consider any appropriation clauses as one of the relevant factors in its overall
assessment of enforceability, in the context of their specific jurisdiction and the unique terms and conditions
of each arrangement.

ED 71.AG28 An appropriation is defined in IPSAS 24, Presentation of Budget Information in Financial Statements, as an 21.03-A
authorization granted by a legislative body to allocate funds for purposes specified by the legislature or
similar authority. In some jurisdictions, a transaction arising from a binding arrangement fora-transaction
without-performance-obligations may specify that any future transfer is subject to the appropriation being
authorized.
ED 71.AG29 In accordance with paragraphs 36-37, a transfer provider may be prohibited from transferring the promised 21.03-E

resources until the appropriation is authorized. In such circumstances, the transfer recipient considers
whether, in substance, everform-in-determining-whether the arrangement is enforceable because
mechanisms of enforceability enable the transfer recipient has-centrol-of thesereseurees to require the
transfer provider to transfer the resources or, if the transfer provider fails to do so, enable the transfer
recipient to impose consequences on the transfer provider, prior to the appropriation being authorized.
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ED 71.AG30 In some jurisdictions, the autharization for a transfer of resources may go through a multiple step process.
For example:

(a) The enabling authority to provide a transfer is in place, which is conveyed through approved
legislation, regulations or by-laws of a transfer provider;

(b) The exercise of that authority has occurred. In essence, a decision has been made by the transfer
provider under the approved enabling authority that clearly demonstrates that it has lost its
discretion to avoid proceeding with the transfer, for example through entering into a binding
arrangement; and

(c) The authority to pay is evidenced by the authorization of an appropriation.

ED 71.AG31 The enabling authority together with the exercise of that authority may be sufficient for a transfer recipient to 21.03-E
conclude that it has an enforceable right to resources in the arrangement to require the transfer provider to
transfer the resources or, if the transfer provider fails to do so, to impose consequences on the transfer
provider prior to the authorization of the appropriation. In such a circumstance, the limitation (that the future
transfer is subject to the appropriation being authorized) does not have substance;-and-the-transferrecipient

ED 71.AG32 In other cases, the authorization of the appropriation may need to be considered in establishing when a 21.03-E
transfer provider has lost its discretion to avoid proceeding with the transfer. In such a circumstance, the
limitation (that the future transfer is subject to the appropriation being authorized) has substance—and-the

BA: Forms ED 70.AG11, Binding arrangements can be evidenced in several ways. A binding arrangement is often, but not always, in
ED 71.AG15 writing, in the form of a contract or documented discussions between the parties. The binding arrangement
may arise from legal contracts or through other equivalent means such as statutory mechanisms (for
example, through legislative or executive authority and/or cabinet or ministerial directives). Legislative or
executive authority can create enforceable arrangements, similar to contractual arrangements, either on their
own or in conjunction with legal contracts between the parties.

BA: parties Parties in a Binding Arrangement
Board decision Arrangements in the public sector often include two or more parties. For the arrangement to meet the 21.03-E
definition of a binding arrangement for the purposes of this Standard, at least two of the parties to the Editorials

arrangement must have their own rights and obligations conferred by the arrangement, and the ability to
enforce these rights and obligations.
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For public sector specific transactions arising with a binding arrangement, an entity receives resources or 21.10-A
consideration from another party. This other party is either a transfer provider that provides a good, service or other
asset to another party without directly receiving any good, service or other asset in return, or a the purchaser is-the
party that pays consideration for the goods and services set out in a binding arrangement but is not necessarily the

party that receives those goods and services. in-the-case-of-a-three-party-arrangement-{discussed-below).-the

third-party-beneficiany. For example, if a central government provides funding to a regional health department to
conduct bone density screening for citizens over the age of 55, the central government is the purchaser and the
citizens are the third-party beneficiaries. The purchaser can enforce delivery of those goods and services or seek
recourse from the entity if the promises in the binding arrangement are not fulfilled satisfied.
That is, at a minimum, the entity receiving the consideration (transfer recipient) must be able to enforce the 21.03-E
promise to receive funding (consideration), and the entity providing the funding (the purchaser or transfer

Right to promised consideration

I Promise to provide funding 1

Purchaser Entity
(Transfer Provider) (Transfer Recipient)

' Promise to fulfill obligations '

Right to promised consideration
provider) must be able to enforce fulfillment satisfaction of the obligations assumed by the entity receiving the

consideration. The minimum two-way enforceability in a binding arrangement is illustrated in the diagram
below:
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ED 70.AG22, Parties noted within a binding arrangement that do not have enforceable rights and obligations are third-party 21.03-E
Board decision beneficiaries. Third-party beneficiaries in multi-party binding arrangements do not have any rights to force the Editorials

entity to deliver goods and services because they are not a-party parties to the binding arrangement.

However, for these three multi-party arrangements to be within the scope of thisfdraft} Standard the

purchaser must have the ability to force the entity to deliver distinct goods and services to the specified third-

party beneficiaries. In these three multi-party arrangements the resource recipient (reporting entity) is not an

agent of the purchaser because the resource recipient gains control of the consideration from the purchaser

and is responsible for providing goods or services to the third-party beneficiaries. This relationship is

illustrated in the following diagram.

National government
(Transfer provider)
Binding
Arrangement
State government health
services entity
(Transfer recipient — Reporting entity)
Citizens receiving vaccine
(Third-party beneficiaries)

ED 70.AG15, 3 n-enforce-paymen efund h 21.03-B

Board decision a-right-to-the funds.forthe purposes-of this-[draft] Standard-it-is-In assessing enforceability of an
arrangement, the entity considers not only its ability to enforce its right to receive funds related to the
completed obligation(s), but also the purchaser's transfer provider’s ability to compel the entity to deliver
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ED 71.AG10, Some revenue transactions within-the-scope-of this[draft] Standard-may be enforceable, but only create 21.06-A
Board decision enforceable rights er and obligations for one party in the arrangement. These transactions do not satisfy-the

requirerments-meet the definition of a binding arrangement for the purposes of this Standard because of the
lack of two-way enforceability.

5-step model Economic Substance

criterion: ED 70.AG26 An entity shall determine whether a transaction with a binding arrangement has economic substance by
economic considering the extent to which its future cash flows or service potential is expected to change as a result of
substance the transaction. A transaction has economic substance if:

(@) The configuration (risk, timing, and amount) of the cash flows or service potential of the asset received
differs from the configuration of the cash flows or service potential of the asset transferred: or
(b) The entity-specific value of the portion of the entity’s operations affected by the transaction changes as
a result of the exchange; and
(c) The differences in (a) and (b) are significant relative to the fair value of the assets exchanged.
ED 70.AG27 For the purposes of determining whether a transaction has economic substance, the entity-specific value of
the portion of the entity’s operations affected by the transaction shall reflect post-tax cash flows, if tax
applies. The results of these analyses may be clear without an entity having to perform detailed calculations.

ED 70.AG28 For the purposes of this draft] Standard, economic substance includes commercial substance.
5-step model Probability of Collection of Consideration to which an Entity is Entitled — Consequences of Paragraph 8(e)
criterion: ED 70.AG29 In some binding arrangements, entities are compelled by legislation to provide certain goods and services
probability of (such as water and electricity) to all citizens, regardless of whether the citizens have the intention or ability to
collection pay for those goods or services. In these circumstances, when payment of the consideration, less any price

concession, is not probable for delivery of the good or service to certain groups of citizens, the criterion for
identifying a binding revenue arrangement in paragraph 8(e) is not met.

ED 70.AG30 For goods and services provided to citizens in a binding arrangement in-exchange for agreed amounts of
consideration, where the collection of the consideration, less any price concession, is not probable at the
inception of the binding arrangement, an entity shall apply paragraphs 13 - 15 of this [draft} Standard.

ED 70.AG31 This fdraft} Standard typically measures revenue based on the transaction price to which an entity expects to
be entitled rather than the amount that it expects to ultimately collect. Revenue is adjusted for discounts,
rebates, credits, price concessions, incentives, performance bonuses, penalties and similar items, but it is
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not reduced for impairment losses. However, where an entity is providing goods or services and accepts a
lower amount of consideration from the purchaser than the price stated in the binding arrangement, the
acceptance of the lower amount of consideration represents an implicit price concession (see paragraphs 46
and 51(b)). The entity assesses whether this lower amount of consideration, after taking the implicit price
concession into account, meets the collectability criterion in paragraph 8(e).

[see March 2022  Promises to Use Resources

Agenda ltem ED 71.AGS, A [compliance obligation] is an entity’s distinct promise to use resources in a specified manner to fulfill its 21.12-A
8.2.3] ED 81 resources obligation in the binding arrangement and achieve specific objectives. These specific objectives may be 21.12-B
Step 2: BA — guidance, incremental to the entity’s service delivery objectives, or additional objectives in which the entity has engaged Editorials
Compliance Board decision in through the binding arrangement. The promise to use resources may generate other resources (i.e.,

obligations, use outputs that provide rights to economic benefit or service potential, or both) for the entity itself, or another

of resources external party (such as the transfer of goods or services back to the transfer provider, or to a 3rd party

beneficiary, which generally have a greater degree of specificity. See paragraphs xx-xx [‘Promises to Use

Resources for Another Party” section] for further guidance). The entity may alse receive the benefit of the

good or service but directs the use of the benefit to other parties.
ED 70.AG32, This Standard requires an entity to appropriately identify any [perfermanee compliance obligations] when it Editorials
ED 70.AG33 enters into a binding arrangement (Step 2 of the revenue recognition model), and then recognize revenue as

or when it satisfies each of the identified [compliance obligations] in compliance with the terms and conditions of

the binding arrangement.

ED 70.AG35, In the public sector, identifying [perfermanece compliance obligations] may require significant judgment. A 21.03-G
ED 70.AG39, necessary condition for identifying a [perermanee compliance obligation] is that the promise must be sufficiently 21.03-H
Board decision specific to be able to determine when that [perermanee compliance obligation] is fulfilled satisfied. An entity 21.12-A

considers the following factors in identifying perfermance-ebligations-which-are whether a promise is sufficiently 21.12-B
specific an-entity-considers-thefollowingfacters:

(&) The nature or type of the promise to use resources;

(b) The cost or value of the outputs from the promise to use resources;

(c) The quantity of the outputs from the promise to use resources; and
(d)  The period over which the promise to use resources occurs.
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ED 70.AG36, The existence of performance indicators in relation to the delivery-of goods-and-services promises may, but does Editorials
ED 70.AG37 not necessarily, indicate the existence of a [perfermance compliance obligation] as defined in the Standard. A
performance indicator is a type of performance measurement (either quantitative, qualitative or descriptive) used to
evaluate the success and extent to which an entity is using resources, prowdmg services and achlevmg its service
performance objectives. A performance indicator
and is often an internally imposed #dieater measure of performance and therefore not a [pe#enmanee compliance

obligation].

Promises to Use Resources Internally
ED 71.15, In many instances, resources in the form of goods, services, or other assets are transferred to a public sector Editorials
ED 71.48 entity by a transfer provider pursuant to binding arrangements with the expectation and/or understanding that
they will be used for particular purposes and, therefore, that the transfer recipient will act or perform in a
particular way. Examples of resources transferred to a public sector entity in transfers-established-by a
binding arrangement thatrequire-a-present-obligation-be-satisfied; may include:
(a) Transfers from national governments to provincial, state or local governments;
(b) Transfers from state/provincial governments to local governments;
(c) Transfers from governments to other public sector entities;
(d) Transfers to governmental agencies that are created by laws or regulation to perform specific
functions with operational autonomy, such as statutory authorities or regional boards or authorities;
and

(e) Transfers from donor agencies to governments or other public sector entities.

ED 71.47 A transfer provider in the binding arrangement would have the ability to enforce the use of resources in the 21.06-D
specified way to achieve specific objectives and hold the transfer recipient accountable in complying with Editorials
such terms. The [compliance obligations] may be imposed by requirements in binding arrangements
establishing the basis of transfers, —Fhey or may alse arise from the normal operating environment, such as
the recognition of advance receipts.

[see March 2022 Promises to Use Resources for Another Party
Agenda ltem ED 71.AG7, In some instances, an entity’s promise to use resources in a binding arrangement may generate distinct good = 21.03-G
8.2.3] or service to be transferred to an external party or parties (i.e., to the transfer provider or a third-party 21.03-H
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beneficiary) identified in the binding arrangement, in compliance with the terms and conditions of the binding
arrangement. In practice, a-transferrecipient an entity will consider whether it maintains control of the
resources provided-by-the-transfer-provider or the resources provided-by-the-transferproviderto-the-transfer
recipient-are converted into a good and/or service and are required to be transferred to the transfer provider,
or to a third-party beneficiary. In this case, the transfer provider in such binding arrangements is effectively a
purchaser of distinct goods or services from the entity.
A key feature distinguishing an entity’s promise to transfer a distinct good or service from other promises in
the binding arrangement is the clear identification of an external party receiving the distinct goods or
services. A binding arrangement which imposes an obligation on an entity to transfer a distinct good or
service to a specified external party (i.e., the purchaser or a specified third-party beneficiary) generally
provides a clear indicator of specificity and transfer of control of the economic benefits and service potential
of the resources from the entity to the external party.
Depending on the binding arrangement, premised goods or services promised in a [compliance obligation]
may include, but are not limited to, the following:
(a) Provision of goods produced by an entity (for example, inventory such as publications or municipal
water provided for a fee);
(b) Goods purchased by an entity provided to citizens (for example, waste collection bins);
(c) Resale of rights to goods or services purchased by an entity (for example, an emission allowances
resold by an entity acting as a principal, see paragraphs AG77-AG85);
(d) Provision of goods or services by an entity to third-party beneficiaries (for example a vaccination
program for children provided by a hospital that was funded by a government for that purpose);
(e) Performing a task for a purchaser that is specified in the binding arrangement (for example,
management of water facilities);

(H) Providing a service of standing ready to provide goods or services (for example, paramedics on site at

an athletic competition organized by a community group);

(g) Providing a service of arranging for another party to transfer goods or services to a purchaser or third-
party beneficiary (for example, the Post Office acting as an agent of another party by collecting
telephone and electricity payments, see paragraphs AG77-AG85);

(h) Granting rights to goods or services to be provided in the future that a purchaser can resell or provide
to its customer (for example, the health department providing drugs and supplements to pharmacies
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promises to transfer an additional good or service to clinics that purchase the drugs and supplements
from the pharmacies);
(i) Constructing, manufacturing or developing an asset on behalf of a purchaser; (for example, a
government works department building a recreational facility for another municipality);
(j) Granting licenses (see paragraphs AG100—-AG113); and
(k) Granting options to purchase additional goods or services (when those options provide a purchaser
with a material right (see paragraphs AG86—AG90).
An entity earns and recognizes revenue when it satisfies a [peHermanee compliance obligation] by transferring a
promised good or service to a purchaser or third-party beneficiary. The transfer of the good or service is indicated
when the purchaser or third-party beneficiary gains control of the promised goods or services. Paragraph 7
provides indicators of control, which include:
() The ability to direct the use of, and obtain substantially all of the remaining economic benefits or service
potential from, the asset; and
(b) The ability to prevent others from directing the economic benefits or service potential embodied in the asset.

Identifying Distinct Promises to Use Resources for Another Party

Board decision

ED 70.AG38,
ED 81 resource
guidance,

Board decision

ED 70.26,

Promises to transfer distinct goods or services to an external party are generally have a greater degree of
specificity. An entity is required to clearly identify such [compliance obligations] in order to complete a more
objective analysis and precise account for the recognition and measurement of revenue from these
transactions.

A good or service promised in a binding arrangement is distinct if both of the following twe criteria are beth met
(see paragraph 26):

(a) The promise to use resources in a specified manner can generate other resources that provide rights
to economic benefits and/or service potential either on its own or together with other resources that
are readily available to the entity or another party or parties (i.e., the promise is capable of being
distinct); and

(b) The entity’s promise to use resources in a specified manner is separately identifiable from other
promises in the binding arrangement (i.e., the promise is distinct within the context of the binding
arrangement).

In binding arrangements where the entity is required to use resources to transfer a distinct good or service to
an external party (i.e., to the purchaser or a third-party beneficiary), apurchaserthe promise to use
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ED 81 resource resources to transfer a good or service can generate other resources that provides rights to the economic
guidance, benefits and/or service potential from-the-good-or-service-transferred-to-a-third-party-beneficiany when the
Board decision entity’s transfer of the good or service to an external party te-the-third-party-beneficiary contributes to the
purchaser achieving its service delivery objectives.
ED 70.AG39, [Compliance obligations] that require the promised transfer of the promised goods and services to a specific 21.03-G
Board decision external party in-a-premise-nreed-te-be are separately identifiable (i.e., distinct) butthe-promisesina-binding
arrangement-must-also-be-sufficiently-speeific from other promises in the same binding arrangement to allow for
the purchaser to be able to determine when that perermance-ebligation promise is fulfilled satisfied. Fherefere; It is
possible to have several [perermanee compliance obligations] in one binding arrangement.
Initial Recognition of Revenue Transactions with a Binding Arrangement
Board decision In accordance with paragraph XX, when a binding arrangement is wholly unperformed, a transfer recipient 21.04-A

shall not recognize any asset, liability or revenue associated with the binding arrangement, unless the
binding arrangement is onerous. A transfer recipient’s rights and obligations under a wholly unperformed
binding arrangement are interdependent and cannot be separated. The combined rights and obligations
constitute a single asset or liability that is measured at zero.

Individual rights and obligations are recognized as items (assets, liabilities and expenses depending on their
nature) only as one or more parties to the binding arrangement satisfy their stated obligations. A transfer
recipient shall account for these items in accordance with paragraphs XX—XX.

Where parts of the binding arrangement remain equally unperformed, the transfer recipient shall not
recognize any asset, liability or revenue for the equally unperformed parts of the binding arrangement. Such
equally unperformed parts of the binding arrangement continue to constitute a single asset or liability that is
measured at zero.

Performance Obligations Satisfied Over Time

Step 5:
Satisfaction of
Compliance
Obligations
Step 5:
Satisfaction of

Compliance

ED 70.AG43-54

[Pending — drafting pending confirmation on direction taken in Step 2]

Methods for Measuring Progress towards Complete Satisfaction of a [Perfermanece Compliance Obligations]

ED 70.AG55

Methods that can be used to measure an entity’s progress towards complete satisfaction of a [perfermance
compliance obligation] satisfied over time include the following:
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(@) Output methods (see paragraphs AG56—AG58); and

(b) Input methods (see paragraphs AG59—AG60).
Output Methods
Output methods recognize revenue on the basis of direct measurements of the value to the purchaserofthe
goeds-orservicestransferred entity receiving the outputs from the promises satisfied to date relative to the

outputs from the remaining geeds-erservicespremised promises under the binding arrangement. Output
methods include methods such as specified activities performed to date, surveys of performance completed

to date, appraisals of results achieved, milestones reached, time elapsed and units produced or units
delivered.

A specified activity is a particular action, stated in a binding arrangement, that the entity must perform and for
which the transfer provider can compel the transfer recipient to perform, such as construct a hospital or
conduct a form of research. As a detailed example, a transfer provider provides funding to a government
science agency (transfer recipient) to conduct research and development into a plant-based meat substitute.
Any intellectual property developed by the government science agency remains the property of that agency.
The funding is provided on the basis of a detailed project plan (with the individual stages of research and
development identified) provided by the government science agency and the transfer provider requires the
government science agency to report back at each stage. Each of these stages constitutes a specified
activity and revenue would be recognized when (or as) they are completed and for the amount incurred in
completing that specified action. The enforceability of the binding arrangement enables the transfer provider
to require the transfer recipient to use the resources provided to deliver the specified activity, or face
consequences stated in the binding arrangement for non-compliance (such as the return of resources, or
another form of redress).

When an entity evaluates whether to apply an output method to measure its progress, the entity shall
consider whether the output selected would faithfully depict the entity’s performance towards complete
satisfaction of the [perfermanece compliance obligation]. An output method would not provide a faithful
depiction of the entity’s performance if the output selected would fail to measure some of the-geeds-or
services-forwhich-control-has-transferred-to-the purchaser promises to use resources in the specified
manner. For example, output methods based on units produced or units delivered would not faithfully depict
an entity’s performance in satisfying a [perfermanece compliance obligation] if, at the end of the reporting
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period, the entity’s performance has produced work in progress or finished goods controlled by the purchaser

transfer provider that are not included in the measurement of the output.

As a practical expedient for [compliance obligations] where the entity is required to transfer a distinct good or
service to an external party, if an entity has a right to consideration from a purchaser in an amount that
corresponds directly with the value to the purchaser of the entity’s performance completed to date (for
example, a binding arrangement to render or provide a service in which an entity bills a fixed amount for
each hour of service provided), the entity may recognize revenue in the amount to which the entity has a
right to invoice.

The disadvantages of output methods are that the outputs used to measure progress may not be directly
observable and the information required to apply them may not be available to an entity without undue cost.
Therefore, an input method may be necessary.

Input Methods

Input methods recognize revenue on the basis of the entity’s efforts or inputs to the satisfaction of a
[performanee compliance obligation] (for example, resources consumed, labor hours expended, eests eligible
expenditures incurred, time elapsed or machine hours used) relative to the total expected inputs to the
satisfaction of that [perfermanece compliance obligation]. If the entity’s efforts or inputs are expended evenly
throughout the performance period, it may be appropriate for the entity to recognize revenue on a straight-
line basis.

An eligible expenditure as an eutflew transfer of resources incurred in accordance with the requirements set
out in a binding arrangement. A binding arrangement may require a transfer recipient to use resources for a
particular purpose, such as to further the transfer recipient’s objectives, and incur eligible expenditure for that
purpose, but does not have an identifiable specified activity. For example, funding may be provided to a
university to employ a marketing manager to promote the university’s courses to overseas students. The
binding arrangement specifies that the funding is to be spent on promoting the university overseas and that
the marketing manager’s salary, travel expenses and any promotional materials used would all be classified
as eligible expenditures. The enforceability of the binding arrangement enables the transfer provider to
require the transfer recipient to use the resources provided to incur the eligible expenditure, or face
consequences stated in the binding arrangement for non-compliance (such as the return of resources, or
another form of penalty redress).
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The transfer provider needs to be able to confirm that all-expenditure-incurred-was-eligible—and the entity’s

[compliance obligations] in the binding arrangement have been satisfied in the specified manner. Therefore,
the transfer recipient needs to keep appropriate documentation to show that the inputs, such as any eligible
expenditures was incurred by the transfer recipient and ferthe-purpoese-intended directly related to the
entity’s satisfaction of the promises in the specified manner.

A shortcoming of input methods is that there may not be a direct relationship between an entity’s inputs and
the-transferof control-of goods-or servicesto-apurchaser satisfaction of its [compliance obligation].
Therefore, an entity shall exclude from an input method the effects of any inputs that, in accordance with the
objective of measuring progress in paragraph 38, do not depict the entity’s performance in transferring
control-of goods-orservices-to-the-purchaser satisfying its promises to use resources in the specified
manner. For instance, when using a cost-based input method, an adjustment to the measure of progress
may be required in the following circumstances:

(@) When a cost incurred does not contribute to an entity’s progress in satisfying the [perfermance
compliance obligation]. For example, an entity would not recognize revenue on the basis of costs
incurred that are attributable to significant inefficiencies in the entity’s performance that were not
reflected in the price of the binding arrangement (for example, the costs of unexpected amounts of
wasted materials, labor or other resources that were incurred to satisfy the [perfermanee compliance
obligation]).

(b) When a cost incurred is not proportionate to the entity’s progress in satisfying the [performance
compliance obligation]. In those circumstances, the best depiction of the entity’s performance may be

to adjust the input method to recognize revenue only to the extent of that cost incurred. For example, a

faithful depiction of an entity’s performance might be to recognize revenue at an amount equal to the
cost of a good used to satisfy a [perfermance compliance obligation] if the entity expects at the
inception of the binding arrangement that all of the following conditions would be met:
(i) The good is not distinct;
(i) The purchaser is expected to obtain control of the good significantly before receiving
services related to the good;
(iii) The cost of the transferred good is significant relative to the total expected costs to
completely satisfy the [peHermanee compliance obligation]; and
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(iv) The entity procures the good from a third party and is not significantly involved in designing
and manufacturing the good (but the entity is acting as a principal in accordance with

paragraphs AG77—-AG85).

Determining the Transaction Price £Stand-alonePrice

ED 71.AG33 [Pending — drafting pending confirmation on direction taken in Step 2]
ED 70.AG61-68,

ED 70.AG91

Warranties

ED 70.AG71-76 [Pending — drafting pending confirmation on direction taken in Step 2]

Principal Versus Agent Considerations

ED 70.AG77-85 [Pending — drafting pending confirmation on direction taken in Step 2]
Purchaser Options for Additional Goods or Services

ED 70.AG86-90 [Pending — drafting pending confirmation on direction taken in Step 2]
Purchasers’ Unexercised Rights

ED 70.AG92-95 [Pending — drafting pending confirmation on direction taken in Step 2]
Non-refundable Upfront Fees (and Some Related Costs)

ED 70.AG96-99 [Pending — drafting pending confirmation on direction taken in Step 2]

Other Transfers (paragraphs 107-120)

ED 71.AG34 Transfers include debt forgiveness, fines, bequests, gifts, donations, and goods and services in-kind. All
these items have the common attribute that they transfer resources from one entity to another without
requiring a transfer of distinct goods or services to the transfer provider or a third-party beneficiary in return,
and are not taxes as defined in this {draft} Standard.

ED 71.AG35 Transfers satisfy the definition of an asset when the transfer recipient controls the resources as a result of a
past event, and expects to receive future economic benefits or service potential from those resources.
Transfers satisfy the criteria for recognition as an asset when it is probable that the inflow of resources will
occur, and their transaction price can be reliably measured. In certain circumstances, such as when a
creditor forgives a liability, a decrease in the carrying amount of a previously recognized liability may arise. In
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these cases, instead of recognizing an asset as a result of the transfer, the transfer recipient decreases the
carrying amount of the liability.
ED 71.AG36 A transfer recipient obtains control of transferred resources either when the resources have been transferred
to the transfer recipient, or the transfer recipient has an enforceable claim against the transferor provider.
Many arrangements to transfer resources become binding on all parties before the transfer of resources
takes place. However, sometimes one transfer recipient promises to transfer resources, but fails to do so.
Consequently, only when (a) a claim is enforceable, and (b) the transfer recipient assesses that it is probable
that the inflow of resources will occur, will assets, liabilities, and/or revenue be recognized. Until that time, the
transfer recipient cannot exclude or regulate the access of third parties to the benefits of the resources
proposed for transfer.
ED 71.AG37 Transfers of resources that satisfy the definition of contributions from owners will not give rise to revenue.

Agreements (a) that specify that the entity providing resources is entitled to distributions of future economic
benefits or service potential during the recipient entity’s life, or distribution of any excess of assets over
liabilities in the event that the recipient entity is wound up, or (b) that specify that the entity providing
resources acquires a financial interest in the recipient entity that can be sold, exchanged, transferred, or
redeemed, are, in substance, agreements to make a contribution from owners.

i initi i i i 21.12-A

21.12-B

ED 71.AG38

ED 71.AG39 A transfer recipient analyzes all requirements contained in an agreement to determine if it incurs a present

[compliance obligation] when it accepts transferred resources.

Measurement—  Measurement of Transferred Assets (see paragraphs XX)

Determining the  ED 71.AG40 As required by paragraph 59, transferred assets are measured at their transaction price as at the date of

Transaction recognition. Inventories, property, plant, equipment, or investment property acquired through transactions

Price without [perfermanee compliance obligations] are to be initially measured at their fair value as at the date of
acquisition, in accordance with the requirements of paragraph 78. Financial instruments, including cash and
transfers receivable that satisfy the definition of a financial instrument, and other assets, will also be
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measured at their transaction price as at the date of acquisition in accordance with paragraph 60 and the

appropriate accounting policy.

Debt Debt Forgiveness and Assumptions of Liabilities

Forgiveness and  ED 71.AG41 Lenders will sometimes waive their right to collect a debt owed by a public sector entity, effectively canceling the
Assumptions of debt. For example, a national government may cancel a loan owed by a local government. In such circumstances,
Liabilities the local government recognizes an increase in net assets because a liability it previously recognized is

extinguished.

ED 71.AG42 Entities recognize revenue in respect of debt forgiveness when the former debt no longer meets the definition of a
liability or satisfies the criteria for recognition as a liability, provided that the debt forgiveness does not satisfy the
definition of a contribution from owners.

ED 71.AG43 Where a controlling entity forgives debt owed by a wholly owned controlled entity, or assumes its liabilities, the
transaction may be a contribution from owners, as described in paragraphs 7-8.
ED 71.AG44 Revenue arising from debt forgiveness is measured at the carrying amount of the debt forgiven.
Fines Fines
ED 71.AG45 AG45. Fines are economic benefits or service potential received or receivable by a public sector transfer

recipient, from an individual or other entity, as determined by a court or other law enforcement body, as a
consequence of the individual or other entity breaching the requirements of laws and/or regulations. In some
jurisdictions, law enforcement officials are able to impose fines on individuals considered to have breached
the law. In these cases, the individual will normally have the choice of paying the fine, or going to court to
defend the matter. Where a defendant reaches an agreement with a prosecutor that includes the payment of
a penalty instead of being tried in court, the payment is recognized as a fine.

ED 71.AG46 AG46. Fines normally require an entity to transfer a fixed amount of cash to the government, and do not
impose on the government any obligations which may be recognized as a liability. As such, fines are
recognized as revenue when the receivable meets the definition of an asset and satisfies the criteria for
recognition as an asset set out in paragraph 33. As noted in paragraph 12, where a transfer recipient collects
fines in the capacity of an agent, the fine will not be revenue of the collecting entity. Assets arising from fines
are measured at the best estimate of the inflow of resources to the transfer recipient.

Bequests Bequests

ED 71.AG47 A bequest is a transfer of resources made according to the provisions of a deceased person’s will. The past

event giving rise to the control of resources embodying future economic benefits or service potential for a
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bequest occurs when the transfer recipient has an enforceable claim, for example on the death of the
testator, or the granting of probate, depending on the laws and/or regulations of the jurisdiction.
ED 71.AG48 Bequests that satisfy the definition of an asset are recognized as assets and revenue when it is probable that
the future economic benefits or service potential will flow to the transfer recipient, and the transaction price of
the assets can be measured reliably. Determining the probability of an inflow of future economic benefits or
service potential may be problematic if a period of time elapses between the death of the testator and the
transfer recipient receiving any assets. The transfer recipient will need to determine if the deceased person’s
estate is sufficient to meet all claims on it, and satisfy all bequests. If the will is disputed, this will also affect
the probability of assets flowing to the transfer recipient.
ED 71.AG49 The transaction price of bequeathed assets is determined in the same manner as for gifts and donations, as
is described in paragraph AG52. In jurisdictions where deceased estates are subject to taxation, the tax
authority may already have determined the transaction price of the asset bequeathed to the transfer
recipient, and this amount may be available to the transfer recipient. Bequests are measured at the
transaction price of the resources received or receivable.
Gifts, Donations, ~ Gifts, Donations, including Goods In-kind (paragraphs XX)
including Goods ~ ED 71.AG50 Gifts and donations are voluntary transfers of assets, including cash or other monetary assets, goods in-kind,
In-Kind and services in-kind that one entity makes to another, normally free from requirements. The transfer provider
may be an entity or an individual. For gifts and donations of cash or other monetary assets and goods in-
kind, the past event giving rise to the control of resources embodying future economic benefits or service
potential is normally the receipt of the gift or donation. Recognition of gifts or donations of services in-kind
are addressed in paragraphs 110-116.
ED 71.AG51, Goods in-kind are tangible assets transferred to a transfer recipient in a transaction without perfermance 21.12-A
Board decision ebligatiens that do not require a transfer of distinct goods or services to an external party, but may be subject 21.12-B
to specified activities. External assistance provided by multilateral or bilateral development organizations
often includes a component of goods in-kind.
ED 71.AG52 Gifts and donations (other than services in-kind) are recognized as assets and revenue when it is probable
that the future economic benefits or service potential will flow to the transfer recipient and the transaction
price of the assets can be measured reliably. With gifts and donations, the making of the gift or donation and
the transfer of legal title are often simultaneous; in such circumstances, there is no doubt as to the future
economic benefits flowing to the transfer recipient.
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ED 71.AG53 Goods in-kind are recognized as assets when the goods are received, or there is a binding arrangement to
receive the goods. If goods in-kind are received with no binding arrangement, revenue is recognized
immediately. If specified activities are required under the binding arrangement, a liability is recognized, which
is reduced and revenue recognized, as the specified activities are completed.

ED 71.AG54 On initial recognition, gifts and donations including goods in-kind are measured at their transaction price,
being its fair value, as at the date of acquisition, which may be ascertained by reference to an active market,
or by appraisal. An appraisal of the value of an asset is normally undertaken by a member of the valuation
profession who holds a recognized and relevant professional qualification. For many assets, the transaction
price will be readily ascertainable by reference to quoted prices in an active and liquid market. For example,
current market prices can usually be obtained for land, non-specialized buildings, motor vehicles and many
types of plant and equipment.

Breach of Terms and Conditions of a Binding Arrangement

ED 71.AG58 The accounting treatment of a breach of the terms and conditions of a binding arrangement depends on: Editorials

(@) Whether there are any incomplete [compliance obligations] remaining under the arrangement gave
. S ;

(b) When the breach occurred—i.e., whether it was in the period in which the breach is discovered or in a
prior period; and

(c) The reason for the breach.

ED 71.AG59 If the breach occurs in the current period and is identified before the authorization of the financial statements for
issue, the transfer recipient will recognize a liability for the amount to be refunded to the transfer provider and
derecognize any revenue recognized during the reporting period.

ED 71.AG60 Where the breach is determined to have occurred in a prior period, the accounting treatment will be decided by
assessing whether the breach has resulted in a:

(@) Change in accounting estimate as defined in IPSAS 3, Accounting Policies, Changes in Accounting
Estimates, and Errors. Accounting estimates are used where items in financial statements cannot be
measured with precision and judgement may be required in measuring those items as described in
IPSAS 3;

(b) Prior period error which has arisen from a failure to use, or from the misuse of, faithfully representative
information that was available when the financial statements for the period were authorized for issue or
could reasonably be expected to have been obtained; or
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(c) Separate past event because the amount recognized in prior period financial statements is not an
estimated amount and was based on the use of faithfully representative information available at the
date of the approval of the financial statements for the relevant reporting period.

Revenue from a Transaction with a Binding Arrangement Requiring a Transfer to an External Party
Licensing

ED 70.AG100 A license establishes a purchaser’s rights to the intellectual property of an entity. Licenses of intellectual
property may include, but are not limited to, licenses of any of the following:

(@) Software and technology;

(b) Motion pictures, music and other forms of media and entertainment;
(c) Franchises; and

(d) Patents, trademarks and copyrights.

ED 70.AG101 In addition to a promise to grant a license (or licenses) to a purchaser, an entity may also promise to transfer
other goods or services to the purchaser or third-party beneficiary. Those promises may be explicitly stated in
the binding arrangement or implied by an entity’s customary practices, published policies or specific
statements (see paragraph 23). As with other types of binding arrangements, when a binding arrangement
with a purchaser includes a promise to grant a license (or licenses) in addition to other promised goods or
services, an entity applies paragraphs 21-29 to identify each of the [perfermanee compliance obligations] in
the binding arrangement.

ED 70.AG102 If the promise to grant a license is not distinct from other promised goods or services in the binding
arrangement in accordance with paragraphs 25-29, an entity shall account for the promise to grant a license
and those other promised goods or services together as a single [perfermance compliance obligation].
Examples of licenses that are not distinct from other goods or services promised in the binding arrangement
include the following:

(@) A license that forms a component of a tangible good and that is integral to the functionality of the good;
and

(b) Alicense that the purchaser or third-party beneficiary can generate economic benefits or service
potential from only in conjunction with a related service (such as an online service provided by the
entity that enables, by granting a license, the purchaser or third-party beneficiary to access
content).
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ED 70.AG103 If the license is not distinct, an entity shall apply paragraphs 30—37 to determine whether the [perfermance

compliance obligation] (which includes the promised license) is a [perfermance compliance obligation] that is
satisfied over time or satisfied at a point in time.

ED 70.AG104 If the promise to grant the license is distinct from the other promised goods or services in the binding
arrangement and, therefore, the promise to grant the license is a separate [perfermance compliance
obligation], an entity shall determine whether the license transfers to a purchaser or third-party beneficiary
either at a point in time or over time. In making this determination, an entity shall consider whether the nature
of the entity’s promise in granting the license to a purchaser or third-party beneficiary is to provide the
purchaser with either:

(@) Aright to access the entity’s intellectual property as it exists throughout the license period; or

(b) Aright to use the entity’s intellectual property as it exists at the point in time at which the license is
granted.

Determining the Nature of the Entity’s Promise

ED 70.AG105 The nature of an entity’s promise in granting a license is a promise to provide a right to access the entity’s
intellectual property if all of the following criteria are met:

(@) The binding arrangement requires, or the purchaser reasonably expects, that the entity will undertake
activities that significantly affect the intellectual property to which the purchaser has rights (see
paragraphs AG106 and AG107);

(b) The rights granted by the license directly expose the purchaser or third-party beneficiary to any positive
or negative effects of the entity’s activities identified in paragraph AG105(a); and

(c) Those activities do not result in the transfer of a good or a service to the purchaser or third-party
beneficiary as those activities occur (see paragraph 24).

ED 70.AG106 Factors that may indicate that a purchaser could reasonably expect that an entity will undertake activities that
significantly affect the intellectual property include the entity’s customary practices, published policies or
specific statements. Although not determinative, the existence of a shared economic interest (for example, a
sales-based royalty) between the entity and the purchaser related to the intellectual property to which the
purchaser has rights may also indicate that the purchaser could reasonably expect that the entity will
undertake such activities.

ED 70.AG107 An entity’s activities significantly affect the intellectual property to which the purchaser has rights when either:

Agenda Item 8.3.2
Page 26

Page 175 of 189



Revenue and Transfer Expenses Ag e n d a Item

Drafting Group Meeting (March 2022) 8 3 2

Purpose Sources Draft Guidance Related Board
discussion
(@) Those activities are expected to significantly change the form (for example, the design or content) or
the functionality (for example, the ability to perform a function or task) of the intellectual property; or
(b) The ability of the purchaser to obtain economic benefits or service potential from the intellectual
property is substantially derived from, or dependent upon, those activities. For example, the
economic benefits or service potential from a brand is often derived from, or dependent upon, the
entity’s ongoing activities that support or maintain the value of the intellectual property.
Accordingly, if the intellectual property to which the purchaser has rights has significant stand-alone
functionality, a substantial portion of the economic benefits or service potential of that intellectual property is
derived from that functionality. Consequently, the ability of the purchaser or third-party beneficiary to obtain
economic benefits or service potential from that intellectual property would not be significantly affected by the
entity’s activities unless those activities significantly change its form or functionality. Types of intellectual
property that often have significant stand-alone functionality include software, biological compounds or drug
formulas, and completed media content (for example, films, television shows and music recordings).

ED 70.AG108 If the criteria in paragraph AG105 are met, an entity shall account for the promise to grant a license as a
[performanee compliance obligation] satisfied over time because the purchaser or third-party beneficiary will
simultaneously receive and consume the economic benefits or service potential from the entity’s
performance of providing access to its intellectual property as the performance occurs (see paragraph 34(a)).
An entity shall apply paragraphs 38—44 to select an appropriate method to measure its progress towards
complete satisfaction of that [perfermance compliance obligation] to provide access.

ED 70.AG109 If the criteria in paragraph AG105 are not met, the nature of an entity’s promise is to provide a right to use
the entity’s intellectual property as that intellectual property exists (in terms of form and functionality) at the
point in time at which the license is granted to the purchaser. This means that the purchaser can direct the
use of, and obtain substantially all of the remaining economic benefits or service potential from, the license at
the point in time at which the license transfers. An entity shall account for the promise to provide a right to
use the entity’s intellectual property as a [perfermance compliance obligation] satisfied at a point in time. An
entity shall apply paragraph 37 to determine the point in time at which the license transfers to the purchaser
or third-party beneficiary. However, revenue cannot be recognized for a license that provides a right to use
the entity’s intellectual property before the beginning of the period during which the purchaser or third-party
beneficiary is able to use and to derive the economic benefits or service potential from the license. For
example, if a software license period begins before an entity provides (or otherwise makes available) to the
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purchaser or third-party beneficiary a code that enables the purchaser or third-party beneficiary to
immediately use the software, the entity would not recognize revenue before that code has been provided (or
otherwise made available).

ED 70.AG110 An entity shall disregard the following factors when determining whether a license provides a right to access
the entity’s intellectual property or a right to use the entity’s intellectual property:

(@) Restrictions of time, geographical region or use—those restrictions define the attributes of the
promised license, rather than define whether the entity satisfies its [perfermanece compliance
obligation] at a point in time or over time.

(b) Guarantees provided by the entity that it has a valid patent to intellectual property and that it will
defend that patent from unauthorized use—a promise to defend a patent right is not a
[perfeormanee compliance obligation] because the act of defending a patent protects the value of
the entity’s intellectual property assets and provides assurance to the purchaser that the license
transferred meets the specifications of the license promised in the binding arrangement.

Sales-Based or Usage-Based Royalties

ED 70.AG111 Notwithstanding the requirements in paragraphs 55-58, an entity shall recognize revenue for a sales-based
or usage-based royalty promised in exchange for a license of intellectual property only when (or as) the later
of the following events occurs:

(@) The subsequent sale or usage occurs; and

(b) The [perfermanece compliance obligation] to which some or all of the sales-based or usage-based
royalty has been allocated has been satisfied (or partially satisfied).

ED 70.AG112 The requirement for a sales-based or usage-based royalty in paragraph AG111 applies when the royalty
relates only to a license of intellectual property or when a license of intellectual property is the predominant
item to which the royalty relates (for example, the license of intellectual property may be the predominant
item to which the royalty relates when the entity has a reasonable expectation that the purchaser would
ascribe significantly more value to the license than to the other goods or services to which the royalty
relates).

ED 70.AG113 When the requirement in paragraph AG112 is met, revenue from a sales-based or usage-based royalty shall
be recognized wholly in accordance with paragraph AG111. When the requirement in paragraph AG112 is
not met, the requirements on variable consideration in paragraphs 49-58 apply to the sales-based or usage-
based royalty.
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Repurchase Agreements

ED 70.AG114 A repurchase agreement is a binding arrangement in which an entity provides an asset and also promises or
has the option (either in the same binding arrangement or in another binding arrangement) to repurchase the
asset. The repurchased asset may be the asset that was originally provided to the purchaser, an asset that is
substantially the same as that asset, or another asset of which the asset that was originally provided is a
component.

ED 70.AG115 Repurchase agreements generally come in three forms:

(&) An entity’s obligation to repurchase the asset (a forward);

(b) An entity’s right to repurchase the asset (a call option); and

(c) An entity’s obligation to repurchase the asset at the purchaser’s request (a put option).
A Forward or a Call Option

ED 70.AG116 If an entity has an obligation or a right to repurchase the asset (a forward or a call option), a purchaser does
not obtain control of the asset because the purchaser is limited in its ability to direct the use of, and obtain
substantially all of the remaining economic benefits or service potential from, the asset even though the
purchaser or third-party beneficiary may have physical possession of the asset. Consequently, the entity
shall account for the binding arrangement as either of the following:

(a) A lease in accordance with IPSAS 13, Leases if the entity can or must repurchase the asset for
an amount that is less than the original price of the asset; or

(b) A financing arrangement in accordance with paragraph AG118 if the entity can or must
repurchase the asset for an amount that is equal to or more than the original price of the asset.

ED 70.AG117 When comparing the repurchase price with the price, an entity shall consider the time value of money.

ED 70.AG118 If the repurchase agreement is a financing arrangement, the entity shall continue to recognize the asset and
also recognize a financial liability for any consideration received from the purchaser. The entity shall
recognize the difference between the amount of consideration received from the purchaser and the amount
of consideration to be paid to the purchaser as interest and, if applicable, as processing or holding costs (for
example, insurance).

ED 70.AG119 If the option lapses unexercised, an entity shall derecognize the liability and recognize revenue.
A Put Option
ED 70.AG120 If an entity has an obligation to repurchase the asset at the purchaser’s request (a put option) at a price that

is lower than the original price of the asset, the entity shall consider at the inception of the binding
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arrangement whether the purchaser has a significant economic incentive to exercise that right. The
purchaser’s exercising of that right results in the purchaser effectively paying the entity consideration for the
right to use a specified asset for a period of time. Therefore, if the purchaser has a significant economic
incentive to exercise that right, the entity shall account for the agreement as a lease in accordance with
IPSAS 13.

ED 70.AG121 To determine whether a purchaser has a significant economic incentive to exercise its right, an entity shall
consider various factors, including the relationship of the repurchase price to the expected market value of
the asset at the date of the repurchase and the amount of time until the right expires. For example, if the
repurchase price is expected to significantly exceed the market value of the asset, this may indicate that the
purchaser has a significant economic incentive to exercise the put option.

ED 70.AG122 If the purchaser does not have a significant economic incentive to exercise its right at a price that is lower
than the original price of the asset, the entity shall account for the agreement as if it were the sale of a
product with a right of return as described in paragraphs AG61-AG68.

ED 70.AG123 If the repurchase price of the asset is equal to or greater than the original price and is more than the
expected market value of the asset, the binding arrangement is in effect a financing arrangement and,
therefore, shall be accounted for as described in paragraph AG118.

ED 70.AG124 If the repurchase price of the asset is equal to or greater than the original price and is less than or equal to
the expected market value of the asset, and the purchaser does not have a significant economic incentive to
exercise its right, then the entity shall account for the agreement as if it were the sale of a product with a right
of return as described in paragraphs AG61-AG68.

ED 70.AG125 When comparing the repurchase price with the price, an entity shall consider the time value of money.

ED 70.AG126 If the option lapses unexercised, an entity shall derecognize the liability and recognize revenue.
Consignment Arrangements

ED 70.AG127 When an entity delivers a product to another party (such as a dealer or a distributor) for sale to end
purchasers, the entity shall evaluate whether that other party has obtained control of the product at that point
in time. A product that has been delivered to another party may be held in a consignment arrangement if that
other party has not obtained control of the product. Accordingly, an entity shall not recognize revenue upon
delivery of a product to another party if the delivered product is held on consignment.

ED 70.AG128 Indicators that an arrangement is a consignment arrangement include, but are not limited to, the following:
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(@) The product is controlled by the entity until a specified event occurs, such as the sale of the
product to a purchaser of the dealer or until a specified period expires;

(b) The entity is able to require the return of the product or transfer the product to a third party (such
as another dealer); and

(c) The dealer does not have an unconditional obligation to pay for the product (although it might be
required to pay a deposit).

Bill-and-Hold Arrangements

ED 70.AG129 A bill-and-hold arrangement is a binding arrangement under which an entity bills a purchaser for a product,
but the entity retains physical possession of the product until it is transferred to the purchaser or third-party
beneficiary at a point in time in the future. For example, a purchaser may request an entity to enter into such
a binding arrangement because of the purchaser’s lack of available space for the product or because of
delays in the purchaser’s production schedules.

ED 70.AG130 An entity shall determine when it has satisfied its [perfermanee compliance obligation] to transfer a product
by evaluating when a purchaser obtains control of that product (see paragraph 37). For some binding
arrangements, control is transferred either when the product is delivered to the purchaser or third-party
beneficiary’s site or when the product is shipped, depending on the terms of the binding arrangement
(including delivery and shipping terms). However, for some binding arrangements, a purchaser may obtain
control of a product even though that product remains in an entity’s physical possession. In that case, the
purchaser has the ability to direct the use of, and obtain substantially all of the remaining economic benefits
or service potential from, the product even though it has decided not to exercise its right to take physical
possession of that product. Consequently, the entity does not control the product. Instead, the entity provides
custodial services to the purchaser over the purchaser’s asset.

ED 70.AG131 In addition to applying the requirements in paragraph 37, for a purchaser to have obtained control of a
product in a bill-and-hold arrangement, all of the following criteria must be met:

(@) The reason for the hill-and-hold arrangement must be substantive (for example, the purchaser
has requested the arrangement);

(b) The product must be identified separately as belonging to the purchaser;

(c) The product currently must be ready for physical transfer to the purchaser or third-party
beneficiary; and

(d) The entity cannot have the ability to use the product or to direct it to another purchaser.
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ED 70.AG132 If an entity recognizes revenue for the sale of a product on a bill-and-hold basis, the entity shall consider

whether it has remaining [perfermanee compliance obligations] (for example, for custodial services) in
accordance with paragraphs 21—29 to which the entity shall allocate a portion of the transaction price in
accordance with paragraphs 72—85.

Purchaser Acceptance

ED 70.AG133 In accordance with paragraph 37(e), a purchaser’s acceptance of an asset may indicate that the purchaser
has obtained control of the asset. Purchaser acceptance clauses may allow the purchaser to cancel a
binding arrangement or require an entity to take remedial action if a good or service does not meet agreed-
upon specifications. An entity shall consider such clauses when evaluating when the purchaser obtains
control of a good or service.

ED 70.AG134 If an entity can objectively determine that control of a good or service has been transferred to the purchaser
in accordance with the agreed-upon specifications in the binding arrangement, then purchaser acceptance is
a formality that would not affect the entity’s determination of when the purchaser has obtained control of the
good or service. For example, if the acceptance clause is based on meeting specified size and weight
characteristics, an entity would be able to determine whether those criteria have been met before receiving
confirmation of purchaser acceptance. The entity’s experience with binding arrangements for similar goods
or services may provide evidence that a good or service provided to the purchaser or third-party beneficiary
is in accordance with the agreed-upon specifications in the binding arrangement. If revenue is recognized
before the purchaser accepts the asset, the entity still must consider whether there are any remaining
[perfermanee compliance obligations] (for example, installation of equipment) and evaluate whether to
account for them separately.

ED 70.AG135 However, if an entity cannot objectively determine that the good or service provided to the purchaser or third-
party beneficiary is in accordance with the agreed-upon specifications in the binding arrangement, then the
entity would not be able to conclude that the purchaser has obtained control until the entity receives
acceptance by the purchaser. That is because in that circumstance the entity cannot determine that the
purchaser has the ability to direct the use of, and obtain substantially all of the remaining economic benefits
or service potential from the good or service.

ED 70.AG136 If an entity delivers products to a purchaser or third-party beneficiary for trial or evaluation purposes and the
purchaser is not committed to pay any consideration until the trial period lapses, control of the product is not
transferred to the purchaser until either the purchaser accepts the product or the trial period lapses.
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Subsequent Measurement of Non-Contractual Receivables
ED 70.AG140 After initial recognition, an entity shall subsequently measure a receivable:
(a) Within the scope of IPSAS 41, Financial Instruments, as a financial asset in accordance with
IPSAS 41; or
(b) Not in the scope of IPSAS 41 on the same basis as a financial asset at amortized cost in
accordance with IPSAS 41.
ED 70.AG141 Where a receivable as described in paragraph AG140(b) does not satisfy the requirements in paragraph 40
of IPSAS 41, it shall be subsequently measured at fair value. Changes in fair value are recognized in surplus
or deficit.
‘Disclosure (see paragraphs XX)
Disclosure ED 71.AG55- [Subject to upcoming IPSASB discussions on disclosures in 2022]
ED 71.AG57
Disclosure — Disclosure of Disaggregated Revenue
Disaggregated ED 70.137-139 [Subject to upcoming IPSASB discussions on disclosures in 2022]

Revenue
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The following updated project plans summarize the progress to date on the Revenue and Transfer
Expenses projects as of March 2022, and are provided for reference purposes. The order of papers to be
presented at future Board discussions is subject to change based on progress and Board discussions.

Papers presented in this Agenda Item are noted in green. Drafted guidance in progress, or being reviewed
by the Drafting Group, are in blue.

Appendix 1 — Revenue Project Plan

Principle-Related Paper

Non-Principle-Related
or Drafting Paper

1 | Options to Present Proposed Revenue March 2021 Agenda Item n/a
Guidance 5.2.3
2 | Clarifying Binding Arrangements March 2021 Agenda Item | June 2021 Agenda Items
5.2.4 6.2.1 and 6.3.1
3 | Distinguishing Revenue from Performance March 2021 Agenda Item Agenda Item 8.2.3
Obligations as a Separate Type of Revenue 5.25
4 | Transactions with Components within the March 2021 Agenda ltem | n/a — no longer applicable
Scope of Both Standards 5.2.6 under a single IPSAS
5 | Existence of a Liability in a Binding Revenue March 2021 Agenda Item In progress
Arrangement without Performance Obligations 5.2.7
6 | How Enforceability is Exercised June 2021 Agenda Item June 2021 Agenda ltem
6.2.3 6.3.1
7 | Revising and Applying the Guidance on the June 2021 Agenda Item In progress
Definition of a Liability 6.2.4
8 | Recognition and Derecognition of a Liability September 2021 Agenda In progress
(Deferred Revenue) in Binding Arrangements ltem 4.2.1
9 | Considering the Purpose and Benefits of the n/a September 2021 Agenda
Drafting Group Iltem 4.2.5
10 | Draft IPSAS based on the Exposure Drafts n/a September 2021 Agenda
(EDs) Iltem 4.2.6
11 | Presenting Revenue Guidance in the Final n/a October 2021 Agenda
IPSAS ltem 3.2.1
12 | The Concept of a ‘Present Obligation’ in December 2021 Agenda Agenda Item 8.2.3
Revenue Accounting Iltem 8.2.5
13 | The New Term and Definition for ‘Present December 2021 Agenda Agenda Item 8.2.3
Obligation’ in the Revenue Context Iltem 8.2.6
14 | Distinguishing Individual ‘Present Obligations’ December 2021 Agenda December 2021 Agenda
Item 8.2.7 Item 8.2.7 and
March 2022 Agenda Item
8.3.2
15 | Clarifying Specified Activities and Eligible December 2021 Agenda Agenda Item 8.3.2
Expenditures Iltem 8.2.8
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Non-Principle-Related

# Issue Principle-Related Paper or Drafting Paper

16 | Landscape of the Revenue and Transfer Agenda Item 8.2.1 n/a
Expenses IPSAS

17 | A New Term for the Single ‘Concept’ of Agenda Item 8.2.3 Agenda Item 8.2.3
Obligations in Binding Arrangements

18 | Uncertainty of Enforcing Transactions with Agenda Item 8.2.4 Agenda Item 8.2.4
Binding Arrangements

19 | Accounting for non-contractual receivables pending pending

20 | Application of proposed principles to capital pending pending
grants

21 | Reassess existing disclosures and consider pending pending
any additional disclosures

22 | Other technical comments n/a pending

23 | Other practical considerations n/a pending

24 | Reassess or clarify existing definitions (e.g., n/a pending
performance obligation, revenue, income)

25 | Clarify or enhance existing proposed guidance n/a pending

26 | Add additional guidance n/a pending

27 | Consider existing or additional examples n/a pending

28 | Appropriate title of the future IPSAS on revenue n/a pending

29 | Amendments to Other IPSAS n/a pending

30 | Communications for the Release of the Final n/a

Standard(s)
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Principle-Related

Agenda Item
8.3.3

Non-Principle-
Related or Drafting

Paper Paper

1 Application of the Executory Contract April 2021 Agenda Item December 2021 Agenda
Approach 123 Item 8.3.1

2 Binding arrangements (i.e., enforceability April 2021 Agenda Item June 2021 Agenda Item
in the context of transfer expenses 1.2.2 and 6.3.2
accounting) June 2021 Agenda ltem

6.2.2

3 Existence of an Asset in Binding September 2021 Agenda Agenda Item 8.3.1
Arrangements ltem 4.2.2

4 Clarifying the Scope of the Transfer September 2021 Agenda | September 2021 Agenda
Expenses Standard Iltem 4.2.3 Item 4.2.3

5 Distinguishing Transfer Expenses with September 2021 Agenda Agenda Item 8.3.1
and without Performance Obligations Iltem 4.2.4

6 Considering the Purpose and Benefits of n/a September 2021 Agenda
the Drafting Group Item 4.2.5

7 Draft IPSAS based on the Exposure Drafts n/a September 2021 Agenda
(EDs) Item 4.2.6

8 Transfer Expenses without Binding December 2021 Agenda December 2021 Agenda
Arrangements: Clarification of Scope and Iltem 8.2.1 Item 8.2.1
Relationship with IPSAS 19 as a
Consequence of Board Decisions and
Instructions

9 Transfer Expenses without Binding December 2021 Agenda December 2021 Agenda
Arrangements: Proposed Accounting Iltem 8.2.2 ltem 8.2.2
Model Revisions pending Revisions pending

10 Transfer Expenses with Binding December 2021 Agenda December 2021 Agenda
Arrangements: Proposed Accounting Iltem 8.2.3 Item 8.2.3 and
Model March 2022 Agenda

Items 8.2.2 and 8.2.5

11 Proposed Drafting in Response to IPSASB | December 2021 Agenda December 2021 Agenda
Instructions Iltem 8.2.4 Item 8.2.4

12 Guidance on Relationship Between Agenda Item 8.2.2 Agenda Item 8.2.2
Definition of Transfer Expense and
Existence of Transfer Provider’s Binding
Arrangement Asset

13 Timing of Recognition of a Transfer Agenda Item 8.2.5 Agenda Item 8.2.5
Expense and Monitoring Arrangements

14 Allocation of Transaction Consideration to Agenda Item 8.2.6 Agenda Item 8.2.6
Transfer Rights

15 Additional considerations related to the pending pending
revised accounting models (e.g., capital
transfers)
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Revenue and Transfer Expenses Ag en d a Item

IPSASB Meeting (March 2022) 8 3 3

Non-Principle-
Related or Drafting

Principle-Related

PRI Paper
16 Reassess existing disclosures and pending pending
consider any additional disclosures
17 Other revisions to maintain consistency pending pending
with revenue standards
multiple | Other comments and clarifications pending
18 Amendments to Other IPSAS n/a pending
19 Communications for the Release of the n/a

Final Standard(s)
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