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

Internet: http://www.ifac.org

DATE: 10 MAY 2006

MEMO TO: MEMBERS OF THE IPSASB
FROM: PAUL SUTCLIFFE
SUBJECT: EXTERNAL ASSISTANCE

ACTION REQUIRED
Members are requested to:

* Reviewthe draft exposure draft “Proposed Amendmentsnarkiial Reporting
Under the Cash Basis of Accounting — Disclosureureqents for Recipients of
External Assistance” with a view to:

(@ confirmation of adoption of this approach aslernative to a stand-alone
ED (and subsequently a stand-alone IPSAS); armlg¢bafirmed
(b) approval for its issue and/or directions oraarf®r further amendment.

AGENDA MATERIAL Pages
11.2 History sheet 11.8-11.10
11.3 Proposed ED XX, “Proposed Amendments to Filaanc 11.11-11.68

Reporting Under the Cash Basis of Accounting — Dsae
Requirements for Recipients of External Assistance”
11.4 Appendix 2 from ED 24 11.69-11.71

BACKGROUND

Exposure Draft ED 24, “Financial Reporting Undee tifash Basis of Accounting -
Disclosure Requirements for Recipients of ExteAsdistance” was issued in January 2005
with comments requested by June 15, 2005.

Members reviewed the submissions received on EBuUihg the second half of 2005 and
early 2006, and noted that the responses providecedmmessages about whether
implementation of the requirements were too onerdbe IPSASB sought assistance of the
OECD-DAC JV and certain donor organizations to dfidest ED 24. However, the
anticipated field testing did not occur. After fuet discussion with constituents, the IPSASB
directed staff to prepare a draft ED which retaisedhe of the requirements specified in ED
24 but reclassified a number of others as encodrégéher than required) disclosures.

At its March 2006 meeting, the IPSASB considerdidsadraft of a stand alone ED prepared
by staff which revised and restructured the disgles in ED 24 into mandatory and
encouraged disclosures on the same principles aptetl for the Cash Basis IPSAS
“Financial Reporting Under the Cash Basis of Acdmgi. That revised draft ED identified
certain limited disclosures as mandatory. It alscoeraged (but did not require) additional
disclosures - the intention being to allow the #iddal encouraged disclosures to be adopted
as appropriate in different jurisdictions after soltation between donors and the recipients
of external assistance.
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Members agreed with the approach proposed anddao\staff with directions for further
refinements to the proposed required and encourdigetbsures.

Members considered whether progress towards a fr&AS could be made without re-
exposure of the proposed required and encouragetbsiures, and agreed that it should not.
Members also agreed that a six month exposure &as desirable, during which time
field testing should be pursued in conjunction wilie OECD-DAC — the OECD Observer
undertook to advise the OECD-DAC of these develogmand to liaise with the OECD-
DAC on the IPSASB’s behalf on an ongoing basis.

Members directed staff to prepare for considerasibthis (July 2006) meeting a draft ED
which proposed amendments to the Cash Basis IP&Afslude the additional required and
encouraged disclosures.

The attached draft ED has been prepared consisigmthe directions of the IPSASB.

A history sheet outlining the development of the &fal the consultation program to date is
attached at 11.2.

Major Changes to ED 24

The requirements of ED 24 have been reclassifiedregquired and encouraged disclosures
and certain of the requirements and encouragentents been revised as directed. An
overview of the changes to the requirements of B2a2 agreed in March 2006 is provided
below.

Retained as required disclosures are:

@ ED 24, Paragraphs 13 and 14. Disclosure otiaites of the statement or by note of
the total amount of external assistance receivetthéentity and paid by third parties
on its behalf. However, disclosure by class is nomly encouraged and the
specification of disclosure of the following spécifclasses together with their
definitions has been removed: balance of paymemssstance, development
assistance, emergency assistance, military asséstan

(b) ED 24, Paragraph 15. Disclosure of major clasdroviders.

(c) ED 24, Paragraph 16. Disclosure of total amaingxternal assistance received as
loans and the total amount received as grants.

(d) ED 24, Paragraph 22. Disclosure of total undraaxternal assistance loans and
grants. However, disclosure of major changes thestaring the period is now only
encouraged.

Retained as transitional provisions are:

(@ ED 24, Paragraphs 52 and 53. Relief from thy@irement to disclose the balance of
undrawn assistance for a period of two years, afidfrfrom the need to disclose
comparative information in the first year of apption of the requirements.
However, transitional provisions have been revisedreflect consequences of
amendment to encourage (rather than require) digidoof changes in undrawn
balances.

(b) ED 24, Paragraph 54. Continue to require dsale of the fact that transitional
provisions have been applied
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The changes to ED 24 to reclassify some requiredlaiures as encouraged only are

identified below:

(@ ED 24, Paragraphs 13 and 14. Disclosure of ma@sses of external assistance is
encouraged rather than required.

(b) ED 24, Paragraph 22 and 23. Disclosure of chsig undrawn balances and major
sources thereof is encouraged rather than required.

(© ED 24, Paragraphs 26, 27, 28. Disclosure ofditails of terms and conditions of
external assistance loans and grants is encouratjest than required.

(d) ED 24, Paragraph 33. Disclosure of guaranteesadcouraged rather than required.

(e) ED 24, Paragraph 36. Disclosure of instancesoofcompliance and consequences
thereof is encouraged rather than required.

) ED 24, Paragraphs 39 and 40. Disclosure ofildetaf repayment schedules is
encouraged rather than required.

(9) ED 24, Paragraph 44. The requirement to disdas value of goods and services in-
kind has been deleted. It has been replaced wittnaouragement to disclose the
value of assistance received in the form of goodk services and a requirement to
explain the basis on which that value was deterchihan entity elects to make the
disclosure.

(h) ED 24, Paragraph 50. Disclosure of reschedotezhncelled external assistance debt
is encouraged rather than required.

lllustrations of the required and encouraged dmales are included at the end of each
section. They include the illustrations included BD 24 where they continue to be
appropriate. However, it is proposed that Appendlibof ED 24 which illustrates the
disclosure of external assistance by a projectipentity not be included in the ED. This
is because of a staff concern that it may overwhiflenother disclosures included in the
Cash Basis IPSAS.

Subsequent Developments

The OECD-DAC Joint Venture has a new Chair. The DEQbserver has provided the
OECD-DAC with an update on the IPSASB decisions @mthe development of the revised
ED. As the opportunity arises, the IPSASB Chaill @aio provide an update to the OECD-
DAC Joint Venture to advise of developments atiB#&ASB.

Staff have been liaising directly with the Directoi ESAAG, Mr Jerry Gutu, who has
advised that Namibia, one of the ESAAG member awsjtis prepared to field test ED 24
or its successor ED when issued. Staff will corgita work directly with Mr Gutu and

contacts in Namibia in preparation for this exegcis

In addition to any other issues identified by mempestaff request directions on the
following issues.
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ISSUES

Issue A The Nature of the exposure draft — stand-ahe or amendment to Cash
Basis IPSAS

At its March meeting, the IPSASB considered thst filraft of a stand-alone Exposure Draft

which included required and encouraged disclosUres.IPSASB confirmed the disclosures

as proposed with some refinements, and directéitstprepare a draft ED for consideration

at this meeting which proposed amending the Cas$isB&®SAS for the required and

encouraged disclosures. The attached ED refleatgitection.

Members are requested to confirm or otherwisetti&@ED is to propose that the Cash Basis
IPSAS is to be amended, rather than propose tet@na-alone IPSAS dealing with external

assistance be issued. Members are also requestedfion that the disclosures identified as

required and encouraged are appropriate and/otifigl@neas for amendment.

Issue B Specific matters for comment

Staff have included the specific matters for comitleat were included in ED 24 and which
relate to the required disclosures and additionabaraged disclosures in this ED. There is
an argument that this is not necessary since relgnis to ED 24 have already made known
their views on these matters. However, staff ishefview that the new approach may draw
in additional respondents and it is useful to agaaw these issues to their attention.

Specific matters for comments dealing with thedwaihg matters have also been added: the
proposed approach of amending the cash basis IR&A&r than developing a stand alone
ED; and whether certain of the encouraged discéssare appropriate.

Members are requested to confirm that these speuifitters should be raised for comment
and to identify any additional specific matters tmmment that should be included in the
ED.

Issue C Location of proposed amendments to the CadBasis IPSAS Part 1 -
required disclosures

The attached draft includes the required disclasunea separate section dealing with

external assistance in Part 1 of the ED, noting) ¢katain disclosures may be made on the

face of the statement of cash receipts and paynwentsthe notes. A case could be made

that:

. the disclosures of external assistance that camdme on the face of the statement
should be located in the section dealing with tlagesnent of receipts and payments;
and

. the requirements relating to disclosures that lmammade only by way of note be

included in the “Notes” section.

Staff is of the view that locating requirementsatiely to external assistance at different
places in the Cash Basis IPSAS is not as userdiyiems grouping them together in one
place, as in the attached draft.

Members are requested to confirm that the requinésneclating to external assistance
should be grouped together as proposed, or praWidetions regarding their relocation.
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Issue D Other potential amendments

Through its IPSAS Improvements Project (see Agetaia 15), the IPSASB is amending a
number of the accrual IPSASs to better align theith whe equivalent IFRSs. This will
affect disclosures required by those accrual IPSA®& Cash Basis IPSAS encourages
disclosure of many items prescribed by the cursente of accrual IPSASs. Some of these
disclosures will be removed from the accrual IPSASpart of the improvements process —
for example, references to extraordinary items ballremoved from the accrual IPSAS, but
are still retained in the encouragement sectiadh@{Cash Basis IPSAS.

This ED does not propose amendments to the Cash BZAS other than those relating to
external assistance. Staff is of the view that atmants to the Cash Basis IPSAS to deal
with improvement to the accrual IPSASs should baltdeith in the review of the Cash
Basis IPSAS scheduled for 2007.

Members are requested to confirm that the scopeohjattive of this ED remains focused
on external assistance.

Issue E Equal Authority of Text

The ED does not include the “rubric” stating thia¢ lack and grey letter have the same
authority. This is because the Cash Basis IPSABdes the explanation that the standards
are in bold and commentary is in grey text, and BID proposes additions to that IPSAS to
only deal with external assistance. As agreed atTtbkyo meeting, the equal authority
template will only be included after each IPSAS basen subjected to a full review to ensure
that the grey letter text does not introduce addél requirements. It is anticipated that for
the Cash Basis IPSAS, this review will occur ag parthe implementation review of that
IPSAS.

Notwithstanding that the equal authority statememtot included in this ED, the black and
grey letter text has been drafted to ensure tlwantorms with the equal authority style.

The requirement paragraphs of this ED use the tshall” while the Cash Basis IPSAS
uses the term “should”. It is anticipated the CBsRis IPSAS will be revised to use “shall”
as part of its review in 2007, and that amendmentdeal with external assistance will be
made at that time. Consequently, use of “shalthia ED is appropriate.

Members are requested to confirm that the apprpembosed for this ED is appropriate.

Issue F Introduction

At the last meeting, the IPSASB agreed that new Bk IPSASs developed in the future
would include an Introduction such as is includedAS 19, “Employee Benefits” and the
IPSAS ED based on IAS 109.

This ED includes such an Introduction to explas abjectives and its relationship to the
Cash Basis IPSAS. However, the Introduction relatdy to the amendments to the Cash
Basis IPSAS proposed in respect of external assistaVhether an Introduction should be
included in the Cash Basis IPSAS could/should sicered as part of the implementation
review scheduled for 2007.

Members are requested to confirm the approach pempm respect of this ED.
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Issue G Location of Advice regarding amendments t&D 24

In providing directions for the development of thiED, the IPSASB responded to
submissions received on ED 24 and issues raisatisoussion with Consultative Group
members and a wide range of other constituents.

An outline of the background to development of #i3 and a summary of major changes to
ED 24 is included in the Basis for Conclusions.fiSted contemplate whether such an
explanations was (a) necessary for this ED andsliould be included in the introductory
sections of the ED as a “scene setter”, or in thsi8for Conclusions. Staff is of the view
that the explanation should be included in the BD #hat the Basis for Conclusions is the
best place for this detail. However, the introdugtmaterial to the ED does include some
brief explanation of the background to the ED.

Members are requested to provide input on whetteeexplanation is necessary, appropriate
as it stands or should be amended (and how), atlwcaed appropriately (or should be
moved to the introductory material).

Issue H Disclosures of (a) instances of non-comptiee with significant terms; and

(b) conditions and guarantees of grants
At its March 2006 meeting, the IPSASB agreed thiatldsure of instances of non-
compliance with significant terms and condition®dd be encouraged, but not required.
However, the characteristics that would make teamd conditions significant were not
discussed in any detail. The text reflects thagient is necessary in determining what
terms and conditions are significant, and that foegt will be exercised in the context of
entity’s specific circumstances and the qualitatkaracteristics of financial statements. The
ED also explains that it is likely that non-compka with terms and conditions which
impact the entity’s access to funds, its obligagitm repay funds or its ability to achieve the
assistance objectives will be significant.

ED 24 required disclosure of the amount and themseand conditions of loans that had been
guaranteed by third parties. It also required d=ate of the terms and conditions of grants
that had been guaranteed by third parties, butheoamount of such grants. The disclosures
relating to loans and grants are now only encoutagather than required. If the
encouragement to disclose information about gueesnis to be retained in the ED, staff is
not convinced that there is a reason to encourageadisclosure of the amount of loans
guaranteed, but not the amount grants guarantderiaffached draft has been amended to
include similar encouragements for loans and gramish have been guaranteed by third
parties.

Members are requested to confirm the approach pespfor these disclosures or provide
directions for amendment.

Issue | [llustrative examples
As agreed at the last meeting, the illustratioosfED 24 have been included in this ED to
illustrate the required and encouraged disclosures.

The illustrative examples in Part 1 amend only Agpe 1(a) of the Cash Basis IPSAS.
Appendix 1(b) could also be amended to illustrdte tequired disclosures for external
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assistance. However, this would largely replichtedisclosures in Appendix 1(a). It seems
to add little value to an already lengthy docum@ihterefore, staff propose that Appendix
1(b) be amended to simply clarify that the entibes not receive external assistance.

In Part 2 of the ED, amendments are proposed tceAgig 2 of the Cash Basis IPSAS to
illustrate the encouraged disclosures. Some oflise@osures of external assistance are quite
extensive. The commentary on rescheduled or caucd#bt included as Appendix 3 of ED
24 has also been added as Appendix 6 of this ElueMer, staff propose that Appendix 2
from ED 24, which deals with a project specificigninot be included in this ED. Staff are
concerned that the addition of this illustrationuleb overwhelm the illustrations of other
disclosures in the Cash basis IPSAS. (For inforomatif members, Appendix 2 of ED 24 is
included at Agenda item 11.4.)

Members are requested to review the Appendices amdirm or otherwise that the
illustrations as proposed are to be included irBbe

Issue J Basis for Conclusions

The Basis for Conclusions in this ED deals onlyhvitie proposed required and encouraged
disclosures for recipients of external assistaacel major changes to ED 24. The Cash
Basis IPSAS does not include a Basis for Conclusimether or not the Basis for
Conclusion dealing with external assistance shbalddded to the Cash Basis IPSAS (if the
Board confirms this approach) could usefully bestdered as part of the review of the Cash
Basis IPSAS.
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Project History

Cash BasisIPSAS- Disclosure by Recipients of External Assistance

Nov 2002

Dec 2003

Jan 2004

March 2004

April-June 2004

July 2004

Aug-Oct 2004

Oct 2004

Iltem 11.2 History Sheset

(Last updated April 2006)

Correspondence from the OECD-DAC (Richsli@hning) and the Multi
lateral Development Banks Financial Management ldareation Group
(Fayezul Choudhury

Project Advisory Panel (PAP) established
Key Decisions Questionnaire (KDQ) Issoeti¢ PAP

PSC Meeting. Consultant and PAP Chaitiendance. Initial Draft ED
based on KDQ with scope defined as “Accounting ERevelopment
Assistance” discussed in principle by PSC and quddegrovided by PSC.
Draft ED circulated to the PAP for comment.

Consultant liaises extensively witPAP members and other key
constituents regarding scope of ED and key dedingi
Consultant and PAP Chair meet to analyze respdraesPAP.

PSC Meeting. Consultant and PAP Chaatiendance. Second Draft ED
with scope widened and defined as “Accounting faevE&opment and
Humanitarian Assistance” discussed by PSC. PSQineidening of scope
based on comments received from PAP. PSC also natddequent
proposal from OECD —DAC to expand the scope ofEbeto “Accounting
for External Assistance”. PSC indicated prelimynagreement with
revised scope, subject to comment from PAP.

Consultant met with the PAP through the OECD Jdanture — Public
financial Management Committee Meeting (OECD-JVPFM)lade

presentation on the draft ED and discussions at B&GIC meeting. PAP
agreed on expansion of the scope from “Accountinfpevelopment and
Humanitarian Assistance” to Accounting for ExterAakistance”.

Consultant continues to liaise extaigiwith PAP members and other key
constituents regarding scope of ED, key definitioand major
requirements. Consultant redrafts ED and discussased versions with
PSC Technical director. Consultant meets with F8€hnical Director for
detailed review of revised draft prior to distrilaut to PSC for November
PSC meeting.

Third Draft ED with scope defined as “istire by Recipients of External
Assistance” submitted to PSC for their consideratio
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Oct 2004 (cont'd)

Nov 2004

Dec 04/Jan 05

Feb 2005

July 2005

Aug-Nov 2005

Nov-Dec 2005

IPSASB meeting

Feb 2006

Iltem 11.2 History Sheset
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Third Draft ED with scope defiresl“Disclosure by Recipients of External
Assistance” submitted to OECD-JVPFM for their cdesation.

Consultant and PSC Chair or nominee invited tegmeto OECD-JVPFM
to provide update on ED, and launch ED if appraved®SC.

Exposure Draft agreed for issue by IPSA8&Bmerly PSC) subject to
processing of final amendments and approval by@ubattee and chair.

Consultant and IPSASB Chair present to OECD — DAGting the
exposure draft has been approved for issue in €dp, subject to final
review, and advising that ED will be publicly awaile from IFAC website.
OECD-DAC agrees to instigate field test of ED anmgingome member
countries.

ED amended and approved for issseitigommittee. Additional question
added to respond to concern of some OECD-DAC mesrtbet disclosure
requirements too onerous.

ED issued with comment period until 15eJR005. ED loaded on IFAC
website. PAP and OECD-DAC advised with requestietd ftest. Hard
copies printed and distributed widely.

IPSASB commences consideration of resgmnAgrees that additional
field testing should occur prior to moving to adiflPSAS.

Chair and staff develop letter for nibems to use in communicating with
relevant organizations, including donors and recifs, in their jurisdiction
to seek additional input and support for field iteggt Chair writes to OECD-
DAC re their commitment to support field testing.eibers and staff
encourage additional input at seminars/presenttion

Members note additional responsear(@ field test potentials that appear
in train. Discuss ED 24 extensively with ConsultatiGroup members and
agree to provide time for current initiatives to rwdhrough. Agree to
reactivate project with review of comments and aberstion of strategy
for moving forward at next IPSASB meeting in Mag®06.

Staff attend a meeting of regional managers of teltilateral
Development Banks to provide an update on progidsgting notes that
funding support was provided for this project ahdttsupport remains for
an IPSAS on this topic (or for updating the Caski8#PSAS).

IPSASB Chair presents to OECD-DAC-JV. Bldteat OECD-DAC-JV
work program includes field testing of proposedASS
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March 2006 IPSASB meeting in Tokyo. IPSASB agreesrdstructure ED 24 into
required and mandatory sections as per the Casis BESAS, to issue a
new ED and to continue to pursue field testing lné hew ED. Staff
directed to prepare draft ED proposing amendmentiset cash basis (as an
alternative to a separate IPSAS) for consideraéibthe next meeting in
Paris in July 2006.

April Director of ESAAG advises staff that Namikb&prepared to field test ED
24 or a subsequent ED. Staff respond and providiatepon IPSASB
deliberations and plans and input on potentiatifitelst methodologies and
approaches. Namibia agrees that the revised EDxtarnal assistance
should be field tested.

Iltem 11.2 History Sheset
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Exposure Draft XX
Month 2006
Comments are requested by XXX

Proposed Amendment to International Public Sectmofinting
Standard — Financial Reporting Under the Cash Basi&accounting

Financial Reporting Under the Cash
Basis of Accounting Bisclosure
Requirements for Recipients of External
Assistance

FIRST DRAFT - FOR IPSASB
REVIEW JULY 2006

COVER TO GO HERE
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The Mission of IFAC

To serve the public interesEAC will continue to strengthen the
worldwide accountancy profession and contributdhéodevelopment
of strong international economies by establishimg) promoting
adherence to high-quality professional standartdthdring the
international convergence of such standards araksmgeout on
public interest issues where the profession’s digaels most relevant.

The International Public Sector Accounting Standd@dard
(IPSASB) is a standing board of IFAC. It developsaunting
standards for the public sector.

Copies of this Exposure Draft may be downloaded fiecharge from
the IFAC website atttp://www.ifac.org

No responsibility for loss occasioned to any pergcimg or refraining
from action as a result of any material in thislpattion can be
accepted by the authors or publisher.

International Federation of Accountants
545 Fifth Avenue, 14 Floor
New York, NY 10017 USA
http://www.ifac.org
Fax: +1 (212) 286-9570

Copyright © Month XX 2006 by the International Feal#on of
Accountants. All rights reserved. Permission istgd to make copies
of this work to achieve maximum exposure and feekiipaovided that
each copy bears the following credit line: “Copyti® Month XX
2006 by the International Federation of Accountaflkrights
reserved. Used with permission.”

For more information, contapermissions@ifac.org
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COMMENTING ON THIS EXPOSURE DRAFT

This Exposure Draft of the International FederatafnAccountants (IFAC) was
prepared by the International Public Sector AccmgnStandards Board (IPSASB).
The proposals in this Exposure Draft may be modifie the final Standard in the

light of comments received before being issuedhenform of an International Public
Sector Accounting Standard (IPSAS).

Comments should be submitted in writing so as todoeived by Month XX 2006.

E-mail responses are preferred. All comments velicbnsidered a matter of public
record. Comments should be addressed to:

The Technical Director
International Public Sector Accounting Standardaréo
545 Fifth Avenue, 14th Floor
New York, New York 10017
United States of America

Fax: +1(212) 286-9570
E-mail Address: publicsectorpubs@ifac.org
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INTRODUCTION TO THE INTERNATIONAL PUBLIC

SECTOR ACCOUNTING STANDARDS
The International Federation of Accountants’ Intgional Public Sector Accounting
Standards Board (IPSASB) develops accounting stdadar public sector entities
referred to as International Public Sector Accaum®tandards (IPSASs). The
IPSASB recognizes the significant benefits of adinig consistent and comparable
financial information across jurisdictions and @libves that the IPSASs will play a
key role in enabling these benefits to be realidéw IPSASB strongly encourages
governments and national standard-setters to engalye development of its
Standards by commenting on the proposals set dnese Exposure Drafts.

The IPSASB issues IPSASs dealing with financiabrapg under the cash basis of
accounting and the accrual basis of accounting.atleeual basis IPSASs are based
on the International Financial Reporting StandélBRSs), issued by the
International Accounting Standards Board (IASB) wehine requirements of those
Standards are applicable to the public sector. Bisydeal with public sector
specific financial reporting issues that are naldeith in IFRSs.

This Exposure Draft proposes that Part 1 of then@assis IPSAS “Financial
Reporting Under the Cash Basis of Accounting” beraed to include additional
disclosure requirements for recipients of exteasaistance. It also proposes that
Part 2 of the Cash Basis IPSAS be amended to fdedditional encouraged
disclosures for recipients of external assistance.

The adoption of IPSASs by governments will impréath the quality and
comparability of financial information reported pwyblic sector entities around the
world. The IPSASB recognizes the right of governteemd national standard-
setters to establish accounting standards and lgneddor financial reporting in

their jurisdictions. The IPSASB encourages the adopf IPSASs and the
harmonization of national requirements with IPSABBeancial statements should be
described as complying with IPSASs only if they pdyrwith all the requirements

of each applicable IPSAS.

The IPSASB encourages governments to progres®tadtrual basis of accounting
and to harmonize national requirements with theAl®Sprepared for application by
entities adopting the accrual basis of accountimgities intending to adopt the
accrual basis of accounting at some time in theréuiay find other publications of
the IPSASB helpful, particularly Study 14, “Tramsit to the Accrual Basis of
Accounting: Guidance for Governments and Governraatities 2nd Edition”.
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Due Process and Timetable

An important part of the process of developing IBSAs for the IPSASB to receive
comments on the proposals set out in IPSAS Expd3tats from governments,
public sector entities, auditors, standard-setiadsother parties with an interest in
public sector financial reporting. Accordingly, égaroposed IPSAS is first released
as an Exposure Draft, inviting interested parteprbvide their comments. Exposure
Drafts will usually have a comment period of founmths, although longer periods
may be used for certain Exposure Drafts. Upon kb&uce of the comment period,
the IPSASB will consider the comments receivedhenExposure Draft and may
modify the proposed requirements and encouragenretiie light of the comments
received before proceeding to issue a final Stahdar

Background

Providers of external assistance, particularly ters of development assistance,
require recipients to follow a variety of accougtioractices. Recipients of external
assistance usually receive external assistancedroumber of sources. Adhering to
a number of different accounting practices and mapgp requirements within a
portfolio of projects imposes significant compli@n@osts on recipients.

A comprehensive IPSAS, “Financial Reporting unther €ash Basis of Accounting”
(Cash Basis IPSAS) was issued in January 2003. Mamgients of external
assistance maintain their accounts on the cash bhaaccounting. In response to
requests from constituents for a generally acceptedunting standard for reporting
external assistance, the IPSASB has develope@xpesure Draft which proposes
that the Cash Basis IPSAS be amended, to includié@uhl disclosure requirements
and additional encouraged disclosures for recipiehexternal assistance. It reflects
the view that reporting requirements for exterrssistance should be harmonized on
the basis of accounting principles followed by teeipient.

This Exposure Draft has been developed followingsateration of responses to ED
24 “Financial Reporting Under the Cash Basis ofdAstting — Disclosure
Requirements for Recipients of External Assistansglied in February of 2005 with
comments requested by June 13, 2005.

Purpose of the Exposure Draft

This Exposure Draft proposes requirements for teeasure of information about
external assistance. It also identifies additiahstlosures that a recipient is
encouraged, but not required, to make.

Request for Comments

Comments are invited on any proposals in this ExpoBraft by Month XX,
XXXX. The IPSASB would prefer that respondents egsra clear overall opinion
on whether the Exposure Draft in general is suggband that this opinion be
supplemented by detailed comments, whether suppanticritical, on the specific
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issues in the Exposure Draft. Respondents ardralged to provide detailed
comments on any other aspect of the Exposure Dnafuding materials and
examples contained in appendices) indicating tleeifp paragraph number or
groups of paragraphs to which they relate. It wdaddhelpful to the IPSASB if these
comments clearly explained the issue and sugge#ithative wording, with
supporting reasoning, where this is appropriate.

Specific Matters for Comment
The IPSASB would particularly value comments on:

1.

Whether the designation of certain disclosusaequired and other disclosures
as encouraged is appropriate. If the proposed wlaisom is not considered
appropriate, please identify the amendments amdédassifications you
consider appropriate.

Whether the Cash Basis IPSAS “Financial Repgttinder the Cash Basis of
Accounting” should be amended to include the ao#l required and
encouraged disclosures, or whether a the requivédeéacouraged disclosures
should be issued as a separate “stand alone” IPSAS.

Whether the proposed definition of “externalstasce” in paragraph 1.9.1 is
sufficiently broad to encompass all official restes received.

Whether other sources of assistance, such asaae® provided by non-
governmental organizations (NGOs), should als;mbkided in the definition of
“external assistance”. Currently, the Exposure Dredjuires that entities
disclose all official resources received. Offigi@sources as defined in
paragraph 1.9.1 would exclude certain assistargsved from NGOs.

Whether the Exposure Draft should encourageigwosure of specific
categories of external assistance or only theaBsce of external assistance by
“major classes” without further specification. Rgnaph 2.1.60 encourages the
disclosure of external assistance by major classmsgraph 2.1.61 includes a
description of some such classes.

The proposal to require disclosure of the badasfaundrawn external assistance
loans and grants (paragraph 1.9.15), and encodisgesure of changes therein
during the period (paragraph 2.1.63).

The proposals to encourage disclosure of cedfaihe terms and conditions of
external assistance agreements (paragraph 2.h@@ny significant terms and
conditions that have not been complied with (paapgr2.1.74).

Whether it is appropriate to encourage disclsiithe value of external
assistance received in the form of non-cash gondservices (paragraph
2.1.85); and if an entity elects to make such dmale to require disclosure of
the basis on which that value was determined (papdgl.9.17).
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Whether the transitional provisions in paragseapii0.5 and 1.10.6 are
appropriate:

(a) Paragraph 1.10.5 provides for a transitionquoeaf two years for disclosure
of the balance of undrawn external assistancefigismt; and

(b) Paragraph 1.10.6 provides an exemption fromrélggiirement to disclose
comparative figures during the first year of apgiicn of the requirements
relating to external assistance.

The IPSASB would welcome comments on whether otbguirements of this
Standard should also be subiject to transitionalipians.

Whether there are additional disclosures thaémot been dealt with and
should be required or should be encouraged.
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INTERNATIONAL PUBLIC SECTOR ACCOUNTING

STANDARDS

Financial Reporting Under the Cash Basis of Accouirg

Structure of the Standard

This Standard comprises two parts:

Part 1 is mandatory. It sets out the requirememiigtware applicable to all
entities preparing general purpose financial statémunder the cash basis
of accounting. It defines the cash basis of acadogntestablishes
requirements for the disclosure of information ke financial statements
and supporting notes, and deals with a number efiSp reporting issues.
The requirements in this part of the Standard nmestomplied with by
entities which claim to be reporting in accordamgéh the International
Public Sector Accounting Standard, “Financial RépgrUnder the Cash
Basis of Accounting” (the Cash Basis IPSAS).

Part 2 is not mandatory. It identifies additionat@unting disclosures that
an entity is encouraged to adopt to enhance igéial accountability and
the transparency of its financial statements.
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Introduction to the Proposed Amendments

IN1

IN 3

IN4

INS

This Exposure Draft proposes amendments tdCtmh Basis IPSAS
“Financial Reporting Under the Cash Basis of Acc¢mgi (the Cash
Basis). Therefore, it should be read in conjunctiath the Cash
Basis IPSAS. It requires certain disclosures abatdrnal assistance
and encourages other disclosures. The required emcduraged
disclosures are additional to those specified énGash Basis IPSAS.

The proposed requirements in this exposuré dpply to all entities

that are recipients of external assistance ancapeegnd present their
general purpose financial statements under the dazsdis of

accounting as defined in the Cash Basis IPSAS. Tasgh Basis

IPSAS applies to all public sector entities othesnt Government
Business Enterprises (GBES).

The Preface to International Financial ReportBtandards issued by
the International Accounting Standards Board (IA®Rplains that
International Financial Reporting Standards (IFR&s) designed to
apply to the general purpose financial statemertsallo profit-
oriented entities. GBEs are defined in paragrajhdf.the Cash
Basis IPSAS as follows:

Government Business Enterprise means an entity haatall the
following characteristics:

(@) Is an entity with the power to contract inasn name;

(b) has been assigned the financial and operati@ughority to
carry on a business;

(c) sells goods and services, in the normal couofeits
business, to other entities at a profit or full toescovery;

(d) IS not reliant on continuing government funditay be a
going concern (other than purchases of outputs rat’'s
length); and

(e) is controlled by a public sector entity.

Accordingly, GBEs are profit-oriented entities aak required to
comply with IFRSs.

The Cash Basis IPSAS requires that when anyegitects to include
in its financial statements any disclosures engraaby Part 2 of
the Cash Basis IPSAS, those disclosures are &f\stie qualitative
characteristics of financial reporting as specifiedAppendix 4 of
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the Cash Basis IPSAS. The Cash Basis IPSAS alsaresqgthat
notes to the financial statements of an entity klescthe specific
accounting policies adopted for significant tratises and events
and which are necessary for a proper understarafitige financial
statements. Therefore, where an entity elects thude in its
financial statements any disclosures encouragedhisy proposed
amendment to the Cash Basis IPSAS, those discksare to
comply with the accounting policy and explanatorytes
requirements of the Cash Basis IPSAS.
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INTERNATIONAL PUBLIC SECTOR ACCOUNTING
STANDARD

Financial Reporting Under The Cash Basis of
Accounting — Disclosure Requirements for Recipientsf
External Assistance

PART 1: REQUIREMENTS

Part 1 of this Exposure Draft sets out the proposeglirements for disclosure of
information about external assistance by recipidghtd report under the cash basis
of accounting.

The standards, which have been set in bold itgjpet should be read in the context
of the commentary paragraphs in this Exposure Dnaftich are in plain type, and
in the context of the “Preface to International RalSector Accounting Standards”.
International Public Sector Accounting Standards arot intended to apply to
immaterial items.

Part 1 of the Cash Basis IPSAS will be amendedntude the additional

requirements as presented in paragraphs 1.9.1 9l&.and paragraphs 1.10.1 to
1.10.10 attached. Appendix 1 which accompanies Pasill also be amended as
outlined.

Paragraphs 1.9.1 to 1.9.18 are proposed additianBart 1 of the Cash Basis IPSAS
and are presented without mark up. Paragraphs 1.1t 1.10.10 propose
amendments to section 1.8 (paragraphs 1.8.1 t@)Ld&. Part 1 of the Cash Basis
IPSAS currently on issue. Amendments to sectioa Brasented as mark-ups.

Part 2 of this Exposure Draft sets out disclosutbat recipients of external
assistance are encouraged (but not required) toanddart 2 of the Cash Basis
IPSAS will be amended to include the additionaloengagements presented in
paragraphs 2.1.60 to 2.1.87. Appendix 2 which agumes Part 2 will be amended
as outlined. Appendix 6 Rescheduled or Cancelldat d@l be added.

Proposed amendments to Part 2 are presented withauk-up.
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Disclosure Requirements for Recipients of
External Assistance

Objective

This Exposure Draft proposes amendments to the Basis IPSAS “Financial
Reporting Under The Cash Basis of Accounting” muiee certain disclosures about
external assistance and to encourage other diselslhe term this Standard is used
in this Exposure Draft to mean amendments to thleh@asis IPSAS. It is not
proposed to issue a separate Cash Basis IPSASdoglire requirements for
recipients of external assistance.

Scope

These amendments to the Cash Basis IPSAS apply tdl antities that are
recipients of external assistance and prepare andrg@sent their general purpose
financial statements in accordance with the Cash B#&s IPSAS, “Financial
Reporting Under The Cash Basis of Accounting”.

Amendments to the Cash Basis IPSAS
The Cash Basis IPSAS “Financial Reporting UnderGash Basis of Accounting” is

amended by:

(@) Insertion in Part 1 of the IPSAS of a new setii.9 Recipients of External
Assistance and corresponding amendments to tistrdbions as illustrated
in Appendix 1;

(b) Amendments of Paragraph 1.8.1 of Part 1 of R8AS as identified in this
Exposure Draft; and

(© Inclusion of a new section Recipients of Exé&yssistance — in Part 2 of
the IPSAS and corresponding amendments and adslitiote illustrations
as identified in this Exposure Dratft.
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Recipients of External Assistance

Definitions

19.1

1.9.2

The following terms are used in this Standardwith the meaning
specified:

Assigned External Assistanceneans any external assistance, including
external assistance grants, technical assistanceyagantees or other
assistance, received by an entity that is assigndxy the recipient to
another entity.

Bilateral External Assistance Agenciesare agencies established under
national law, regulation or other authority of a nation for the purpose
of, or including the purpose of, providing some orall of that nation’s
external assistance.

External Assistancemeans all official resources which the recipientan
use or otherwise benefit from in pursuit of its obgctives.

Multilateral External Assistance Agenciesare all agencies established
under international agreement or treaty for the purpose of, or
including the purpose of, providing external assistnce.

Non-Government Organizations (NGOs) are all foreign or national

agencies established independent of control by ampvernment for the

purpose of providing assistance to government(s)pgernment agencies
or to individuals.

Official Resources means all loans, grants, technical assistance,
guarantees or other assistance provided or committieunder a binding
agreement by multilateral external assistance ages or by
governments or government agencies, including bilatal external
assistance agencies, at their own risk and respohaity.

Re-Lent External Assistance Loansmeans external assistance loans
received by an entity that are lent by the recipiento another entity or
to a government business enterprise.

Different organizations may use different mieology for external

assistance or classes of assistance. For exangoes erganizations may
use the term external aid, or aid rather than pateassistance. In these
cases, the different terminology is unlikely to awconfusion. However in
other cases, the terminology may be substantiaffgrdnt. In these cases,
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preparers, auditors and users of general purposadial statements will
need to consider the substance of the definiticateer than just the
terminology in determining whether the requirementsthis Standard

apply.

External Assistance Agreements

193

194

195

Governments seeking particular forms of exdleassistance may participate
in formal meetings or rounds of meetings with dooeoganizations. For
example, governments seeking development assistinane multilateral
and bilateral external assistance agencies uspaligcipate in an annual
meeting to discuss the government’s macroeconomansp and its
development assistance needs. Similarly, separeétimys may be held to
discuss emergency assistance needs. Some emergéoejions are
prolonged in nature, such as the effects of drouggdociated with
desertification, and the need for emergency assistanay continue for a
number of years. In such cases, the annual develapassistance meeting
may be expanded to include the country’'s emergassistance needs.
Such meetings usually conclude with an announcenwénthe total
assistance pledged by the agencies, together witneakdown of the
amount of assistance pledged by each agency. Satenof intent or
pledges made at these meetings are not bindingftuer ¢he government or
the external assistance agencies. Separate mebétwsen the government
and individual external assistance agencies mayltras specific written
agreements covering development or emergency assesioans or grants
that will be available - provided any restrictioms access to the funds are
met, and agreed conditions or covenants are adhetadthe entity.

External assistance may also include traden@ie, military assistance,
balance of payments and other forms of assistafcade finance and
military assistance normally result from directaldral discussions and
balance of payments assistance from a countryimgvexternal assistance
agencies to participate in a program to addresscthmtry’s balance of
payment concerns. Initial discussions may alsoltr@sstatements of intent
or pledges which are not binding on the governmantthe external
assistance agency. Subsequent written agreementsesat in assistance
loans or grants that will be available providednesons on access to the
funds, if any, are met and agreed conditions oenants are adhered to by
the entity.

External assistance agreements usually prdordthe entity to either:

(@) Draw down in cash the full proceeds of the loamgrant or a tranche
of the loan or grant;
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(b) Seek reimbursement(s) for qualifying paymengienby the entity to
a third party settling in cash an obligation(s)tlud entity, as defined
by the loan or grant agreement; or

(c) Request the external assistance agency to pakaents directly to a
third party settling in cash an obligation(s) oé ttecipient entity, as
defined by the loan or grant agreement. Paymenta pyovider of
external assistance to a third party may includemgents to an NGO
settling in cash an obligation of the recipientitgnfor goods or
services provided or to be provided by the NGO.

External assistance agreements may also includeisppo of goods or
services in-kind to the recipient.

External Assistance Received

1.9.6 The entity shall disclose separately, eith@n the face of the Statement
of Cash Receipts and Payments or in the notes to ehfinancial
statements, total external assistance received iash during the period.

1.9.7 The entity shall disclose separately, eith@n the face of the Statement
of Cash Receipts and Payments or in the notes to ehfinancial
statements, total external assistance paid by thirgbarties during the
period to directly settle obligations of the entityshowing in separate
columns:

(a) Total payments made by third parties which arepart of the
economic entity to which the reporting entity belogs; and

(b) Total payments made by third parties which arenot part of the
economic entity to which the reporting entity belogs.

1.9.8 Where external assistance is received from meothan one provider, the
major classes of providers of assistance shall besdlosed separately,
either on the face of the Statement of Cash Recegpand Payments or in
the notes to the financial statements.

1.9.9 Where external assistance is received in tlierm of loans and grants
the total amount received during the period as loam and the total
amount received as grants shall be shown separatekither on the face
of the Statement of Cash Receipts and Payments or the notes to the
financial statements.

1.9.10 Disclosure of the amount of external assegaeceived in the form of cash
and in the form of third party payments made onalfetf the entity will
indicate the extent to which the operations of ¢iméity are funded from
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internal sources or are dependent upon externiatasse. Disclosure of the
major classes of external assistance is also eagedrbut not required (see
paragraphs 2.x.x).

Disclosure of the major classes of providefsassistance, such as
multilateral donors, bilateral donors, internatibaasistance organizations
or national assistance organizations will identhg extent of the entity’s
dependence on particular classes of providers aldevrelevant to any
assessment of the sustainability of the assistafuis. Standard does not
require the disclosure of the identity of each jmev of assistance or the
amount of assistance provided. However, such disodis not prohibited.

External assistance is often denominatea iourrency other than the
reporting currency of the entity. Cash receiptspayments made by third
parties on behalf of the entity arising from trasigms in a foreign
currency, will be recorded or reported in the giditeporting currency by
applying to the foreign currency amount the excleargte between the
reporting currency and the foreign currency at dlage of the receipts or
payments, in accordance with paragraph 1.7.2 ofGash Basis IPSAS
(Drafter’s note — “Cash Basis IPSAS” will be repkxt by “this Standard”
when/if this paragraph is added to the Cash Ba3BAS).

National governments usually retain the wsigk right to enter into
external assistance agreements with multilateral bivateral external
assistance agencies. In many of these cases, tjectpior activity is
implemented by another entity. The national govemnimay re-lend or
assign the funds received to the other entity. fBmms and conditions of
the re-lent or assigned funds may be the samecas/eel from the external
assistance agency or may be harder or softer thizedly received. In some
cases, a small fee or interest spread is chargedover the national
government’s administrative costs. An entity wheafiters into an external
assistance agreement and passes the benefits hasvidle terms and
conditions of the agreement through to anothertyerity way of a
subsidiary agreement will recognize or report thiemmal assistance as it is
received and record payments to the second emtigccordance with its
normal classification of payments adopted in tharicial statements.

Where the initial recipient of a loan orrgrpasses the proceeds and the
terms and conditions of the loan or grant throughamother entity, the
initial entity may simply be administering the loangrant on behalf of the
end user. Netting of transactions where the termd eonditions are
substantially the same may be appropriate in tnential statements of the
administrator, in accordance with the provisiongpafagraph 1.3.13 of the
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Cash Basis IPSARDrafter’s note — “Cash Basis IPSAS” to be repladad
“this Standard” whenl/if this paragraph is addedttee Cash Basis IPSAS.)

Undrawn External Assistance

1.9.15

1.9.16

The entity shall disclose separately in the notesotthe financial
statements the balance of undrawn external assistaa loans and grants
available to fund future operations showing separaly:

(a) Total external assistance loans; and
(b) Total external assistance grants

The amount of external assistance curresdglymitted under a written
agreement(s) but not yet drawn may be signific&isclosure of the
amount of the undrawn balances will indicate thieemixto which the entity
may avail itself of external assistance to susitaimperations in the future.
This may represent a source of confidence for dzslers of the entity’s
financial statements that funds will be availabte dupport its future
operations. Where such undrawn balances are deatedinn a foreign
currency, opening and closing balances will be rdaéiteed by applying to
the foreign currency amount the exchange rate enréspective dates in
accordance with the provisions of paragraph 1.7tBeCash Basis IPSAS.
(Drafter's note — “Cash Basis IPSAS” to be repladey “this Standard”
when/if this paragraph is added to the Cash BaREBAS.)

Receipt of Goods or Services In-kind

1.9.17

1.9.18

Where an entity elects to disclose the value of exhal assistance
received in the form of goods or services, it shadilalso disclose the
basis on which that value is determined.

Paragraph 2.1.85 of this Standard encouragesentity to disclose
separately in the notes to the financial statemémesvalue of external
assistance received in the form of goods or sesvidéhere an entity elects
to make such disclosures, it is required to diglb® basis on which that
value is determined. Such disclosure will enabkrsito assess whether, for
example, the value is determined by reference twdwealuation, fair value
determined by reference to prices in the world omestic markets, by
management assessment or on another basis.
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1810  Effective Date of Part 1 and |
Transitional Provisions

Effective Date

18101 Part 1 of this International Public Sector Accomting Standard |
becomes effective for annual financial statementsogering periods
beginning on or after 1 January 2004except where specified otherwise
in_paragraph 1.10.2 below and subject to transitioal provisions
specified in_paragraphs 1.10.3 t01.10.7. Earlier application is
encouraged

1.10.2 Paragraphs 1.9.1 to 1.9.18 of this Internatal Public Sector
Accounting Standard become effective for annual fiancial statements
covering periods beqginning on or after 1 January 20X.

Transitional Provisions - Consolidated Financial
Statements

1.810.32Entities are not required to comply with the requirement in |
paragraph 1.6.16(a) concerning the elimination of ash balances and
transactions between entities within the economicnéty for reporting
periods beginning on a date within three years faliwing the date of
first adoption of this Standard.

1.810.43Where entities apply the transitional provision inparagraph 1.810.32, |
they should disclose the fact that not all balanceand transactions
between entities within the economic entity have lea eliminated.

Transitional Provisions — Recipients of External
Assistance

1.10.5. Entities are not required to disclose sepately in the notes to the
financial statements the balance of undrawn exterdaassistance for a
period of two years from the date of first adoptionof this Standard.

1.10.6. Entities are not required to disclose compative figures for amounts
disclosed in accordance with paragraphs 1.9.to 1.9.18in the first year
of application of paragraphs 1.9.1 to 1.9.18 ahis Standard.
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When an entity applies the transitional preisions in paragraph 1.10.6,

1.10.8.

it shall disclose that it has done so.

In the first year of adoption of the requirememighis Standard relating tq

1.10.9.

1.10.10.To ensure users are informed of the extent to wtiehrequirements of thig

the disclosures about external assistance an emity not have readily
available, or reasonable access to, the informatemessary to enable it t
satisfy the requirement to disclose comparativermation. It may also not
have the information necessary to enable it tolasscthe closing balance
of undrawn external assistance as required by papagl.9.15. Paragraplh
1.10.5 provides relief from the requirements ofagaaph 1.9.15 for al
period of two years from initial application of shstandard.

=

Paragraph 1.4.16 of the Cash Basis IPSAS providédief rfrom the
requirement to disclose comparative informationtfar previous period on
initial application of the Standard. Some entitigssy have adopted the Cagh
Basis IPSAS prior to its amendment to include thesgiirements relating
to disclosure of information by recipients of ext@rassistance as specified
in_paragraphs 1.9.1 to 1.9.1Baragraph 1.10.6 provides relief from the
requirement to disclose comparative informationutbexternal assistance
as specified in 1.9.1 to 1.9.18 in this Standarthefirst year of application
of those.

Standard have been complied with, paragraph 1.1Hydires that entities
that make use of these transitional provisionslagscthat they have dong
SO.

\1”4
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Appendix 1: lllustration of the Disclosure of
External Assistance by a Government

The following amendments are proposed to “Appendix Illlustration of the
requirements of Part 1 of the Standard” (proposedraiments are marked-up).

This appendix is illustrative only and does notnfopart of the Standard. It

illustrates an extract of a Statement of Receiptd Bayments and relevant note
disclosures for a government that has receivedreateassistance loans and grants
during the current and preceding years. Its purp@sdo assist in clarifying the

meaning of the standards by illustrating their apgtion in the preparation and

presentation of general purpose financial statemeanhder the cash basis of
accounting:

(@) a Governmenthich is a recipient of external assistanaad

(b) a Government Entity which controls its own backountand is not a
recipient of external assistancand

(© a Governmental Department which operates urd&ingle account”
system such that a central entity administers cashipts and payment
on behalf of the Departmengnd is not a recipient of externa
assistance

The following amendments are proposed to the Apisesdllustrated in of the Cash
Basis IPSAS.

Appendix 1a — A Government will be amended to:
* Remove the following in the Statement Of Cash Risc&nd Paymerntts
e
onal oS
—aoerepe sl A
Borrowings

* Insert the following in the Statement Of Cash Re#sehnd Payments in their
place

External Assistance
Total External Assistance

Other Grants and Aid
Other Borrowings
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Please note: these are not identified by mark-upshe attached illustration.
* Amend the notes to the Financial Statements to
* insert a new note 3 External Assistance;
e amend the numbering of the other notes accordizmggy
« amend the note headed “borrowings” to “otherrowings”.

These amendments are illustrated in the attached.
Additional Appendix 6

Include an additional appendix: Appendix 6: Rescihed or Cancelled Debt

STAFF NOTE:

It is not proposed that amendments will be madé&ppendix 1b — Government
Entity AB” or “Appendix 1¢c — Government DepartmeXt”.

“Appendix 1b — Government Entity AB” illustratesetlapplication of the
requirements for a Governmental Entity which caistits own bank account. Whilg
changes to Appendix 1b of Part | are not extensovelso illustrate the disclosures
for Government Entity AB would be repetitive of tisclosures illustrated for
Appendix la. Appendix 1b will therefore illustrdtes financial statement of an
entity which does not receive external assistasageéined.

“Appendix 1c — Government Department AC” illustiatbe application of the
standards in the preparation and presentationrergépurpose financial statements
for a Governmental Department which operates uadsingle account” system. In
this case, the Department does not control its leank account - rather a central
entity administers cash receipts and payment oalbehthe Department. In these
circumstances, it is questionable whether the Depart would directly gain contro
of external assistance loans and grants (thoughltireceive external assistance in
the form of payments made on its behalf by thirdips), and whether inclusion of
the illustrations are justified.
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External Assistance Received by a Government

(Paragraphs 1.9.6 and 1.9.7)
CONSOLIDATED FINANCIAL STATEMENTS FOR GOVERNMENT A

CONSOLIDATED STATEMENT OF CASH RECEIPTS AND PAYMENT S FOR YEAR ENDED
31 DECEMBER 200X

(RECEIPTS ONLY)

Note 200X 200X-1
Payments Payment:
(in thousands of currency Cash by third Cash by third
units) Receipts parties Receipts  parties
RECEIPTS
Taxation
Income tax X - X -
Value-added tax X - X -
Property tax X - X -
Other taxes X - X -
X - X -
External Assistance X X X X
Other Grants and Aid X X X X
Other Borrowings X X

Capital Receipts

Proceeds from disposal
of plant and
equipment X - X -

Trading Activities
Receipts from trading

activities X - X R
Other receipts X - X -
Total receipts X X X X

Note: No amendments are proposed to the illustratmf “Payments” in the
Statement of Cash Receipts and Payments in Appedd®
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Note 3 External Assistance
(Paragraphs 1.9.8 and 1.9.9)

External assistance was received in the form ofd@nd grants from Multilateral
and Bilateral External Assistance Agencies undezergents specifying the
purposes for which the assistance will be utilized.

200X 200X-1

Total Total

Borrowed Funds

Multilateral Agencies X X

Bilateral Agencies X X

Total X X
Grant Funds

Multilateral Agencies X X

Bilateral Agencies X X

Total X X
Total External Assistance X X

Iltem 11.3 Draft ED
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Note 3a Undrawn External Assistance
(Paragraphs 1.9.15)
Undrawn external assistance — Loans and Grants

Undrawn external assistance loans and grants ¢aridglse amount of external
assistance loans and grants agreed with extersiatarsce agencies that have not
been utilized at the close of the fiscal year.

Loans Grants Loans Grants
200X 200X 200X-1 200X-1

Closing balance X X X X
Closing balance available by
currency
X X
US Dollar X X X
Euro X X X X
Yen X X X X
Other X X X X
Total X X X X

Note 3 External Assistance received in the form @foods and services
(Paragraphs 1.9.17)

During the period a major earthquake occurred goreB and external assistance
was received in the form of food and medical swggplo the value of XX currency
units and specialist medical and engineering sesvic the value of YY currency
units. This amount was the cost of the goods andces as advised by the external
assistance agencies that provided assistance.

Iltem 11.3 Draft ED
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PART 2: ENCOURAGED ADDITIONAL
DISCLOSURES

This part of the Exposure Draft proposes amendmenfart 2 of the
Cash Basis IPSAS. It sets out encouraged additioimstlosures for
recipients of external assistance. The disclospreposed in this section
are not mandatory.

Part 2 should be read together with Part 1 of tBigposure Draft, which
sets out the proposed requirements for reportindeurihe cash basis of
accounting. The encouraged disclosures, which leen set in italics,
should be read in the context of the commentaragraphs in this part
of the Exposure Draft, which are in plain type.

Financial Reporting Under The Cash Basis of Accmgnt
Part 2: Encouraged Additional Disclosures
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Financial Reporting under the Cash Basis of
Accounting Part 2: Encouraged Additional
Disclosures

2.1

Recipients of External Assistance

2.1.60 An entity is encouraged to disclose by major ciasaotes to

2.1.61

2.1.62

2.1.63

the financial statements, the purposes for whichereal
assistance was received during the reporting persitbwing
separately amounts provided by way of loans andtgra

An entity may receive external assistangeniany purposes

including assistance to support its:

(a) Economic development or welfare objectivesgrofiermed
development assistance.

(b) Emergency relief objectives, often termed eraroy
assistance

(c) Balance of payments position or to defend isrency
exchange rate, often termed balance of paymenttasse.

(d) Military and/or defense objectives, often tedmmilitary
assistance

(e) Trading activities, including export creditsloans offered
by export/import banks or other government agenaciften
termed trade finance.

Part 1 of this Standard requires disclosafdabe total amount
of external assistance received during the reppriperiod.

Disclosure of the major classes of external aswmstaeceived
by way of loan or grant will enable users to deteamthe

purposes for which assistance was provided duhegperiod,

the amounts thereof and whether the entity hasbéigation to

repay the assistance provided at some time inutioee.

An entity is encouraged to disclose by mel@ss in notes to
the financial statements:

Financial Reporting Under The Cash Basis of Accmgnt
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(a) providers of the loan assistance and grantsiasice that is
undrawn at reporting date;

(b) the purposes for which the undrawn loan assstaand
undrawn grant assistance may be used; and

(c) changes in the amount of undrawn loan assigaand
undrawn grant assistance during the period.

2.1.64 Undrawn external assistance balances areairedqto be
disclosed by Part 1 of this Standard. The disclEsencouraged
by paragraph 2.1.63 will enable readers of the nitna
statements to determine the extent to which assistas
currently available for particular purposes or \dtti in the
future, the providers of that assistance and whedlvailable
loan and grant assistance was declined or incredsedg the
period.

2.1.65 As is appropriate for the reporting entihge disclosures could
usefully identify such matters as the opening badarof
undrawn loans and grant, the amount of new loarbs reew
grants approved or otherwise made available duhegperiod,
the total amount of loans and grants drawn orzetiliduring the
period, the total amounts of loans and grants deaceuring
the period, and the closing balance of undrawn do&uch
disclosures will assist users in identifying notyothe amount
of the change in undrawn balances, but also thepoaents of
that change. This will enable users to determinetidr, for
example, assistance is being drawn and replaced tlad
composition of the change.

2.1.66 Where such disclosures are made, externaistasce
denominated in a foreign currency will be reportedthe
entity’s reporting currency by applying to the figre currency
amount the exchange rate on the date of each apfaic
transaction, consistent with the requirements at Raof this
Standard.

2.1.67 An entity is encouraged to disclose in ndteshe financial
statementsthe terms and conditions of external assistance
agreements that determine or effect access tapir the use of
external assistance.

Financial Reporting Under The Cash Basis of Accmgnt
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Some external assistance agreements lirspaxifically define
the use or purpose for which the external assistanay be
used, or limit the sources from which goods or ises/funded
under the external assistance may be purchased.tyije of
external assistance condition may specify that fthreds are
available only to purchase specific inputs for ¢bastruction of
specified facilities at a specified location or ttitlae goods or
services purchased under the external assistaneeragnt must
originate from a specified country or countries.

Some external assistance may be releassgemific dates, or
may be released upon the entity:

(a) undertaking actions specified in an externaistance
agreement, such as implementing specific policyngha
prior to the release of the external assistance; or

(b) achieving ongoing performance targets, suchbadget
deficit targets or other broad economic objectives,
establishing a financial sector asset recovery
management agency.

Disclosure of terms and conditions that mieitee or affect
access to external assistance will indicate thergxio which
external assistance is time bound and/or is depgng®n the
entity taking certain actions and achieving cerfa@nformance
objectives, and what those actions and performabgectives
are.

Anentity is encouraged to disclose in notes to the findnci
statement:

(a) the outstanding balance of any external aseistdoans for
which performance has been guaranteed by thirdigsrt
any terms and conditions related to those loang any
additional terms and conditions arising from theagantee;
and

(b) the amount and terms and conditions of grahtt have

or

a

been guaranteed by a third party or parties, andy an
additionalterms and conditions arising from the guarantee.

External assistance may consist of, or de&la guarantee of the
balance of a loan borrowed by an entity, in totalup to a
specified amount. It may also include a guarantde
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performance of some action under the loan, sughagment of
interest or setting tariffs according to an agreedula. Grants
may also be subject to terms and conditions whick a
guaranteed by third parties.

2.1.73 Disclosure of the amounts of loans and grguotranteed by
third parties will indicate the extent of suppororii another
entity to obtain the benefits of the external dasise agreement.
This will provide readers of the financial statertsanith a more
comprehensive overview of the extent to which théte is
dependent on external assistance to access fihanas@urces.
Disclosure of the terms and conditions of loans grahts that
have been guaranteed as encouraged by paragragh 2l
also indicate the additional performance requiresear
conditions that arise as a consequence of the gieaa

2.1.74 An entity is encouraged to disclose in ndteshe financial
statements significant terms and conditions assediavith
external assistance loans, grants or guarantees that hase n
been complied with together with the consequencehef
noncompliance.

2.1.75 External assistance agreements will usuatjde terms and
conditions that must be complied with for ongoingeess to
assistance funds as well as some procedural temus a
conditions. Consequences of non-compliance statedhe
agreement may include cessation of rights to diavd$ under
the affected agreement until the default is coegctepayment
of a portion of the funds already drawn down oraggpent of
the entire balance of the funds drawn down. Defanaly occur
during the draw down period for the loan or grantdoring the
life of the agreement. Guarantee agreements uscalty cross
default clauses which trigger a default under thargnteed loan
if the guarantee agreement is violated.

2.1.76 Identifying significant terms and conditioméich have not
been complied with is likely to require professibpaigment.
That judgment will be exercised in the context loé entity’s
particular circumstances and by reference to thalitgtive
characteristics of financial statements. Signiftcégrms and
conditions are likely to be those where non-commgleahas an
immediate impact on the entity’s access to assistatherwise
approved, require the entity to repay material am®uof
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assistance already drawn down or limit the abiitythe entity
to access external assistance in the future.

Disclosure of significant terms and condsioof external
assistance that have not been complied with, angl th
consequences thereof, will assist the readers effittancial
statements to determine such matters as whether non
compliance has adversely affected the funds thdt be
available to support the entity’s future operatioasd what
actions need to be taken to re-establish compliante the
agreement.

An entity is encouraged to disclose in tbes to the financial
statementsa summary of the repayment terms and conditions of
outstandingexternal assistance debt.

External assistance debt agreements wiludec terms and
conditions relating to such matters as the gracmqbeinterest
rate; current debt service payments; future debtvice
payments; remaining term of the loan; currency elftdservice
payments; principal repayment requirements (whepayment
of the principal is deferred until the end of tlean term, or
some other future date) and any other significampayment
terms.

Debt service payments may be a significash utlay for the
entity and will impact on cash available to fundreat and
additional operations. Disclosure of repayment terand
conditions of outstanding external assistance délbtenable
readers of the financial to determine when debtviser
payments (principal and interest or service chargesl
commence, and the amount of principal and inteseservice
charge, if any, payable.

Future debt service payments for outstanetgrnal assistance
debt may be denominated in a foreign currency. Pait this
Standard includes requirements for the treatmenfoodign
currency cash receipts, payments and balancesgdamith as the
end of the reporting period. It also includes d&bns of
foreign currency and closing rate. Where discloswkfuture
debt service payments are made, the entity is eaged to
report them in the entity’s reporting currency Ipplying to the
foreign currency amount of those payments the mtpsate.
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This will indicate the nature of the foreign excharisk, if any,
associated with the future repayment of externsistnce.

Disclosure of information about repaymennteand conditions
may require the estimation of, for example, thenest rate to
be applied to variable rate debt. The estimatestast rate will
usually be determined by reference to applicalilerést rates at
the closing date. In accordance with the requirésment
paragraph 1.3.30 to 1.3.37 of Part 1 of the CasfiBIPSAS,
when an entity elects to make disclosures whicholires
estimates, accounting policies selected and applied
developing such estimates will be disclosed wheessary for
a proper understanding of the financial statemefidsafter’s
note — “Cash Basis IPSAS” will be replaced by “tl8sandard”
when/if this paragraph is added to the Cash BaREBAS).

An entity is encouraged to disclose in the notes to thenfirad
statements the amount of external assistance dscheduled
or cancelledtogether with any related terms and conditions.

An entity experiencing difficulty in servng its external
assistance debt may seek renegotiation of the teant
conditions of the debt. Disclosure of external stasice debt
rescheduled or cancelled, together with any rel&eohs and
conditions will alert users of the financial statts that such
renegotiation has occurred. This will provide usefiput to
assessments of financial condition of the entitgd @hanges
therein

An entity is encouraged to disclose sepbratethe notes to the
financial statementshe value of external assistance received in
the formof goods or services.

Significant resources may be received uegtarnal assistance
agreements in the form of goods or services in-Kiftds will
occur when new or used goods such as vehicles, uenspor
other equipment is transferred to the entity unaierexternal
assistance agreement. It will also occur when fead is
provided to a government for distribution to itszgns under an
external assistance agreement.

Disclosure of the value of external assttamceived as goods
and services in kind will assist readers of theatrificial
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statements to better understand the full extentextiernal
assistance received during the reporting period.

2.1.88 This Standard does not specify the basmwluoh the value of
the goods or services is to be determined. Thexetbeir value
may be determined as the depreciated historicdlatabe time
the assets are transferred to the recipient gptilce paid for the
food by the external assistance agency. It may diso
determined on the basis of an assessment of thee Jay
management of the transferor, or the recipientbyra third
party. Where the value of external assistance e fdrm of
goods or services is disclosed, Part 1 of thisdsteth requires
the disclosure of the basis on which that valudagrmined.
Where such is described as fair value it will confavith the
definition of fair value, being the amount for whian asset
could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s lengtmnisaction.
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APPENDIX 2 — lllustration of Certain
Disclosures Encouraged in Part 2 of the
Standard

This appendix is illustrative only. The purposetlod appendix is to
illustrate the application of the encouragementsd ato assist in
clarifying their meaning

The following illustrative disclosures are additanto those already
included in Appendix 2 of the Cash Basis IPSASy Wik be added to
Appendix 2 and terminology in Appendix 2 which ently refers to aid
agreements will be amended to refer to Externaiséeasce Agreements.

Appendix 6 will also be added to the Cash BasiAR.S
Appendix 3, 4 and 5 of the Cash Basis IPSAS reomraihanged.

THIS DRAFT ILLUSTRATION IS TO BE UPDATED FOLLOWING
IPSASB REVIEW AND CONFIRMATION OR OTHERWISE OF
THE ENCOURAGED DISCLOSURES.
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Extract From Notes to the Financial Statements

Classes of External Assistanc@aragraph 2.1.60)

External assistance was received from Multilateral Bilateral External Assistance Agencies under
agreements specifying that the assistance wouldilzeed for the following purposes.

Development Emergency Trade Finance Other
Assistance Assistance
200X  200X-1 200X  200X-1 200X  200X-1 200X 200X-1
Borrowed Funds X X - - X X
Grant Funds X - X X - X
Total X X X X X X
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Undrawn external assistance loans and grant casfssshounts agreed with external assistance agetita
have not been utilized at the close of the fiseary External assistance cancelled resulted frognegtimation
of the cost of development projects and, in the cddrade assistance/finance, from expired deasllin

Opening balance
Loans

Grants

Approved in period
Loans

Grants

Total available
Loans drawn down
Grants drawn down
Loans cancelled
Grants Cancelled
Exchange difference

Development Emergency Trade Assistance Other
Assistance Assistance
200X 200X-1 200X 200X-1 200X 200X-1 200X  200X-1

X X - X X

X X X X . - X

X X - X X -

X X X X - - X

X X X X X X -
X X - X X

X X X X . - X

(X) (X) (X) (X)

X X X X X
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Developmnt AssistanceEmergncy Assistance Trade Assistnce Other
200X 200X-1 200X 200X-1 200X  200X-1

Closing balance X X X X X
Closing balance by
currency

US Dollar X X X X - X

Euro X X X X - X

Yen X X X X . X

Other X X . - . X
Total X X X X . X
By providers
Loans
Multilateral agencies X X X X X X X X
Bilateral agencies X X X X X X X X
Grants
Multilateral agencies X X X X X X X X
Bilateral agencies X X X X X X X X

Financial Reporting Under The Cash Basis of Accmgnt

Appendix 2

Item 11.3 Draft ED amending Part 2

IPSASB Paris, July 2006

page 11.49



page 11.50

First draft of ED --For IPSASB review July 2006
Significant terms and conditions(Paragraphs 2.1.67)
General Restrictions
The balance of commitments for, or undrawn balawntesxternal
assistance is subject to, or restricted by, prasfggmance of specific
agreed actions or the maintenance of agreed ecormrfinancial
performance levels by the Government or the relepenject
implementation agency.

The Government has prepared an economic develogstanior receipt
of balance of payments assistance. The plan inslageverty reduction
strategy which is supported by the donor commufiihe Government
and the donors have agreed targets for reducinfysited deficit to
sustainable levels within five years through a paogof tax reforms,
sale of certain state owned enterprises and bysfoglexpenditures
within the poverty reduction strategy. Fiscal exghures will be
increased for the agricultural, health, educatiat @ade support sectors.
The Government and the donor community have agreedethods to
monitor progress to achieve agreed targets anddgreed to meet
annually to review progress and to ensure contilogubr financial
support for the Government’s economic developmént.p

Loans and grants to support specific projects okelinancial
performance targets for all electricity and wattities to ensure
adequate revenue to cover the cost of providingees, to properly
maintain existing utility assets and to contribigtex program of asset
replacement and renewal.

Procurement Restrictions

Certain development assistance received is sutgeestrictions in
regards to the nature of goods or services thatbegyrchased or the
country in which the goods or services may be pased. All
multilateral development bank loans or grants astricted in that (a)
they prohibit the use of their funds for the pusanaf military goods or
services, luxury goods or environmentally damagjagds and (b) the
purchase of goods or services must be from thepe&ive member
countries. Bilateral Agencies are either unrestdatr limit purchases of
goods or services to the country providing the &kl “Specific
Purpose Loans or Grants” fund specifically defipegjects and as such
the procurement of goods and services is restrictéide agreed inputs
for each project.
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Non-Compliance with significant terms and conditiors (Paragraph
2.1.74)

The Government’s expenditures in the educatioroselitl not meet the
investment target primarily due to constructionagslcaused by an
earthquake. Expenditures were one percent belovatget. Steps have
been taken to correct the under investment in doeaion sector and the
Government and the relevant donors support thectve actions
planned. The Government has complied with all preent regulations
applicable under all outstanding external assigtdoans and grants

Guarantees Paragraph 2.1.71)

Undrawn external assistance — Guarantees

Guarantees issued by the Government of YYYY cogetindrawn
commercial export financing at the end of 200Xha amount of US
Dollars XXX (200X -1: US Dollars Nil) is not inclwedl in the above
tables.

Repayment Terms and Conditions - Debt Service Oblgions
(Paragraph 2.1.78)

Development Assistance terms include grace penddsh range from
at least five years to a maximum of seven yeargrést rates include
both fixed rates and variable rates. All developassistance debt are
denominated in US Dollars. Interest rates on fisagd loans, as of fiscal
year ending 200X range from 5.25 percent to 6.7kcegmg with a
weighted average of 5.95 percent. For the fiscalr y@nding 200X-1,
they range from 5.25 percent to 6.70 with a weidhdgerage of 5.92
percent. Interest rates on variable rate loanserdrgm LIBOR plus 1
percent to LIBOR plus 1.25 percent with a weighéedrage at the end
of fiscal year 200X of 7.35 percent and at the ehfiscal year 200X-1
of 7.27 percent. Some development assistance sradilude a grace
period of ten years and are interest free but sicgercharge of 0.75
percent applies.

Major features of trade assistance/finance debt are

« Trade Assistance/Finance terms do not include grageds;

e Interest rates include both fixed rates and vagiahles;

» Fixed rates range from 7.3 percent to 8.2 peraanddbt
denominated in US Dollars, with a weighted averaige. 75
percent; 7.25 to 8.4 percent for debt denominatdeLiros with a
weighted average of 7.76 percent and 3.25 to 4e7€ept for debt
denominated in Yen with a weighted average of p&igent; and
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e Variable interest rates range from 5.85 perceBt&5 percent for
debt denominated in US Dollars, with a weightedrage of 6.80
percent; 5.80 percent to 8.70 percent for debt ohemated in Euros,
with a weighted average of 6.85 percent; 3.70 perire3.95
percent for debt denominated in Yen, with a weidlateerage of
3.82 percent.

Other Assistance does not include a grace periddsaall denominated
in US Dollars and includes a Poverty Reduction &rdwth Facility

with interest set at 0.5 percent and an Extendead Heacility with

interest set at 4.75 percent.

200X

Outstanding Debt by Remaining
Grace Period Years

Expired 0-4 5—-7 Total

Development Assistance X X X X

Trade Finance X - - X

Other X - - X

Total X X X X
200X-1

Outstanding Debt by Remaining
Grace Period Years

Expired 0-4 5-7 Total

Development Assistance X X X X
Trade Finance X - - X
Other X - - X
Total X X X X

Development Assistance loans have repayment pevargsg from 20
years to 25 years subsequent to the grace pertbcawveighted average
for outstanding debt of 27.7 years including thecgrperiod. In all cases,
the debt service is based on a fixed payment otal plus interest
accrued. Development assistance credits have regraypariods of 30
years following the grace period with a weightedrage for outstanding
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debt of 32.4 years including the grace period. Bebtice is based on a
fixed payment of principal plus a service fee.

Trade Assistance/Finance loans have repaymentdseverying from 3
to 7 years with a weighted average of 4.7 yearbt Bervice is based on
a fixed payment of principal plus interest accrued.

Other Assistance loans have repayment periodsn@fyom 2 to 7 years
with a weighted average of 4.9 years. Dsdntvice is based on a fixed
payment of principal plus interest accrued.

200X
Debt Service Payments Including Interest
us
Dollar Euro Yen Other Total
Development Assistance X X X X X
Trade Assistance/Finance X X X -
Other X X - - X
Total X X X X X
200X-1
Debt Service Payments Including Interest
us
Dollar Euro Yen Other Total
Development Assistance X X X X X
Trade Assistance/Finance X X X -
Other X X - - X
Total X X X X X

All debt service payments for subsequent yeardased on a fixed
payment of principal plus accrued interest. Intepayments or service
charges are based on the outstanding principaaf an or credit at
the end of the current year, and for variable ggerate loans, at interest
rates prevailing at that date. Debt service paysdahominated in
foreign currency have been determined by applyegctosing rate of
exchange on the reporting date of the financidéstants.
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200X + 1 and Subsequent Years
Debt Service Payments Including Interest

us
Dollar  Euro Yen Other Total
Development Assistance X X X X X
Trade Finance X X X - X
Other X X - - X
Total X X X X X

Receipt of Goods and Services In-KindParagraph 2.1.85)

During 200X, a severe earthquake occurred in the RZgion inflicting
serious damage to government property and privaigspty, and
significant loss of life. Several nations donatpdalized professionals
and equipment to assist in locating and rescuidiyiduals trapped in
the rubble. In addition, specialized medical tearamed in trauma
treatment together with medical equipment, wererfianto the region.
Temporary shelter and food were also supplied.vEthge of goods and
services received has been estimated at XX domastiency units. The
value of those specialized emergency assistancédgihas been
determined based on cost estimates provided byildteral aid agencies
involved because local prices for equivalent gomrdservices were not
available.

Fifty thousand tons of rice was received as fooddairing the year. It
has been valued at XX domestic currency units whaghesents the
wholesale price of similar rice in domestic wholesaarkets.

Goods in-kind received during the year, have nenbecorded in the
Statement of Cash Receipts and Payments, whidttefbnly cash
received (directly or indirectly) or paid by the ¥@wnment. Goods and
services-in-kind were received as part of the eerery assistance and
are reflected in this note.
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Appendix 6: Rescheduled or Cancelled Debt

This appendix discusses the circumstances involmedescheduling or
canceling sovereign debt and the impact on thayesfinancial statements.

1. The following terms are used in this appendixhwthe meaning
specified:

Highly Indebted Poor Countries (HIPC&e countries which:

(@) Are only eligible for highly concessional assce such as
from the World Bank's International Development
Association (IDA) and the International Monetarynéis
(IMF's) Poverty Reduction and Growth Facility;

(b) Face an unsustainable debt situation even dfierfull
application of traditional debt relief mechanisrasd

(©) Have a proven track record in implementing tetyees
focused on reducing poverty and building the fouiota
for sustainable economic growth.

HIPC Trust Funchas been established on the basis of contributions
from participating multilateral creditors and bdedl donors.

1. A government experiencing difficulty in servigiits debt, including
bilateral development assistance debt, may seagodiation of the
terms of its sovereign debt under Paris Club aearents. The Paris
Club is not a legally established entity — it isiaformal group of
official creditors that seek to find coordinateddasustainable
solutions to balance of payments difficulties exgeced by debtor
nations. Although each situation considered bysP@hub members
IS unique and is considered on a case by case, ltlasisnembers
have harmonized the circumstances under which whikyagree to
forgive, defer or reschedule debt as well as thewarnof medium to
long term debt that will be addressed.

2. Paris Club negotiations may respond to shomn téxalance of
payments difficulties by addressing a financing gapering up to
three years debt service payments or may respondntp term
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balance of payments difficulties by addressing riimaining debt
service requirements for debt existing at the tifhthe negotiations.

3. Rescheduling debt service payments for leaseldped countries
may involve revised payment terms for sovereign mencial debt
of up to 23 years (including up to 6 years gracenduwhich only
interest on the deferred amount is paid) and upgGoyears for
official development assistance (including a graegod of up to 16
years). Debt from multilateral agencies such as Ittiernational
Monetary Fund (IMF), the World Bank or the regiodalvelopment
banks is not eligible for Paris Club consideration.

4. Increasingly, debt cancellation is applied ag p&the solution to
addressing long term balance of payments issuesletUithe
negotiations described above, debt cancellatiompaio 67% of the
remaining debt service obligations may be consiigrer the least
developed and most indebted countries (HIPC cas)irihe Paris
Club will consider debt cancellation of up to 90%@maining debt
service obligations. HIPCs may also seek reliemfrdebt service
obligations to multilateral agencies through thd*@ITrust Fund.
The proceeds of the HIPC Trust Fund are used {gagrer purchase
a portion of the debt owed to a multilateral credg) and cancel
such debt or to make a debt service payment(s)eatralb of the
HIPC as it comes due.

5. While the Paris Club provides a structure anchamonized
approach to address a portion of a country’s balasfcpayments
difficulties, it does not provide an overarchingegment between
its members and the creditor nation. Each agreemevered by
Paris Club consideration must be individually amexhdo reflect
changes in the terms and conditions of the loanoveararching set
of conditions is provided by reference in the redisgreements to
adherence with the terms and conditions of an Ibdnl In the case
of HIPCs the overarching conditionality is provideg a Poverty
Reduction Strategy Plan supported by loans frorh bl IMF and
the World Bank and, in some cases, other agencies.

6. Debt rescheduling or debt cancellation does ineblve a cash
receipt or a cash payment. However, the terms amdittons
attached to the debt that has been rescheduled dirargged. The
notes to the financial statements of the entityoimed should
disclose the renegotiated terms and conditions ist@ms with
disclosure requirements specified in this Standan@. required note
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on compliance with all loan covenants should dselthe entity’s
inability to service its debt(s) and the princip@rms of the
rescheduling. Furthermore, any material additiona@tms and
conditions resulting from, or in conjunction, witRaris Club
negotiations or the HIPC Initiative, such as oldigas under an
IMF or World Bank loan including a Poverty Reduati&trategy
Plan, should be disclosed. Rescheduling or canicgllaf sovereign
debt due to an immediate or anticipated inabilitysérvice the debt
is a material event and should be fully disclogethe notes to the
financial statements.

7. Repayments made on behalf of the entity by tHeCHTrust Fund
should be reported as cash receipts and discloseal separate
column disclosing third party payments in the Staet of Cash
Receipts and Payments in accordance with the poogisof this
Standard. A third party payment(s) of debt amotittraobligations
as part of debt relief is a material event and khde shown
separately in accordance with the provisions of 8tandard with a
reference to the note describing the debt relief.

8. Further information regarding the Paris Club rbayobtained from
their websitehttp://www.clubdeparis.org/en/
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Basis for Conclusions

This Basis for Conclusions accompanies, but is past of, the proposed
amendments to the Cash Basis IPSAS.

Introduction
The Need for this Standard

BC1. Providers of external assistance, particuladgvelopment
assistance, require recipients to follow accountammciples
acceptable to them for the use of the funds pravidie many
cases, the requirements of each of the donorgliffélr in some
respects. In some cases, they require the recipeerollow
accounting standards generally practiced in theodaountry.
This may include standards for the accrual basiacebunting
even though the recipient’'s accounting system ighencash
basis of accounting. Consequently, the recipienty niee
required to maintain two sets of accounts, onetierprovider
of the assistance and a second utilizing nationalip sector
accounting standards to meet domestic legal remeinés and
for submission to local authorities.

BC2. Recipients of external assistance usually ivecesxternal
assistance from a number of sources. Adheringriaraber of
different accounting practices and reporting regients within
a portfolio of projects imposes additional comptiarcosts on
recipients. In many cases, those recipients hawdeli staff
with the requisite skills. Consequently, timely sussion of
required financial statements is often delayed.

BC3. The IPSASB is of the view that the preparatainfinancial
statements in accordance with the requirements wof
International Public Sector Accounting StandardS@S) on
external assistance provides the potential to:

e Increase the comparability and usefulness of thanfial
information to users of the statements; and

* Reduce the costs that recipients of such assistaceein
complying with the different reporting requiremeritsat
may be imposed on them by providers of assistance.
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Focus on Cash Basis of Accounting

BC4. The vast majority of recipients of externadistance utilize the
cash basis of accounting. The required and encedrag
disclosures in this proposed Standard have beeela®d to
respond to the need for an international generatlgepted
accounting Standard for the disclosure of inforovatiby
recipients of external assistance by government$ atfer
public sector entities which adopt the cash basa&oounting.

BC5. Some entities that receive external assistarseethe accrual
basis of accounting, or are in the process of cmwe to the
accrual basis of accounting. The IPSASB is curyentl
progressing a project on accounting for revenuenfnoon-
exchange revenue under the accrual basis of agngurithat
project will deal with certain matters relevantaocounting for
external assistance under the accrual basis ofuatog. The
IPSASB will consider whether additional requirenserdn
accounting for, and/or disclosure of, external siasice by
recipients is necessary as the non-exchange revamli®ther
key accrual accounting standards are developedinalght of
relevant issues that might be identified in therseuof the
development of this IPSAS.

Definition of External Assistance

BC6. This project initially focused on the discloswf information
about development assistance. The Project AdviBanel, and
other major constituents, advocated that the sobpiee project
be widened to address all official external assita and
require disclosure of major components of exteassistance.
The IPSASB (then the PSC) responded positivehhéd input
and expanded the scope of the exposure draft fadecall
official external assistance.

BC7. External assistance is defined as officiabueses originating
from multilateral agencies or from governments oveynment
agencies. In developing this definition, the IPSAS®sidered
definitions widely used in practice including thoeé major
recipients, donors and industry representative rorgéions.
While there is currently no single definition of tesnal
assistance adopted by all recipients and donoes|RBASB is
of the view that the definition included in this oposed
Standard captures the major features of the dieinstcurrently
in use, and is appropriate.
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Exposure Draft ED 24

BC8. The IPSASB issued Exposure Draft ED 24, “Faan
Reporting Under the Cash Basis of Accounting — Dmare
Requirements for Recipients of External Assistanade”
February 2005 for comment by June 15, 2005. TheASES
attempted to have the proposed requirements of EDie2d
tested in developing countries and sought assistémen the
OECD-DAC and donors in a number of countries ts #&md.
However, field testing did not occur as the IPSA&I8 hoped.

BC9. Responses to ED 24 provided mixed messagest abe
practicability and onerous nature of some of theppsed
requirements. The IPSASB undertook extensive coetsomh
with its Consultative Group and other constituarisvhether it
was important to proceed with this project, andrapphes that
might be adopted for the development of requiresehat
enhance the accountability of financial statememts, not
impose an inappropriate burden on reporting estdied can be
justified on a cost-benefit basis across a widegearof
jurisdictions.

BC10. The IPSASB remains of the view that it is artpnt to develop
requirements for disclosure of information aboutteexal
assistance by recipients that report under the basis IPSAS.
This has been reinforced by discussions with ctuesiis.
However, the IPSASB recognizes that the abilitynafividual
recipients to comply with the proposed requiremaft&D 24
may differ because of the availability of the infation and/or
the capacity of the current accounting system totwa and
process the information as proposed.

BC11. Constituents proposed that the IPSASB devedguirements
that mirror the approach in the cash basis IPSASwandatory
section which establishes the minimum disclosuseesgsary to
discharge accountability, supported by a sectionichvh
identifies additional encouraged disclosures to aech
accountability and provide additional informatioa @aput for
decision making purposes. The additional encouraged
disclosures could then be activated as appropimatifferent
jurisdictions in consultation between recipientsl atonors of
external assistance. The IPSASB is of the view that is a
sensible way to proceed and can be justified oonst loenefit
basis. The proposed amendments to the Cash BaSKSIP
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reflected in this proposed Standard have been dpsédl to
reflect that approach. The major changes from EDn2this
proposed Standard are outlined below in figure 1.

Required and Encouraged Disclosure

BC12. This proposed IPSAS requires disclosure eftttal amount of
external assistance received in cash or paid lvg tarties to
settle obligations of the recipient during the mipg period,
and the amount of external assistance that hasyetobeen
drawn down. The proposed IPSAS also encouragesddies
not require, a range of other disclosures includirsglosure of
the major classes of external assistance receivethgd the
period; the value of goods and services receivddnd, terms
and conditions that govern the draw down or maemtise
limit access to external assistance, and the stgnif terms and
conditions that have not been complied with.

BC13. The IPSASB is of the view that the requirescldsures are
necessary to adequately inform readers of the diaan
statements of the total amount of external assistanceived,
used and available during the reporting period. &atditional
encouraged disclosures will also further enhansesssnent of
the extent to which the reporting entity is deperiada external
assistance to support its activities, the sourtesat assistance
and the sustainability of its ongoing operations.

Third Party Settlements and Receipt of Goods and $@ces
In-Kind

BC14. Recipients of external assistance may redbe@roceeds of an
assistance package in cash as a lump sum or ahésanf the
total agreed amount. In addition, particularly wigroject
specific loans, the recipient may settle its olilmss to
suppliers of goods or services and ask the extexssistance
agency to reimburse it for the amounts paid, or rém@pient
may ask the external assistance agency to seitlabligations
directly with the third party. In these cases, theods or
services utilized in accomplishing the project de¢ermined or
otherwise selected by the recipient, usually wighiocurement
rules agreed to by the recipient and the extersalstance
agency. The external assistance agency then opesatea
financier. The IPSASB is of the view that these rmpagts to
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third parties are similar to central treasury actquayments of
funds designated for use by the recipient. Condisteith

existing requirements of the Cash Basis IPSAS, they
reported in a separate column on the face of thee®ent of
Receipts and Payments.

BC15. In some cases, an external assistance agnewifierequire the
external assistance agency to provide specifieddgoor
services to the recipient. In these cases, theraitassistance
agency usually determines the specification of glo@ds or
services, procures them, and then provides themtht
recipients as goods or services in-kind. Thereftire,recipient
receives external assistance in the form of gooulk services
rather than cash or by way of settlement of obiyest it has
incurred. An important form of this type of assmta is food
aid.

BC16. The receipt of goods or services in-kind o$ reported on the
face of the Statement of Receipts and Payments. 28D
proposed that the fair value of such goods andicsvbe
disclosed as a note to the financial statementd, paovided
guidance on how that fair value was to be deterdiine
Respondents to ED 24 were strongly of the view thahany
jurisdictions a reliable fair value for such goasd services is
not available and, in many other jurisdictions, tbest of
generating such value may be prohibitive. Some @isstioned
the purpose of such disclosures under the cash bhfhancial
reporting, where many assets may not be recognized.

BC17. The IPSASB was persuaded by these argumimsefore, this
proposed Standard does not require the disclosutbeofair
value of goods and services in-kind. However, tbeeipt of
goods or services may be an important source oéresk
assistance, and this proposed Standard encourages
disclosure of the value of goods or services rexkin-kind in
the notes to the financial statements. It also ireguhat where
disclosure of such values are made, the notesodis¢he basis
on which the valuation is made.

Transition Provisions

BC18. This proposed Standard applies only to estiteporting under
the cash basis of accounting. However, it also iregunote
disclosure of such matters as balances of undraxterral
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assistance which may not be readily available toescecipient
of external assistance.

BC19. Multilateral and bilateral agencies usualhaimtain detailed
records of external assistance provided and aveilah each
recipient under each external assistance agreerergome
cases, they maintain the information on computda dmses
which are accessible by recipient country authesitin most
cases, they provide notification of the detaileath transaction
including the currency or currencies utilized — leoer, this
notification may be sent only to the implementirgglacy and
not to the Ministry of Finance or other agency oesgpble for
the recipient’s accounting. Usually external assisé agencies
periodically confirm drawn and undrawn balanceshwibe
recipient. Therefore, although recipients may matially have
detailed information regarding opening and clodmapnces, in
most cases the amount should be readily availabie éxternal
assistance agencies.

BC20. The IPSASB is of the view that a two yeansiaonal period
will provide recipients sufficient time to acce$® tinformation
necessary to comply with the requirements of thaen&ird
relating to undrawn balances.

BC21. In some cases it may not be practicable dthey all the
relevant data about external assistance transactioth balances
of the previous period when an entity first adoptse
requirements proposed in this Standard. This ielyfiko be
particularly true in respect of third party settlems and
undrawn balances of external assistance. To progiuéies
with sufficient time to ensure that accounting eyss capture
and process the necessary data, the proposed ametschm the
Cash Basis IPSAS do not require that comparatiegsrépared
for the first year of operation of this Standard.
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Required disclosures in ED 24 which have been ssiflad as encouraged
disclosures in this ED are outlined below.
Paragraphs in brackets identify the paragraphslig4

(@)
(b)

()

(d)
(€)

(f)
(9)

In addition, the requirement to disclose the failue of goods and services
in-kind has been deleted (ED 24, Paragraph 44) pftyeosed Standard
includes an encouragement to disclose the valgeads and services
received as external assistance and, where ag elgdts to make such
disclosures, a requirement to explain the baswwluoh that value was
determined if the entity elects to make the disoles

Figure 1. Amendments to ED 24

Disclosure of major classes of external asst&tas encouraged
rather than required. (ED 24, Paragraphs 13 and 14)
Disclosure of changes in undrawn balances amjdnmsources
thereof is encouraged rather than required. (EOP24agraph 22
and 23)

Disclosure of the details of terms and condgiof external
assistance loans and grants has been condensedesruburaged
rather than required. (ED 24, Paragraphs 26, 27, 28
Disclosure of information about guaranteesisoeiraged rather
than required. (ED 24, Paragraph 33)

Disclosure of instances of non-compliance wignificant terms
and conditions and consequences thereof is encediragher than
required. (ED 24, Paragraph 36)

Disclosure of details of repayment schedulesnisouraged rather
than required. (ED 24, Paragraphs 39 and 40)

Disclosure of rescheduled or cancelled extassistance debt is
encouraged rather than required. (ED 24, Parads@ph
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Appendix 2 from ED 24

NOTE: Staff propose that this Appendix & included in the
ED proposing amendments to the Cash Basis IPSAS.

Appendix 2: lllustration of the Disclosure of
External Assistance by a Project Specific Entity

Appendix 2, “lllustration of the Disclosure of Extal Assistance by a
Project Specific Entity” was included in ED 24. Whuseful in itself
as an illustration of the required and encouragedaksures in this
draft ED, it is not proposed that that the cashshi®#SAS be amended
to add this illustration. This is because of conséhat the disclosures
of external assistance will overwhelm other disaies.
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lllustration of the Disclosure of External Assistarce by a Project Specific Entity

Development Assistance Re-lent to an Individual Pject
URBAN WATER SUPPLY PROJECT

STATEMENT OF RECEIPTS AND PAYMENTS
(RECEIPTS ONLY)

200X 200X-1
Cash Paid by Third Party Cash Paid by Third Party
Receipts Related Unrelated Total Receipts Related Unrelated Total
MMM Development Bank - - X X - - X X
CCC Bilateral Agency - - X X - - X X
National Government X X - X X X - X
Total X X X X X X X X
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Note 1 - Undrawn External Assistance

(Paragraph (22 and 23)

Undrawn external assistance consists of developasanstance
agreed to be provided by the National Governmefund the
Urban Water Supply System from funds lent to thadval
Government by the MMM Development Bank, the CCC
Bilateral Agency and from its own resources. Funasided
from the MMM Development Bank and the CCC Bilateral
Agency have been lent by the National Governmetti¢o
Urban Government in the currencies received froenetkternal
assistance agencies.

Changes in undrawn external assistance:

200X 200X-1
Loan Gran Total Loan Gran Total

Opening balance X X X X X X
Additional development

assistance - X X - - X
Total available X X X X X X
Development assistance

utilized X X X X X X
Development assistance

cancelled - X)) (X xX) X)) X
Exchange difference X X X X X X
Closing balance X X X X X X
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Undrawn External Assistance originated from théofeing
sources and is denominated in the following curiesnc

200X
UsS Euro Local Total
Dollar
MMM Development Bank X - - X
CCC Bilateral Agency - X - X
National Government - - X X
Closing Balance X X X X
200X-1
us Euro Local Total
Dollar
MMM Development Bank X - - X
CCC Bilateral Agency - X - X
National Government - - X X
Closing Balance X X X X

Note 2 - Restrictions on Development Assistance
(Paragraphs 26, 27 and 36)

General Restrictions

Loans provided by the National Government are enstime
terms and conditions as the original loan fromekiernal
assistance agencies. Loans originating from the MMM
Development Bank and the CCC Bilateral Agency nexjthat
the water supply utility set water tariffs at adéto cover the
cost of providing potable water, the proper maiatere of all
assets and to provide a reasonable contributitimeto
replacement and renewal of existing assets. Bathslare
guaranteed by the National Government for whichkeadf 0.25
percent of the outstanding loan amount is chaiyedbther
conditions result from the guarantee. Additionaids from the
National Government have been provided as a grant.
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Procurement Restrictions

Procurement financed under the MMM Development Baak
is limited to an agreed list of water purificatiequipment,
distribution pipes and other equipment as welleagises
needed to increase the capacity of the water sigysiegm to
agreed levels. All procurement must take placezirig agreed
international competitive bidding procedures. Albgs and
services must be manufactured in or supplied frammar more
of the 55 member countries of the MMM DevelopmeahR
Procurement financed under the CCC Bilateral Agdoaw is
limited to financing a contract to develop a growater field
on land owned by the city and leased to the utilitye services
must be procured from a firm located in CCC Counsing
agreed competitive bidding procedures, exceptupdbd twenty
percent of the agreed loan amount may be usedtup
domestic goods and services ancillary to the maiimng
contract.

Procurement utilizing funds from the National Goveent
grant must follow standard government procurement
regulations.

Compliance with Loan Covenants

The Urban Water Supply System has complied witloalh
covenants including performance covenants and cthernants
requiring submission of audited annual financiateathents and
has followed all respective procurement regulations

Note 3 — Debt Service Obligations

(Paragraphs 39 and 40)

Development Assistance received from the National
Government utilizes funds originating from the MMM
Development Bank and the CCC Bilateral Agency enddime
terms and conditions as received by the NationakGuonent
from these respective external assistance agencies.

The loan originating from the MMM Development Baifid;, an
amount not to exceed US $XXX (XXXX Domestic currgnc
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units), has been drawn down in various currenajesvalent to
US $XX (XXX Domestic currency units) to pay suppdien
their required currencies. Interest is payable samually at a
rate of 5.75 percent on the outstanding balance.I@m is
currently within the second year of a five yearcgraeriod.
Interest payable during the grace period is findngeder the
loan. Debt service will commence in 200X + 6 basedixed
semi-annual payments for 20 years plus accruetestte

The loan originating from the CCC Bilateral Agenty, an
amount not to exceed Euro XXX (XXXX Domestic curcgn
units), has been drawn down to pay the foreigmimlgilcontract
and domestic contractors in the amount of Euro XXX
Domestic currency units). The loan is in the secgewt of a
five year grace period. Interest is accruing atréte of 5.50
percent and is payable semi-annually. Interesh@nted from
the proceeds of the grant from the National Govemnaduring
the grace period. Debt service will commence ing®based
on fixed semi-annual payments for 15 years plusugct
interest.

Debt service payments for 200X+6 and subsequems yea
based on a fixed payment of principal plus accineztest.
Interest payments are based on the estimated oditsta
balance of each loan at the end of year 200X+Slaadixed
interest rates set under each loan. Debt servig®ats
denominated in foreign currencies have been deteairivy
applying the closing rate of exchange on the datkeothese
financial statements to the foreign currency amount

200X+6 and Subsequent Years

US Dollar Euro Total
MMM Development Bank X - X
CCC Bilateral Agency - X X
Closing Balance X X X
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