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Project summary The project objective is to:

e Update the Conceptual Framework for a limited number of issues based
on the criteria of urgency, consequences, feasibility and prevalence, with
an emphasis on the first three of these criteria; and

e Revise IPSAS requirements for measurement, provide guidance on
measurement and address the treatment of transaction costs and
borrowing costs.
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CURRENT OPERATIONAL VALUE (ED 76 AND ED 77, CONCEPTUAL
FRAMEWORK-LIMITED SCOPE UPDATE AND MEASUREMENT):
PROJECT ROADMAP

Meeting Completed Actions or Discussions / Planned Actions or Discussions:

Conceptual Framework-Limited-Scope Update

March 2020 1. Approval of Limited Scope Update of Conceptual Framework Project Brief
June 2020 1. Discussion of Issues
September 2020 1. Discussion of Issues
2. Review [draft] Exposure Draft
October 2020 1. Discussion of Issues
December 2020 1. Approve Exposure Draft
February 2021 1. Finalize remaining instructions

Measurement

March 2019 1. Approve Consultation Paper and Illustrative Exposure Draft
June 2019 1. Document out for comment
September 2019 1. Document out for comment
December 2019 1. Preliminary Review of Responses to Consultation Paper
March 2020 1. Review of Responses to Consultation Paper
2. Discussion of Issues
June 2020 1. Discussion of Issues
September 2020 1. Discussion of Issues
2. Review [draft] Exposure Draft
October 2020 1. Discussion of Issues
2. Review [draft] Exposure Draft
December 2020 1. Discuss proposed consequential amendments 2. Approve Exposure Draft
February 2021 1. Finalize remaining instructions

Agenda Item 2.1.1
Page 2
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INSTRUCTIONS UP TO PREVIOUS MEETING

Meeting Instruction Actioned

Conceptual Framework-Limited-Scope Update

December 2020 1. Delete the BC sections and 1. See Agendaltem 2.2.1.
paragraphs explaining the rationale
for decisions which have been
superseded and insert revised
paragraphs explaining
amendments arising from the
current project.

2. Review consistency across ED 76, | 2. See Agenda ltem 2.2.1.
ED 77 and ED 78.

3. Amend for editorial changes 3. See Agenda Item 2.2.1.
identified in the IPSASB editorial
process.
4. Implementation of Instructions to 4. See Agenda ltem 2.2.2.
Staff.
Measurement
December 2020 1. Complete Amendments to Other 1. See Agenda Item 3, Amendments
IPSAS resulting from ED 77. to Other IPSAS (ED 77,
Measurement).
2. Amend definition of Current 2. See Agenda ltem 2.2.1.

Operational Value to reflect
members’ comments and flow
through the core text and
application guidance.

3. Review consistency across ED 76, | 3. See Agenda ltem 2.2.1.
ED 77 and ED 78.

4. Amend for editorial changes 4. See Agenda ltem 2.2.3.
identified in the IPSASB editorial
process; and consider and reflect
specific items identified by
members.

Agenda Item 2.1.2
Page 3
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DECISIONS UP TO PREVIOUS MEETING

2.1.3

Meeting Decision BC Reference

December 2020 1. Preliminary approval of Exposure Draft (ED) 1. Not Applicable
76, Conceptual Framework — Limited-scope
Update, with an exposure period of 6 months,
subject to:

e Review of re-arranged / edited BC section.
e Consistency review across ED76, ED77
and ED78;
¢ Resolution of any significant issues
identified during the editorial process; and
e Implementation of Instructions to Staff.
September / 2. September / October Decisions are included in | 2- September / October
October 2020 Measurement section below Decisions are included
in Measurement
section below

June 2020 3. The Measurement “hierarchy” in the ED should | 3- See ED 76, Conceptual
comprise Measurement Models, Measurement Framework paragraphs
Bases and Measurement Technigues. BC7.12 - BC7.17

June 2020 4. Market Value is not be a Measurement Basis, | 4- See ED 76, Conceptual
but is a Measurement Technique. Framework paragraphs

BC7.31

June 2020 5. The Measurement Bases are Historical Cost, 5. See ED 76, Conceptual
Fair Value, Fulfillment Value (or Cost of Framework paragraphs
Fulfilment), and Current Cost, and each Basis BC7.51 - BC7.57
should be defined in the IPSASB Conceptual
Framework.

June 2020 6. Replacement Cost should be applied as a 6. See ED 76, Conceptual
Measurement Technique rather than a Framework paragraphs
Measurement Basis. BC7.26 — BC7.27

June 2020 7. Equitable value and synergistic value will be 7. See ED 76, Conceptual
excluded from IPSAS, Measurement and the Framework paragraphs
Conceptual Framework. BC7.28 - BC7.30

June 2020 8. The entry/exit distinction should be discussed | 8- See ED 76, Conceptual
at a high-level in the IPSASB Conceptual Framework paragraphs
Framework. BC7.16 — BC7.19

June 2020 9. Selection of measurement bases should be 9. See ED 76, Conceptual
linked to the measurement objective Framework paragraphs
(especially financial capacity / operational BC7.16 -BC7.19
capacity) rather than to entry/exit values.

March 2020 10. Approve the project brief and outline subject to | 10- See ED 76, Conceptual
drafting and editorial amendments including Framework paragraphs
making the brief less measurement-centric and BC7.1-BC7.2
considering the change of terminology from
cost of fulfilment to fulfillment value in Key
Issue #2.

Agenda Item 2.1.3
Page 4
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2.1.3

Measurement

December 2020 1. Preliminary approval of Exposure Draft (ED) 1. Not Applicable
77, Measurement with an exposure period of 6
months, subject to:
¢ Review of Amendments to Other IPSAS
resulting from ED 77;

¢ Finalization of definition of Current
Operational Value;

e Consistency review across ED76, ED77
and ED78;

e Resolution of any significant issues
identified during the editorial process; and

o Implementation of Instructions to Staff.

October 2020 2. Broadly support the principles put forward that See ED 77,
current service value is a public sector specific Measurement, BC28 —
measurement basis that measures the service BC32.
potential of an asset from an entity-specific
perspective.

October 2020 3. Include the market approach, cost approach See ED 77
and income approach as measurement Measurement, BC45-
techniques available to measure current BC4e.
service value.

October 2020 4. To retain value in use in IPSAS, subject to the See ED 76, Conceptual
instructions noted below where further Framework, BC7.57-
consideration is needed in regard to the 7.62.
application of this approach.

October 2020 5. Emphasize in ED, Measurement, that See ED 77,
deprecation and impairment are applied across Measurement, BC61-
both historical cost and current value BCE3. (see core text
measurement models. paragraph 46-48).

October 2020 6. Retain the terms initial measurement and See ED 77
subsequent measurement in ED, Measurement, BC17 —
Measurement, subject to clarification of the BC20.
application of subsequent measurement and
its relationship with recognition in the financial
statements.

September 2020 Measurement Hierarchy Application

7. Subject to review of the text at the October See ED 77
check-in session, to make: Measurement, BC17 —

0 Guidance on measurement at initial BC20.
recognition applicable to both the
historical cost and current value
models, and should be in the core text;
and

0 The measurement hierarchy
applicable to subsequent
measurement.

Agenda Item 2.1.3
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Measurement Basis — Fulfillment Value vs.

September 2020 '
Cost of Fulfillment 8. See ED 76, Conceptual
8. To retain: Framework, BC7.52 —
o The term cost of fulfilment; and BC7.57.
0 The cost of fulfillment principles
included in the existing IPSASB
conceptual framework.
September 2020 Current Value Model Measurement Techniques
9. To set the measurement techniques as market | 9. See ED 77
approach, income approach (subject to further Measurement, BC45-
consideration of this terminology) and cost BC46.
approach.
September 2020 What is Market Approach?
10. The market approach: 10. See ED 77
0 Uses prices and other relevant Measurement, BC59-
information generated by market BC60. No action.
transactions involving identical or necessary for guidance
comparable assets or liabilities; and and definition — is
o The generic guidance should be in the already in core text.
core text.
September 2020 Market Approach Use
11. The IPSASB decided the market approach can | 11. See ED 77
be used to estimate the fair value and current Measurement, BC59-
cost measurement bases. BC60.
September 2020 What is Income Approach?
12. The income approach: 12. See ED 77
o Converts future amounts to a single Measurement, BC59-
current amount; and BC60. No action’
o The generic guidance should be in the necessary for guidance
core text. and definition — is
already in core text.
September 2020 Income Approach Use
13. The income approach can be used to estimate | 13. See ED 77
the fair value, value in use, and cost of Measurement, BC59-
fulfillment measurement bases. BC60.
September 2020 What is Cost Approach?
14. The cost approach: 14. See ED 77
o Reflects the amount that would be Measurement, BC59-
required to replace the service BC60. No action.
provided by an asset; and necessary for guidance
o The generic guidance should be in the and definition — is
core text. already in core text.
September 2020 Replacement Cost Compared with Cost 15. Deleted in December

Approach

15. Subject to clarification of the terms service
capacity and service potential in Agenda ltem
7.2.12, the replacement cost principles
developed in CP, Measurement, are consistent
with those of the cost approach measurement
technique proposed in ED, Measurement.

2020 when IPSASB
agreed to move away
from current
operational value’s
focus on service
potential.

Agenda Item 2.1.3
Page 6
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September 2020 Service Capacity Compared with Service 16. Deleted in December
Potential 2020 when IPSASB
. . agreed to move away
16. Subj_ect to betf[tertexplf';\natlon / removal of the from current
service capacity term: . operational value's
0 From the perspective of a market focus on service
participant, the volume of service an potential.
asset can produce, should be
assumed; and
o From the perspective of the entity
holding the asset, the volume of
service an asset delivers in practice,
should be assumed.
September 2020 Cost Approach Use
17. The cost approach can be used to estimate 17. See ED 77
assets under fair value and current cost Measurement, BC59-
measurement bases. BC60.
September 2020 Presenting Measurement Techniques in ED,
Measurement 18. See ED 77
18. Generic principles should be included in the W’ BC13 -
core text and application principles should be 19. S E'D 77
included in the appendices. ' Mee BC13
19. Generic material on measurement techniques Wrement, -
should be included in the core text. :
September 2020 Cost of Release
20. Not to retain cost of release as a measurement 20. ?rezmeelavZ?I; pc;rg;?g;:gl
basis for liabilities. BC7.65— BC7.67.
September 2020 Assumption Price
21. Not to retain assumption price as a 21. ?f:milil)vgri, F():z;rg;?g;t)%asl
measurement basis for liabilities. —
BC7.61 — BC7.64.
September 2020 Net Selling Price
22. Not to retain net selling price as a 22. See ED 76, Conceptual
measurement basis for assets. Framework paragraphs
BC7.64 — BC7.36.
September 2020 Measurement Objective
23. Not to change the wording of the measurement | 23. No BCs needed. No
objective. changes to current
literature.
September 2020 Measurement Basis for Hybrid Use Assets

24. Implementation Guidance should be added in
ED, Measurement:

0 Referring to principles in existing
IPSAS; and

0 The need for an entity to apply
professional judgment.

24,

See ED 77
Measurement, BC53.

Agenda Item 2.1.3
Page 7




Current Operational Value (ED 78 and ED 77)
IPSASB Check-In Meeting (February 2021)

Agenda Item

2.1.3

Measurement Basis for Assets in the Same

September 2020
IPSAS Held for Differing Capacities 25. See ED 77
25. No additional guidance is necessary on how Measurement, BC54.
determine measurement bases when assets
held for operating capacity and assets held for
financial capacity are within the scope of the
same IPSAS.
September 2020 Structure of ED 77, Measurement
26. Generic principles should be included in the 26. See ED 77
core text and application principles should be Measurement, BC13 —
included in the appendices. BCIS.
September 2020 Improvements to Replacement Cost Guidance
(Theme F) 27. No BCs required to
27. The comments from respondents on the indicate (;:dlftonal
replacement cost text in the lllustrative ED commedn strohm b
have been addressed appropriately. respondents have been
, ) ! addressed. Responses
Improvements to Historical Cost Guidance to significant comments
(Theme F) have been included
28. The comments from respondents on the throughout the BCs.
historical cost text in the Illustrative ED have 28. No BCs required.
been addressed appropriately. 29. No BCs required.
Improvements to Fair Value Guidance 30. No BCs required.
(Theme F)
29. The comments from respondents on the fair
value text in the lllustrative ED have been
addressed appropriately.
Improvements to Fulfillment Value Guidance
(Theme F)
30. The comments from respondents on the
fulfillment value text in the lllustrative ED have
been addressed appropriately.
June 2020 31. The location of measurement guidance should | 31. EDs on Conceptual

be as follows:

e Conceptual Framework. Provides
guidance on measurement models and
measurement bases.

e ED, Measurement. Provides guidance on
measurement bases and measurement
techniques.

e [PSAS Suite of Standards. Guidance is
provided at the measurement basis level.

Framework and
Measurement have
been developed based
on IPSASBs structural
decision. See ED 76
Conceptual Framework
and ED 77
Measurement.

Agenda Item 2.1.3
Page 8
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June 2020

32.

Use of the term Fair Value is consistent with
the IFRS 13-based definition to be included in
Conceptual Framework and Measurement in
IPSAS 16, 27, 34, 39, and 41. Use of the term
Fair Value is not appropriate in IPSAS 32 and
will need to be replaced in accordance with the
consolidated guidance in ED Measurement. It
remains appropriate in certain situations in
IPSAS 33 and 36, where the need for
consequential amendments will be decided on
a case by case basis in accordance with ED
Measurement.

32. See ED 77
Measurement, BC52-
BC56

March 2020

33.

No decisions made (detailed review of
responses)

33. Not applicable

December 2019

34.

No decisions made (preliminary review of
responses)

34. Not applicable

March 2019

35.

All decisions made up until March 2019 were
reflected in the Consultation Paper on
Measurement.

35. All decisions made up
until March 2019 were
reflected in the
Consultation Paper on
Measurement.

Agenda Item 2.1.3
Page 9
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Coordinators Report of Cross-Cutting Issues

Purpose

1. To provide the IPSASB with an overview of the process followed during Q1 2021 to finalize
remaining ED 76, Conceptual Framework — Limited-Scope Update, and ED 77, Measurement items.

Background

2. The IPSASB approved ED 76 and ED 77 in December 2020, subject to:

(8 Review of Amendments to Other IPSAS resulting from ED 77 (ED 77);

(b)  Finalization of definition of Current Operational Value (ED 77);

(c) Review of re-arranged / edited BC section (ED 76);

(d) Consistency review across ED76, ED77 and ED78 (ED 76 and ED 77);

(e) Resolution of any significant issues identified during the editorial process (ED 76 and ED 77);

and

)] Implementation of Instructions to Staff (ED 76 and ED 77).

Analysis

3. The objective of the February Check-In is to clear all remaining ED 76 and ED 77 items. Items in
paragraph 2 have been addressed as follows:

Item Subject To Approval

Review of Amendments to Other IPSAS
resulting from ED 77

={D)

ED 77

Action

See Agenda Item 3, Amendments to
Other IPSAS (ED 77,
Measurement).

Finalization of definition of Current
Operational Value

ED 77

See Current Operational Value
below.

Review of re-arranged / edited BC section

ED 76

In accordance with the instruction at
the December meeting, new Basis
for Conclusions (BC) paragraphs
have been integrated into the
existing BCs. BC paragraphs in the
2014 Conceptual Framework have
been deleted. Where 2014 BC
paragraphs have been retained and
the topics has not been discussed in
the Limited Scope Update, such as
symbolic value, sentences have
been added noting this.

Consistency review across ED76, ED77
and ED78

ED 76 and
ED 77

See Editorial Process below.

Agenda Item 2.2.1

Page 1
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Resolution of any significant issues ED 76 and
identified during the editorial process ED 77
Implementation of Instructions to Staff ED 76 and See Agenda ltem 2.2.2
ED 77 See Agenda Item 2.2.3.
Current Operational Value
4. The definition of current operational value has been updated to reflect the IPSASB’s December

discussions as follows:

Current operational value is the value of an asset supperting-the-achievement-of-used to achieve

the entity’s present service delivery objectives at the measurement date.

5. The changes to the definition in Q1 2021 were minimal. This is because the definition was updated
throughout the December 2020 meeting. In Q1 2021 staff ensured the definition was explained clearly
in the supporting text of ED 77 and is consistently applied across ED 76, ED 77 and ED 78. This was
supported by the editorial review outlined below.

Editorial Process

6. The editorial process acts as a mechanism to guarantee the quality of documents approved by the
IPSASB for exposure or publication. This process occurs after the IPSASB approves a document
and is limited to a review of editorials, which includes spelling, grammar and formatting, and
consistency within the document.? The editorial group is not authorized to make changes that may
impact the principles approved by the IPSASB.

7. The editorial group included:
(&) Lindy Bodewig;
(b) Todd Beardsworth; and
(¢)  Luzvi Chatto.

8. This process is overseen by the IPSASB Chair, Measurement Task Force Chair and Program and
Technical Director.

1 ED 76, ED 77 and ED 78 were reviewed by the same editorial group to ensure consistency exists across documents.

Agenda Item 2.2.1
Page 2
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9. The process occurred over the following timeline in Q1 2021.:

January 4" January 18" February 1 February 12"

l Update ED 76 and ED 77 Review by Editorial Group M Finalization of ED 76 and ED 77
- Staff amended ED 76 and - ED 76 and ED 77 were 4 - ED 76 and ED 77 were
ED 77 to reflect all delivered to the editorial amended to reflect all relevant
December instructions and group on January 18t editorial group changes
all relevant editorial - ED 76 and ED 77 were - The process and changes were
changes proposed returned to staff on discussed with the Task Force

February 1st Chair _
- The Program and Technical

Director reviewed all changes
proposed

- The Program and Technical
Director asserted to the IPSASB
Chair no issues were identified
in the process

10. The results of the editorial process are as follows:

(@) Allrelevant changes, including changes to enhance consistency, were made in the versions of
ED 76 and ED 77 included in this agenda item;

(b)  The Program and Technical Director reviewed all changes;

(c) The Program and Technical Director made his formal assertion to the IPSASB Chair, as part
of the normal process, that all changes were editorial in nature; and

(d)  No changes or issues beyond editorial changes were identified by the editorial group.

Agenda Item 2.2.1
Page 3
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Editorial Changes — ED 76, Conceptual Framework—-Limited-Scope Update

Question

1. Does the IPSASB agree the December editorial instructions have been reflected in ED 76?

Recommendation

2. Staff recommend actioning the IPSASB’s decisions and instructions as noted in ED 76 (see
paragraph 4).
Background

3. In December 2020, the IPSASB approved ED 76 subject to staff considering and reflecting specific
items identified by members in the December Decisions and Instructions.

Analysis

4. Staff has actioned the editorial instructions from the December meeting. The following table
summarizes these changes:

ED 76 Section

Historical Cost

Instruction

Paragraph 7.27 — review consistency
with 7.34

‘ Actioned

Yes — wording on the relevance of
depreciation, amortization and
impairment to current value
measurement bases have been
relocated Cross-references have
been added between

Current
Operational
Value

Paragraph 7.50 — review wording
related to an asset or a group of assets

Yes — reference to ‘a group of
assets’ considered unnecessary and
deleted

Paragraph 7.51 — Delete sentence
related to optimized approach to
eliminate confusion with capacity
(update paragraph for consistency with
modern equivalent asset guidance in
ED 77)

Yes — sentence deleted

Paragraph 7.51 — reinstate “value” in
first line

Yes — ‘value’ has been reinstated so
reference is to ‘current operational
value’ (staff underlining)

Paragraph 7.52 — align concept with
current operational value

Yes — following discussion staff
concluded that paragraph 7.52 did
not align with the guidance on
current operational value and that its
meaning was unclear. It has
therefore been deleted

Agenda Item 2.2.2
Page 1
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Paragraph 7.54 — work with member to | Yes — Board Sponsor and Staff
update wording on operational consider that a direct reference to
capacity in relation to income approach | the ‘income approach’ is
inappropriate as the Conceptual
Framework does not identify and
discuss specific measurement
techniques. A footnote has been
added to paragraph 7.53: “The
Alternative Views to ED 76 and ED
77 express a view that the income
approach is an inappropriate
measurement technique for current
operational value”. This approach
has been discussed with the
member who raised concerns at the
December meeting.

Paragraph 7.55 — clarify wording in Yes — ‘does’ has been amended to
paragraph to “may” 'may’ so sentence reads ‘It therefore
may not facilitate an assessment of
financial capacity. (staff underlining).

Paragraph 7.56 — reconsider overall Yes — first sentence has been
focus and wording of paragraph. In amended to clarify that subject is
particular clarify first sentence and end | ‘current operational value’. Much
paragraph on more positive note paragraph has been deleted as
(consider deleting final sentence) considered that the complexity,

subjectivity and understandability of
current operational value and the
cost to implement the measurement
basis were exaggerated.

Decision Required

5. Does the IPSASB agree with the Staff recommendation?

Agenda Item 2.2.2
Page 2
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Editorial Changes — ED 77, Measurement

Question

1. Does the IPSASB agree the December editorial instructions have been reflected in ED 77?

Recommendation

Agenda Item
2.2.3

2. Staff recommend actioning the IPSASB'’s editorial instructions as noted in ED 77 (see paragraph 4).

Background

3. In December 2020, the IPSASB approved ED 77 subject to staff considering and reflecting specific
items identified by members in the December Decisions and Instructions.

Analysis

4. Staff has actioned the editorial instructions from the December meeting. The following table
summarizes these changes:

ED 77 Section

Core Text

Instruction

Paragraph 27 — Include in BCs or AGs
explanation of how each measurement
technique applies to current
operational value

‘ Actioned

Yes — See paragraph B27, B31, and
B38 and BC46.

AGs were updated and developed to
clarify how each measurement
technique is applied to estimate
current operational value.

Paragraph 28 — delete

Yes — Paragraph deleted.

Paragraph 29 — remove “specialized”

Yes — see paragraph 24

The term “specialized” has been
removed.

Paragraph 30 — review consistency
between the measurement bases not
being based on information at the
transaction date, and transaction costs
being included in the measurement

Yes — see paragraph 25.

No change necessary. There is no
contradiction between:

- Current operational value not
being based on information at
the transaction date; and

- Including transaction costs in
current operational value.

Current operational value measures
an asset using current information
(not information at the transaction
date). The transaction costs are
based on those that would be
incurred at the measurement date,
not the transaction date.

Agenda Item 2.2.3
Page 1
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Paragraph 30a — review for
consistency with B2

Yes — see paragraph 30

No change necessary. There is no
contradiction between:

- Paragraph 30a that indicates
current operational value is an
entry value; and

- Paragraph B2 that indicates
current operational value is the
amount an entity would incur to
be able to continue to achieve is
present service delivery
objectives (i.e., repurchase the
same assets).

Review scoping of impairment
standards to include current value
measurements

Yes

No changes necessary. When the
impairment standards were issued,
assets measured at current value in
IPSAS 17 were outside of the scope
of IPSAS 21 and IPSAS 26. In 2015,
the IPSASB issued ED 57 that
proposed IPSAS 17 assets be
included in the scope of IPSAS 21
and IPSAS 26. The proposals
received support. IPSAS 21 and
IPSAS 26 now include PP&E current
value measures within their scope.

Current
Operational
Value
Application
Guidance

Paragraph B1 — revise and retain
concept of “least costly manner”

Yes — see paragraphs B18-B20

The concept of “least cost manner”
has been re-introduced.

Paragraph B1 — include concept that
the measurement is an estimate

Yes — see paragraph B1

The concept of “estimate” has been
re-introduced.

Paragraph B2 — clarify current
operational value is an entity-specific
value (consider paragraph 7.49)

Yes — see paragraph B2

Paragraph clarified this is an entity-
specific value. This is explained in
B8-B9.

Paragraph B3 — remove “in rare
circumstances”

Yes — See paragraph B38.

The reference to “in rare
circumstances” in the context of the
income approach has been
removed. Paragraph was redrafted.

Agenda Item 2.2.3
Page 2
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Paragraph B3 — relocate paragraph as
necessary

Yes — Paragraph deleted.

Paragraph B3 is deleted. Paragraph
B22 states the same message and
does so in the selection of
measurement technique section,
which is more appropriate.

Paragraph B4 — service delivery
objective could be to earn cash flows.
Since this is not the intent, consider
wording carefully throughout

Yes — See paragraph BC33 and
BC34.

Additional guidance added to explain

the service delivery objective of an
asset cannot be to earn cash.

Paragraph B4 — change example from
ministry of defense to school or
hospital

Yes — See paragraph B4.

Paragraph B4 is amended to reflect
the social policy objective of a
ministry of education.

Modern
Equivalent
Asset

Paragraph B7 — clarify what is meant
by “where appropriate”

Yes — See paragraph B33.
New paragraph added to clarify

when modern equivalent asset is not

appropriate.

Paragraph B8 — remove “permanent”

Yes — See paragraph B36.

“Permanent” was removed from the
paragraph so that all forms of
obsolescence are included.

Paragraph B8 — consider moving
modern equivalent asset guidance to
the cost approach section of the AG

Yes — See paragraphs B32-B37.

Modern equivalent asset paragraphs

moved to cost approach section.

Paragraph B8, B11, B19 and B21 —
review consistency of school example

Yes — See paragraphs B3, B4, and
B36(c).

Examples have all been updated to
be schools and hospitals.

Restrictions

Paragraph B19 — work with member to
clarify guidance around restrictions

Yes — See paragraphs B13-B17 and
BC37-BC41.

Guidance on restrictions was

updated to provide details on
application.

Paragraph B21 — develop more
appropriate example than “size of land”

Yes — See paragraph B15.

Example has been updated to
include school rather than size of
land.

Agenda Item 2.2.3
Page 3
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Current Operational Value (ED 78 and ED 77)
IPSASB Check-In Meeting (February 2021)

Decision Required

5.

Does the IPSASB agree with the Staff recommendation?

Agenda Item 2.2.3
Page 4

Agenda Item
2.2.3
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Exposure Draft 76
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Comments due: [Month XX, 2021]

Proposed International Public Sector Accounting
Standard ®

Conceptual Framework
Chapter 7, Measurement:
Update

N ~ International Public
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h_ k Standards Board®
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International Public
I P S A S B Sector Accounting
Standards Board®

This document was developed and approved by the International Public Sector Accounting Standards
Board® (IPSASB®).

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

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

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

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

Copyright © [Month and Year] by the International Federation of Accountants (IFAC). For copyright,
trademark, and permissions information, please see page [xx].
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REQUEST FOR COMMENTS

This Exposure Draft, Reporting on the Long-Term Sustainability of a Public Sector Entity’s Finances, was
developed and approved by the International Public Sector Accounting Standards Board® (IPSASB®).

The proposals in this Exposure Draft may be modified in light of comments received before being issued in
final form. Comments are requested by [DATE].

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

Objective of the ED

As part of the IPSASB’s focus on improving measurement guidance across IPSAS, this ED looks to
enhance the alignment between Chapter 7 of its Conceptual Framework and the suite of IPSAS. This ED
was developed in conjunction with ED, Measurement to maximize consistency across measurement
concepts.

Guide for Respondents

The IPSASB would welcome comments on all of the matters discussed in this ED. Comments are most
helpful if they indicate the specific paragraph or group of paragraphs to which they relate, contain a clear
rationale and, where applicable, provide a suggestion for alternative wording.

The Specific Matters for Comment requested for the ED are provided below.

Specific Matter for Comment 1:

ED 76 proposes a measurement hierarchy. Do you agree with the three-tier hierarchy?
If not, why not? How would you modify it?

Specific Matter for Comment 2:

Do you agree with the proposed inclusion of fair value as a measurement basis for assets and liabilities
with the same definition as in IFRS 13, Fair Value Measurement, in the Conceptual Framework?

If not, why not?
Specific Matter for Comment 3:

Do you agree with the proposed inclusion of current service value as a measurement basis for assets in
the Conceptual Framework?

If not, why not?
Specific Matter for Comment 4:

It is proposed to substitute a general description of value In use (VIU) in both cash-generating and non-
cash-generating contexts, for the previous broader discussion of VIU. This is because the applicability of
VIU is limited to impairments. Do you agree with this proposed change?

If not, why not? How would you approach VIU instead and why?
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Specific Matter for Comment 5:

Do you agree with the proposed deletion of the following measurement bases from the Conceptual
Framework?

» Market value for assets and liabilities
» Replacement cost for assets

* Net selling price for assets

* Cost of release for liabilities

» Assumption price for liabilities

If not, which would you retain and why?

Specific Matter for Comment 6:

Are there any other issues relating to the Measurement Chapter of the Conceptual Framework that you

would like to highlight
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EXPOSURE DRAFT 76, Conceptual Framework Chapter 7,

Measurement: Update
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CHAPTER 7: MEASUREMENT OF ASSETS AND LIABILITIES IN FINANCIAL
STATEMENTS
Introduction

7.1 This Chapter identifies the measurement concepts that guide the IPSASB in the selection of
measurement bases for IPSAS and by preparers of financial statements in selecting measurement
bases for assets and liabilities where there are no requirements in IPSAS.

The Objective of Measurement

7.2 The objective of measurement is:

To select those measurement bases that most fairly reflect the cost of services, operational capacity
and financial capacity of the entity in a manner that is useful in holding the entity to account, and for
decision-making purposes.

7.3 The selection of measurement bases for assets and liabilities contributes to meeting the objectives
of financial reporting in the public sector by providing information that enables users to assess:

. Cost of services—the cost of services provided in the period in historical or current terms;

. Operational capacity—the capacity of the entity to support the provision of services in future
periods through physical and other resources; or

. Financial capacity—the capacity of the entity to fund its activities.

7.4 The selection of measurement bases also includes an evaluation of the extent to which the
information provided achieves the qualitative characteristics while taking into account the constraints
on information in financial reports.

The Measurement Hierarchy

7.5 There are three levels of measurement:

. Measurement models
(] Measurement bases
. Measurement techniques
l Subsequent Measurement |
Models Historical Cost Model Current Value Model
| //1\‘
Bases Historical Cost Basis c”"”‘f"““““"" Cost of Fulfillment Fair Value
alue
Techniques Identified and clarified in ED 77, Measurement

7.6 Measurement models are the broad approaches for measuring assets and liabilities for inclusion in
the financial statements.
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7.7

7.8

7.9

7.10

7.11

7.12
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Under the historical cost model, assets and liabilities are measured at historically-based amounts.
Changes in value due to price changes are not reflected, except for impairments for assets and where
an obligation becomes onerous for liabilities.

Under the current value model, assets and liabilities are measured using information updated to
reflect price changes at the measurement date.

Measurement bases are specific approaches to measuring assets and liabilities under the
measurement model selected. Measurement bases provide information that best meets the
qualitative characteristics while taking into account the constraints on information in financial reports.

Initial measurement reflects the actual or estimated price of the transaction or event that gave rise to
the asset and/or liability.

Dependent on the measurement model, subsequent measurement is either at the historical cost
measurement basis or at a current value measurement basis.

Measurement techniques are methods to estimate the amount at which an asset or liability is
measured under the selected measurement basis. The selection of a measurement technique
depends on factors such as the characteristics of an asset and a liability and the availability of
observable data. Guidance on measurement techniques is provided at the standards level.

The Selection of Measurement Models and Measurement Bases

7.13

7.14

7.15

7.16

It is not possible to identify a single measurement model or measurement basis that best meets the
measurement objective at a conceptual level. Therefore, the Conceptual Framework does not
propose a single measurement basis (or combination of bases) for all transactions, events and
conditions. It provides guidance on the selection of a measurement basis for assets and liabilities in
order to meet the measurement objective. It may be necessary to select measurement bases from
different measurement models in order to meet the measurement objective.

The following measurement bases for assets are identified and discussed in terms of (a) the
information they provide about the cost of services delivered by an entity, (b) the operational capacity
and the financial capacity of an entity; and (c) the extent to which they provide information that meets
the qualitative characteristics while taking into account the constraints on information in financial
reports:

. Historical cost;
. Fair value; and
. Current operational value.

Value in use is discussed in paragraphs 7.57-7.62. It is not included in the above list of measurement
bases because its use is limited to impairment.

The following measurement bases for liabilities are identified and discussed in terms of the
information they provide about the cost of services delivered by an entity, the operational capacity
and the financial capacity of an entity, and the extent to which they provide information that meets
the qualitative characteristics while taking into account the constraints on information in financial
reports.

. Historical cost;

. Cost of fulfillment; and
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o Fair value.
Entity-Specific and Non-Entity-Specific Measures

7.17 Measurement bases may be classified according to whether they are “entity-specific” or “non-entity-
specific”. Measurement bases that are entity-specific reflect the economic and legal and other
constraints that affect the possible uses of an asset and the fulfillment of a liability by an entity. Entity-
specific measures may reflect economic opportunities that are not available to other entities and risks
to which other entities are not exposed. Non-entity-specific measures reflect general market
opportunities and risks. The decision on whether to use an entity-specific or non-entity-specific
measurement basis is taken by reference to the measurement objective and the qualitative
characteristics.

7.18 Tables 1 and 2 classify the measurement bases for assets and liabilities as entity-specific or non-
entity specific.

Table 1: Classification of Measurement Bases for Assets as Entity or Non-entity Specific

Measurement Basis | Entity or Non-entity Specific
Historical cost Entity-specific
Fair value Non-entity-specific
Current operational Entity-specific
value

Table 2: Classification of Measurement Bases for Liabilities as Entity or Non-entity Specific

Measurement Basis | Entity or Non-entity Specific
Historical cost Entity-specific
Cost of fulfillment Entity-specific
Fair value Non-entity-specific

Entry and Exit Values

7.19 Measurement bases provide either entry or exit values. For assets, entry values reflect the cost of
acquisition, construction, or development. Exit values reflect the amount derived from use of the asset
and the economic benefits from sale.

7.20 For liabilities, entry values relate to the transaction or event under which an obligation is incurred.
Exit values reflect the amount required to fulfill or transfer an obligation.

7.21 Identifying whether measurement bases provide entry or exit values supports the determination of
the approach to transaction costs. Entry-based measurement bases will normally include transaction
costs on the acquisition, construction or development of an asset and on the incurrence of a liability.
Exit-based measurement bases normally include transaction costs on sale of an asset or fulfillment
or transfer of a liability.

Level of Aggregation or Disaggregation for Measurement

7.22 In order to present assets and liabilities in the financial statements in a way that provides information
that best meets the measurement objective and achieves the qualitative characteristics, it may be
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necessary to aggregate or disaggregate them for measurement purposes. In assessing whether such
an aggregation or disaggregation is appropriate, the costs are compared with the benefits.

Measurement Bases for Assets

7.23

This section discusses the following measurement bases for assets:

. Historical cost;
o Fair value; and
. Current operational value.

Historical Cost

7.24
7.25

7.26

7.27

7.28

7.29

Historical cost is the measurement basis under the historical cost model.
Historical cost for an asset is:

The consideration given to acquire or develop an asset, which is the cash or cash equivalents, or the
value of the other consideration given, at the time of its acquisition or development.

Historical cost is an entity-specific measurement basis. Subsequent to initial measurement, the
historical cost may be allocated as an expense to reporting periods in the form of depreciation or
amortization for certain assets, as the service potential or ability to generate economic benefits
provided by such assets are consumed over their useful lives. Consistent with the historical cost
model, following initial measurement, the carrying amount of an asset is not changed to reflect
changes in prices, except where related to impairment.

Under the historical cost measurement basis, the amount of an asset may be reduced by recognizing
impairments. Impairment is the extent to which the service potential or ability to generate economic
benefits provided by an asset has diminished due to changes in economic or other conditions, as
distinct to the consumption of an asset. This involves an assessment of the recoverable amount of
an asset. Conversely, the amount of an asset may be increased to reflect the cost of additions and
enhancements (excluding price increases for unimproved assets) or other events, such as the accrual
of interest on a financial asset. Depreciation, amortization and impairment are also relevant to current
value measurement bases (see paragraph 7.34).

Cost of Services

Where historical cost is used, the cost of services reflects the amount of the resources expended to
acquire or develop assets consumed in the provision of services. Historical cost generally provides a
direct link to the transactions actually entered into by the entity. Because the costs used are those
carried forward from an earlier period without adjustment for price changes, they do not reflect the
cost of assets when the assets are consumed. As the cost of services is reported using past prices,
historical cost information will not facilitate the assessment of the future cost of providing services if
cumulative price changes since acquisition are significant. Where budgets are prepared on the
historical cost basis, historical cost information demonstrates the extent to which the budget has been
executed.

Operational Capacity

If an asset has been acquired in an exchange transaction, historical cost provides information on the
resources available to provide services in future periods, based on their acquisition cost. At the time

9
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7.30

7.31

7.32

7.33
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an asset is purchased or developed, it can be assumed that the value to the entity of its service
potential is at least as great as the cost of purchase. When depreciation or amortization is recognized,
it reflects the extent to which the service potential of an asset has been consumed. Historical cost
information shows that the resources available for future services are at least as great as the amount
at which they are stated. If an asset has been acquired in a non-exchange transaction the transaction
price will not provide information on operational capacity that meets the qualitative characteristics
while taking into account the constraints on information in financial reports.

Financial Capacity

The amount at which assets are stated in financial statements assists in an assessment of financial
capacity. Historical cost, less any accumulated impairment losses and depreciation or amortization,
can provide information on the amount of assets that may be used as effective security for
borrowings. An assessment of financial capacity also requires information on the amount that could
be received on sale of an asset and reinvested in assets to provide different services. Historical cost
does not provide this information when significantly different from current values.

Application of the Qualitative Characteristics

Paragraphs 7.28-7.30 explain the areas where historical cost provides relevant information with
confirmatory or predictive value. Application of historical cost is often straightforward, because
transaction information is usually readily available. As a result, amounts derived from the historical
cost model are generally representationally faithful in that they represent what they purport to
represent—that is, the cost to acquire, construct or develop an asset based on actual transactions.
Because application of historical cost generally reflects resources consumed by reference to actual
transactions, historical cost measures are verifiable, understandable and can be prepared on a timely
basis.

Historical cost information is comparable to the extent that assets have the same or similar acquisition
dates. Because historical cost does not reflect the impact of price changes, it is not possible to
compare meaningfully the amounts of assets that were acquired at different times when prices
differed.

In certain circumstances the application of historical cost necessitates the use of allocations—for
example where:

o Several assets are acquired in a single transaction;

. Assets are constructed by the entity itself and overheads and other costs have to be attributed;
and

. The use of a flow assumption, such as first-in-first-out, is necessary when many similar assets

are held. To the extent such allocations are arbitrary they reduce the extent to which the
resulting measurement achieves the qualitative characteristics.

Measurement Bases for Assets under the Current Value Model

7.34

Measurements under the current value model reflect the economic environment prevailing at the
reporting date. Depreciation, amortization, and impairment, which are discussed in the context of the
historical cost measurement basis in paragraphs 7.26 and 7.27, are also relevant to current value
measurement bases. Additions and enhancements may affect measurements under current
operational value and fair value.

10
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Where an asset is used for service provision and also generates economic benefits, an entity that is
using the current value model makes a judgment whether an asset is primarily held for operational
capacity or financial capacity, and selects the fair value measurement basis or the current operational
value measurement basis.

Fair Value

7.36

7.37

7.38

7.39

Fair value for assets is:

The price that would be received to sell an asset in an orderly transaction between market
participants at the measurement date.

Fair value is appropriate where the asset is being held primarily for its ability to generate economic
benefits or with a view to sale. The extent to which fair value meets the objectives of financial reporting
and the information needs of users partially depends on the quality of the market evidence. Market
evidence, in turn, depends upon the characteristics of the market in which the asset is traded.

In principle, fair value measurements provide useful information because they fairly reflect the value
of the asset to the entity. In an orderly market (see paragraph 7.40), the asset cannot be valued less
than fair value, as disregarding transaction costs, the entity can obtain that amount by selling the
asset, and cannot be valued more than fair value, as the entity can obtain the same ability to generate
economic benefits by purchasing the same asset.

The usefulness of fair value is more questionable when the assumption that markets are orderly does
not hold. In such circumstances it cannot be assumed that the asset may be sold for the same price
as that at which it can be acquired. Although the purchase of an asset provides evidence that the
value of the asset to the entity is at least as great as its purchase price at that time, operational factors
may mean that the value to the entity may be greater. Hence, fair value may not reflect the value to
the entity of the asset, represented by its operational capacity. Therefore, fair value may not be useful
for operational assets that an entity intends to continue to use for service delivery.

Orderly Markets

7.40

Orderly markets have the following characteristics:
e There are no barriers that prevent the entity from transacting in the market;
. There is sufficient frequency and volume of transactions to provide price information; and

o There are many well-informed buyers and sellers acting without compulsion, so there is
assurance of “fairness” in determining current prices—including that prices do not represent
distress sales.

An orderly market is one that is run in a reliable, secure, accurate and efficient manner. Such markets
deal in assets that are identical and therefore mutually interchangeable, such as commodities,
currencies and securities where prices are publicly available. In practice few, if any, markets fully
exhibit all of these characteristics, but some may approach an orderly market.

Fair value where it cannot be assumed that markets are orderly

7.41

Markets for assets that are unique and rarely traded are unlikely to be orderly: any purchases and
sales are individually negotiated, and there may be a large range of prices at which a transaction
might be agreed. Therefore, participants will incur significant costs to purchase or to sell an asset.
Where markets are not orderly, it is necessary to use a measurement technique to estimate the price

11
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at which an orderly transaction to sell the asset would take place between market participants at the
measurement date under current market conditions. Such measurement technique requires inputs
that are directly or indirectly observable, where possible, or unobservable where observable inputs
cannot be identified. Measurement techniques are determined at the standards level.

7.42 Fair value permits a return on assets to be reported. However, public sector entities for which the
IPSASB develops and maintains standards do not generally carry out activities with the primary
objective of generating profits, and services are often provided in non-exchange transactions or on
subsidized terms. Consequently, there may be limited relevance in a reported return derived from fair
value.

Cost of Services

7.43 Fair value reflects the asset’s ability to generate economic benefits and the price expected to be
received on sale. Therefore, it provides less useful information for the cost of services than current
operational value, which reflects the value of an asset in its current use.

Operational Capacity

7.44 The usefulness of information on the fair value of assets held to provide services is limited. If fair
value is significantly lower than historical cost, fair value is likely to be less relevant than the historical
cost of such assets in providing information on operational capacity—fair value is also likely to be
less relevant than current operational value.

Financial Capacity

7.45 An assessment of financial capacity requires information on an asset’s ability to generate economic
benefits and the amount that would be received on sale of an asset. This information is provided by
fair value. Fair value is therefore an appropriate measurement basis where assets are held for sale
or where assets previously held for their operational capacity are surplus to operational requirements.

Application of the Qualitative Characteristics

7.46 Values determined in orderly markets can be readily used for financial reporting purposes. The
information will meet the qualitative characteristics—that is it will be relevant, representationally
faithful, understandable, comparable, and verifiable. Because it can be prepared quickly, such
information is also likely to be timely.

7.47 The extent to which fair value measurements meet the qualitative characteristics will decrease as the
quality of market evidence diminishes and the determination of such values relies on estimation
techniques. As indicated above, fair value is only likely to be relevant to assessments of financial
capacity and not to assessments of the cost of services and operational capacity.

Current Operational Value

7.48 Current operational value is:

The value of an asset used to achieve the entity’s service delivery objectives at the measurement
date.

7.49 Current operational value reflects the following characteristics. It:

. Is based on an asset’s current use;

12
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. Assumes that an asset will continue to be used for service delivery rather than being sold; and

. Is entity specific and therefore reflects the economic position of the entity, rather than the
perspective of a market participant. For example, the current operational value of a vehicle
may be less for an entity that usually acquires a large number of vehicles in a single transaction
and is regularly able to negotiate discounts than for an entity that purchases vehicles
individually.

7.50 An asset supports an entity in achieving its present service delivery objectives in its current use.
‘Current use’ is the current way an asset is used. Current use generally reflects the policy objectives
of the entity operating the asset.

7.51 Current operational value measures the value of an asset, or assets, in supporting the achievement
of an entity’s present service delivery objectives.

Cost of Services

7.52 The costs of services are reported in current terms when based on current operational value. Thus,
the amount of assets consumed is related to the value of the assets at the time they are consumed—
and not, as with historical cost, at the time they were acquired. This provides a valid basis for a
comparison between the cost of services and the amount of taxes and other revenue received in the
period—which are generally transactions of the current period and measured in current prices—and
for assessing whether resources have been used economically and efficiently. It also provides a
useful basis for comparison with other entities that report on the same basis, as asset values will not
be affected by different acquisition dates, and for assessing the cost of providing services in the future
and future resource needs, as future costs are more likely to resemble current costs than those
incurred in the past, when prices were different.

Operational Capacity

7.53 As indicated above, current operational value provides a useful measure of the resources available
to provide services in future periods, as it is focused on the current value of assets and their service
potential to the entity.*

Financial Capacity

7.54 Current operational value does not provide information on an asset’s ability to generate economic
benefits or the amounts that would be received on its sale. It therefore may not facilitate an
assessment of financial capacity.

Application of the Qualitative Characteristics

7.55 Current operational value focuses on the value of an asset in supporting the achievement of an
entity’s current service delivery objectives and therefore provides information that is both relevant
and faithfully representative.

7.56 Current operational value information is comparable within an entity as assets that provide equivalent
service potential are stated at similar amounts, regardless of when those assets were acquired.
Different entities may report similar assets at different amounts, because current operational value is

! The Alternative Views to ED 76 and ED 77 express a view that the income approach is an inappropriate measurement technique for
current operational value.
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an entity-specific measure that reflects the opportunities for replacing service potential that are
available to the entity. These opportunities may be the same or similar for different public sector
entities. Where they are different, the economic advantage of an entity that is able to acquire assets
more cheaply is reported in financial statements through lower asset values and a lower cost of
services. This approach reduces inter-entity comparability, but reinforces the ability of current
operational value to provide relevant and faithfully representative information. The extent to which
current operational value measures meets the qualitative characteristics of timeliness,
understandability and verifiability depends on the nature of the asset and the estimation techniques
used.

Value in Use

7.57
7.58

7.59

7.60

7.61

7.62

Value in use is applicable for assessments of impairments.

Value in use of a cash-generating asset is the present value of the estimated future cash flows
expected to be derived from the continuing use of the asset and from its disposal at the end of its
useful life. This requires the discounting of cash flows to a present value. Such requirements and
guidance are provided at the standards level.

Value in use of a non-cash-generating asset is the asset’s remaining service potential at the
measurement date. The estimation of service potential requires the use of techniques, which are
dependent on the nature of the asset and, because of its applicability to impairment, the indicator of
impairment. Such guidance is provided at the standards level.

Value in use for cash-generating assets is complex and subjective, as it requires the projection of
cash flows from an entity perspective. Further complexity arises where assets are deployed in
combination with other assets. In such cases, value in use can be estimated only by calculating the
present value of the cash flows of a group of assets, rather than discretely, and then making an
allocation to individual assets. Such allocations may be arbitrary, which may have an adverse impact
on faithful representation.

Value in use for non-cash-generating assets is also complex, as it requires the use of surrogate
measurement bases or techniques in order to provide entity-specific estimates of an asset’s
remaining service potential.

Paragraph 7.35 discusses the situation where an asset is used for service provision and also
generates economic benefits, noting that an entity that is using the current value model makes a
judgment whether an asset is primarily held for operational capacity or financial capacity, and selects
the fair value measurement basis or the current operational value measurement basis. This factor
and the complexity and subjectivity discussed above mean that value in use in both a cash-generating
and non-cash-generating context is likely to be applicable only to accounting for losses or reversals
of losses related to impairment.

Measurement Bases for Liabilities

7.63

This section discusses the measurement bases for liabilities. This section does not repeat all the
discussion in the section on assets. It considers the following measurement bases:

. Historical cost;
) Cost of fulfillment; and
) Fair value.
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Historical Cost

7.64

7.65

7.66

7.67

Historical cost for a liability is:

The consideration received to assume an obligation, which is the cash or cash equivalents, or the
value of the other consideration received, at the time the liability is incurred.

Under the historical cost model initial measures are adjusted by using a technique to reflect factors
such as the accrual of interest, the accretion of a discount or amortization of a premium.

Where the time value of a liability is material — for example, where the length of time before
settlement falls due is significant—the amount of the future payment is discounted so that, at the time
a liability is initially measured, it represents the value of the amount received. The difference between
the amount of the future payment and the present value of the liability is amortized over the life of the
liability, so that the liability is stated at the amount of the required payment when it falls due.

The advantages and drawbacks of using the historical cost measurement basis for liabilities are
similar to those that apply in relation to assets. Historical cost is appropriate where liabilities are likely
to be settled at stated terms. However, historical cost cannot be applied for liabilities that do not arise
from a transaction, such as a liability to pay damages for a tort or civil damages. It is also unlikely to
provide relevant information where the liability has been incurred in a non-exchange transaction,
because it does not provide a faithful representation of the claims against the resources of the entity.
It is also difficult to apply historical cost to liabilities that may vary in amount, such as those related to
defined benefit pension liabilities.

Cost of Fulfillment

7.68

7.69

7.70

7.71

7.72

7.73

Cost of fulfillment is:

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

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

Where fulfillment requires work to be done—for example, where the liability is to rectify environmental
damage—the relevant costs are those that the entity will incur. This may be the cost to the entity of
doing the remedial work itself, or of contracting with an external party to carry out the work. However,
the costs of contracting with an external party are only relevant where employing a contractor is the
least costly means of fulfilling the obligation.

Where fulfillment will be made by the entity itself, the fulfillment cost does not include any surplus,
because any such surplus does not represent a use of the entity’s resources. Where fulfillment
amount is based on the cost of employing a contractor, the amount will implicitly include the profit
required by the contractor, as the total amount charged by the contractor will be a claim on the entity’s
resources—this is consistent with the approach for assets, where current operational value would
include the profit required by a supplier, but no profit would be included in the current operational
value for assets that the entity would replace through self-construction.

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

Cost of fulfillment is generally relevant for measuring liabilities except in the circumstances where:
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. The entity can obtain release from an obligation at a lower amount than cost of fulfillment; or

. A liability is assumed for consideration, and that consideration is higher than the cost of
fulfillment and the amount to obtain release from an obligation.

Fair Value

7.74

7.75

Fair value for liabilities is:

The price that would be paid to transfer a liability in an orderly transaction between market
participants at the measurement date.

The advantages and disadvantages of fair value for liabilities are the same as those for assets. Such
a measurement basis may be appropriate, for example, where the liability is attributable to changes
in a specified rate, price or index quoted in an orderly market. However, in cases where the ability to
transfer a liability is restricted and the terms on which such a transfer might be made are unclear the
case for fair value, is significantly weaker. This is particularly the case for liabilities arising from
obligations in non-exchange transactions, because it is unlikely that there will be an orderly market
for such liabilities.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, the Conceptual Framework.

Background to Development of Chapter 7 the Conceptual Framework and its Updating

BC7.1

BC7.2

The Conceptual Framework for General Purpose Financial Reporting by Public Sector Entities (The
Conceptual Framework) was approved in September 2014. The development of the Conceptual
Framework included a number of consultation papers and exposure drafts. On approval the
IPSASB did not commit to a review of the Conceptual Framework within a specified timeframe.
Although views were expressed that the Conceptual Framework should be a ‘living document’
subject to regular updates there was a broader view that it should be allowed to ‘bed down’ for a
significant period. Over-frequent amendments to the Conceptual Framework also undermine the
accountability that it imposes on the IPSASB in explaining approaches developed at the standards
level.

In 2018, after having been applied in standards development for over three years, the IPSASB
considered that a limited review of certain aspects of the Conceptual Framework would be
appropriate. The IPSASB’s project on Measurement was a principal factor in this view. In addition,
the International Accounting Standards Board (IASB) was about to issue its finalized Conceptual
Framework with post-2014 developments on measurement of potential relevance to the public
sector. The IPSASB therefore proposed a limited-scope update project in its Strategy and Work
Plan Consultation in 2018. The proposed project received significant support from respondents for
the reasons outlined by the IPSASB. The IPSASB initiated the project in March 2020.

The Role of Measurement in the Conceptual Framework

BC7.3

The IPSASB decided that the initial focus of the 2014 Conceptual Framework should be on
measurement of the elements for the financial statements in order to put future standard setting
activities for the financial statements on a sound and transparent footing. While a few respondents
to the Consultation Paper, Measurement of Assets and Liabilities in Financial Statements (the
Consultation Paper), questioned this approach, the IPSASB considered that the original rationale
for restricting the scope of this phase was sound and reaffirmed it. The Limited Scope Update
initiated in 2020 did not reopen this issue.

The Objective of Measurement

BC7.4

BC7.5

In developing the 2014 Conceptual Framework the IPSASB considered whether a specific
measurement objective should be developed. The IPSASB initially took the view that a separate
measurement objective was unnecessary, because a measurement objective might compete with,
rather than complement, the objectives of financial reporting and the qualitative characteristics.
Accordingly, the 2013 Exposure Draft, Measurement of Assets and Liabilities in Financial
Statements (the Exposure Draft), proposed factors relevant to the selection of a measurement
basis consistent with the objectives of financial reporting and the qualitative characteristics, but did
not include a measurement objective.

Consistent with this approach the Exposure Draft proposed that the Conceptual Framework would
not seek to identify a single measurement basis (or combination of bases) for all circumstances.
The IPSASB acknowledged that proposing a single measurement basis to be used in all
circumstances would clarify the relationship between different amounts reported in the financial
statements—in particular, it would allow the amounts of different assets and liabilities to be
aggregated to provide meaningful totals. However, the IPSASB is of the view that there is no single
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measurement basis that will maximize the extent to which financial statements meet the objectives
of financial reporting and achieve the qualitative characteristics.

The Exposure Draft included an Alternative View which proposed a measurement objective on the
grounds that a Conceptual Framework that does not connect the objective of measurement with
the objectives of financial reporting is incomplete and would limit the ability of the IPSASB to make
consistent decisions about measurement across financial reporting standards and over time.
Further, in the absence of a measurement objective, the Alternative View considered that there is
a risk that different and/or inappropriate measurement bases could be used to measure similar
classes of assets and liabilities. The Alternative View proposed the following measurement
objective:

To select those measurement attributes that most fairly reflect the financial capacity, operational
capacity and cost of services of the entity in a manner that is useful in holding the entity to account,
and for decision-making purposes.

Many respondents, while generally in favor of the approach in the Exposure Draft, supported the
Alternative View. The IPSASB also acknowledged the view that the Conceptual Framework’s
approach to measurement should be aspirational and that the Conceptual Framework should
identify a single measurement basis underpinned by an ideal concept of capital®>.. The IPSASB
accepts that the operating capability concept is relevant and could be developed for public sector
entities with a primary objective of delivering services. However, adoption of such a measurement
objective involves a virtually explicit acknowledgement that current cost measures are superior to
historical cost measures in representing operational capacity when financial position is reported.
For the reasons discussed in paragraphs BC7.20-BC7.24, the IPSASB considers that historical
cost measures often meet the measurement objective and therefore should be given appropriate
emphasis in the Conceptual Framework.

Subsequently the IPSASB was persuaded by the views of those who argue that a measurement
objective is necessary in order to guide standard-level decisions on the selection of measurement
bases. However, the IPSASB noted that assets and liabilities contribute to the financial
performance and financial position of entities in different ways and that such an assessment should
be based on the extent to which they contribute to financial capacity and operational capacity. The
IPSASB concluded that linking a measurement basis to an ideal concept of capital might unduly
restrict the choice of measurement bases. The IPSASB therefore rejected the view that adoption
of the measurement objective should be based on an ideal concept of capital and reaffirmed its
view that a mixed measurement approach is appropriate for standard setting in the public sector.

The IPSASB considered whether the measurement objective proposed in the Alternative View was
appropriate. Some argued that the proposed measurement objective was too aligned to current
value measures. However, the IPSASB formed a view that the reference to “cost of services”
provides a sufficient link to historical cost, because the cost of services can be determined using
both historical cost and current value measures. The IPSASB therefore adopted the following
measurement objective with only a minor modification from that proposed in the Alternative View:

To select those measurement bases that most fairly reflect the cost of services, and operational
capacity and financial capacity of the entity in a manner that is useful in holding the entity to
account, and for decision-making purposes.

2 Such concepts of capital include invested money capital, current cash equivalents and operating capability.
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BC7.10 The IPSASB also noted that the disadvantages of using different measurement bases may be
minimized by:

e Selecting different measurement bases only where this is justified by economic circumstances,
thereby ensuring that assets and liabilities are reported on the same basis where
circumstances are similar; and

e Requiring transparent presentation and disclosure to ensure that the measurement bases used
and the amounts reported on each basis are clear.

BC7.11 The IPSASB reaffirmed the need for a measurement objective and the existing wording in the
Limited Scope Update project.

The Measurement Hierarchy

BC7.12 Chapter 7 of the 2014 version of the Conceptual Framework did not explicitly identify measurement
levels. The IASB’s Conceptual Framework for Financial Reporting distinguishes three
measurement levels:

(@) Measures or Categories of Measurement Bases (the latter term is used in Basis for
Conclusions).

(b) Measurement Bases.
(c) Measurement Techniques.

BC7.13 The IPSASB considered that distinguishing different levels, and building on the IASB’s approach,
would provide an analytical framework to inform the development of measurement requirements
and guidance. Because the distinction between measures and measurement bases might be
ambiguous the following three levels were adopted for the Conceptual Framework and Exposure
Draft 77, Measurement:

(a) Measurement Models: are broad approaches to measuring assets and liabilities for inclusion
in the financial statements.

(b) Measurement Bases: are specific approaches to measuring assets and liabilities that provide
the information that best meets the qualitative characteristics under the model selected.

(c) Measurement Technigues: are methods to estimate the amount at which an asset or liability
is measured under the selected measurement basis.

BC7.14 In identifying measurement models and measurement bases the IPSASB reaffirmed the view in
the 2014 version of the Conceptual Framework that there is not a single measurement basis that
best meets the measurement objective, and, consistent with this view, that there is not one model
that best meets the measurement objective. Consequently, the IPSASB identified the historical cost
model as one of the two models. and retained historical cost as a measurement basis for both
assets and liabilities.

BC7.15 The IPSASB considered whether to identify and discuss measurement techniques in the
Conceptual Framework. The IPSASB concluded that a detailed analysis of measurement
techniques is not appropriate for the Conceptual Framework and that guidance should be provided
at standards level. Therefore, in its discussion of the measurement hierarchy, the Conceptual
Framework explains that measurement techniques are needed to operationalize current value
measurement bases. However, the Conceptual Framework does not identify or analyze specific
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techniques. Exposure Draft 77, Measurement, discusses measurement techniques in more detalil
and provides draft application guidance.

Entity-Specific and Non-Entity-Specific Values, Observability in a Market, Entry and Exit Values

BC7.16 The 2014 Conceptual Framework classified measurement bases as: (i) entity or non-entity
specific,(ii) whether they provide information that is observable in an orderly market; and (iii)
whether they provide entry or exit values. The IPSASB considered that the distinction between
entity and non-entity specific measurement bases and the relationship with the measurement
objective and qualitative characteristics is robust. It indicates whether measurement bases reflect
the expectations of market participants and impacts the selection of a measurement basis.

BC7.17 The IPSASB decided that the characteristic of observability in a market is relevant to selection of a
measurement technique once a measurement basis has been selected, rather than directly to the
measurement basis itself. Consistent with the conclusion in paragraph BC7.15 that detailed
guidance on measurement techniques is more appropriately addressed at standards level, the
IPSASB decided not to retain a discussion of observability in a market in the Conceptual
Framework, but to refer to the ‘availability of observable data’ as an example of a factor in selection
of a measurement technique.

BC7.18 Entry values reflect the cost of acquisition, while exit values reflect the amount that an entity derives
from use of the asset and its disposal. For liabilities, entry values reflect the amount at which a
liability is incurred and exit values reflect the amount to fulfill a liability. In rarer cases, entry values
reflect the amount at which a liability is assumed and exit values reflect the amount to release an
entity from an obligation.

BC7.19 The IPSASB is of the view that the key factor in selection of a measurement basis is the
measurement objective; in particular, whether an asset is primarily held for its operational or
financial capacity and the characteristics of a liability. The IPSASB concluded that the distinction
between entry and exit values is useful in deciding whether a measure includes transaction costs,
and, if so, whether on acquisition or disposal of an asset or the incurrence or disposal/settlement
of a liability. The Conceptual Framework therefore includes a high-level discussion on entry and
exit values, but does not classify measurement bases as entry or exit.

Measurement Bases for Assets
Historical Cost

BC7.20 Historical cost is a measurement basis applied in many jurisdictions. Many respondents to the
Consultation Paper and the Exposure Draft that preceded the 2014 version of the Framework
advocated the continued widespread use of historical cost as a measurement basis, mostly in
combination with other measurement bases. They supported this view by reference to the
accountability objective and the understandability and verifiability of historical cost information.
They also noted that, because historical cost is widely adopted in combination with other
measurement bases, its continued use avoids the costs that would arise if a future revision of a
current standard that requires or permits historical cost were to require the use of a different
measurement basis.

BC7.21 Some respondents considered that historical cost information provides a highly relevant basis for
the reporting of the cost of services because the link between historical cost and the transactions
actually undertaken by the entity is particularly important for an assessment of accountability. In
particular, historical cost provides information that resource providers can use to assess the
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fairness of the taxes they have been assessed, or how the resources that they have otherwise
contributed in a reporting period have been used.

BC7.22 The IPSASB agreed that, in many contexts, it is relevant to provide information on the transactions
actually carried out by the entity, and accepted that users are interested in the cost of services
based on actual transactions. Historical cost provides information on what services actually cost in
the reporting period, rather than what they will cost in the future; pricing decisions based on
historical cost information may promote fairness to consumers of services.

BC7.23 The IPSASB also acknowledged the views of those who consider that the use of historical cost
facilitates a comparison of actual financial results and the approved budget. The IPSASB accepts
that budgets may often be prepared on a historical cost basis and that where this is the case
historical cost enhances comparison against budget.

BC7.24 The IPSASB also acknowledged a contrary view: that assessing and reporting the cost of providing
services in terms of the value that has been sacrificed in order to provide those services provides
useful information for both decision making and accountability purposes. Because historical cost
does not reflect the value of assets at the time they are consumed, it does not provide information
on that value in circumstances where the effect of price changes is significant. The IPSASB
concluded that it is important that the Conceptual Framework responds to both these contrasting
perspectives.

Fair Value

BC7.25 Shortly before the 2014 Conceptual Framework was finalized the IASB approved IFRS 13, Fair
Value Measurement. IFRS 13 adopted an explicitly exit-based definition of fair value. This differed
from the definition of fair value in the IPSASB’s literature, which was aligned with the pre-IFRS 13
definition of fair value. The IPSASB decided to rename its fair value definition as ‘market value’.
The aim was to avoid two global standard setters using the term ‘fair value’ with different definitions
in future standards development. Unlike the revised IASB definition of fair value, market value could
be appropriate for non-specialized physical assets held for operational capacity as well as assets
held for financial capacity. Since 2014 the IPSASB’s standards-level work, especially that on
financial instruments, has led the IPSASB to conclude that a non-entity-specific current value
measurement basis is hecessary for both assets and liabilities. This view was reflected in IPSAS
41, Financial Instruments, and in the illustrative exposure draft in Consultation Paper,
Measurement. The updated measurement chapter therefore includes fair value for both assets and
liabilities.

Current Operational Value

BC7.26 The 2014 Conceptual Framework included replacement cost as a current value measurement
basis, envisaging that it would be appropriate for specialized assets. As noted in paragraph BC7.25
the IASB adopted a revised exit-based definition of fair value in IFRS 13 —subsequently reflected
in the IASB’s 2018 Conceptual Framework. The IPSASB has adopted that term and definition at
standards level and is proposing adoption of the term and definition in the Conceptual Framework.
The cost approach, a measurement technique for fair value, has some similarities to replacement
cost. These factors necessitated a reassessment of current value measurement bases in order to
develop a measurement basis that can be applied to all assets held primarily for operational
capacity.
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BC7.27 The 1ASB’s 2018 Framework included current cost as a measurement basis for both assets and
liabilities. The IPSASB considered whether current cost should be adopted as a current value
measurement basis for assets that are primarily held for operational capacity (see below paragraph
BC7.68 for a discussion of current cost for liabilities). The IPSASB formed a view that a
measurement basis similar to current cost is relevant in a public sector context for both specialized
assets and non-specialized held for operational capacity. However, rather than the cost of an
equivalent asset in the IASB’s definition of current cost the IPSASB formed a view such a
measurement basis should reflect an asset’s existing use in delivering services. The IPSASB
decided to use the term ‘current operational value’ for this measurement basis. Current operational
value is a versatile measurement basis. For non-specialized assets, it can be supported by directly
market-based measurement techniques with similarities to market value. For specialized assets,
measurement techniques to determine the value of the asset may be applied. The updated
Conceptual Framework therefore includes current operational value as a measurement basis for
assets primarily held for operational capacity.

Measurement Bases and Approaches for Assets not included in the Updated Conceptual
Framework

BC7.28 The following measurement bases and approaches for assets in the 2014 Conceptual Framework
have not been included in the updated version:

e Market value;
¢ Replacement cost;
e Net selling price; and
e \Value in use.
BC7.29 The following measurement bases were considered for inclusion and rejected:
e Symbolic value;
e Synergistic value; and
e Equitable value.

BC7.30 In developing the 2014 Conceptual Framework the IPSASB also considered and rejected the
Deprival Value Model, which is an approach to selection of a measurement basis, rather than a
measurement basis in its own right.

Market Value

BC7.31 In light of the decision to include fair value and current operational value as measurement bases
under the current value model, the IPSASB considered whether it was necessary to retain market
value as a measurement basis for assets. The IPSASB considered that fair value is the current
value measurement basis that best meets the measurement objective where assets are held for
financial capacity and for determining the amount of a liability that can be transferred to a third party
under current market conditions. Current operational value is the current value measurement basis
that best meets the measurement objective where assets are held for operational capacity,
because it does not include a ‘highest and best use’ market-based assumption, and, as an entity-
specific measurement basis, does not reflect the expectations of market participants. The IPSASB
therefore concluded that it was not necessary to retain market value. Market-based techniques can
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be used to operationalize the fair value and current operational value measurement bases. Such
decisions are made at the standards level.

Replacement Cost
BC7.32 Replacement cost was defined in the 2014 Conceptual Framework, as:

The most economic cost required for the entity to replace the service potential of an asset (including
the amount that the entity will receive from its disposal at the end of its useful life) at the reporting
period).

BC7.33 In light of the decision to include current operational value as the most appropriate current value
measurement basis for operational assets, IPSASB considered whether it was necessary to retain
replacement cost as a measurement basis. The IPSASB considered that the rationale for including
replacement cost as a measurement basis in the 2014 Conceptual Framework is robust, in
particular that an appropriate measurement basis for specialized assets should provide information
on the cost of service potential that is attributable to the asset. As noted above, current operational
value is a more versatile measurement basis, as it can be applied to both specialized and non-
specialized assets. Measurement techniques can be selected appropriate to the nature of the
asset. The focus on identifying the service potential provided by an asset ensures that the rationale
for replacement cost in the 2014 Conceptual Framework is sustained in the updated Conceptual
Framework.

Net Selling Price

BC7.34 Net selling price is an entity-specific measurement basis that was defined in the 2014 Conceptual
Framework as:

The amount that the entity can obtain from sale of the asset, after deducting the costs of sale.

BC7.35 In its project on non-current assets and discontinued operations, the IPSASB considered whether
net selling price should be included as an alternative measure to fair value less costs to sell in
determining the recoverable amount of assets held for disposal where a disposal is on negotiated
rather than market terms. The IPSASB rejected inclusion of net selling price, largely on
accountability grounds, concluding that fair value is more appropriate for the determination of the
recoverable amount of an asset, as it generally meets the qualitative characteristics of financial
reporting better than net selling price.

BC7.36 The IPSASB acknowledged the case for an entity-specific, current value measurement basis for
assets, as an alternative to fair value where there is not an orderly market, such as a distressed or
negotiated sale. In some jurisdictions events such as financial crises and pandemics have
increased the likelihood of such sales. Disposal values will be affected by the impact of such events
on general market conditions and therefore reflected in fair value measurements. Aside from
general price effects, when disposal is estimated to be below fair value it is important that the impact
of such a decision on an entity’s financial position and financial performance is made fully
transparent by disclosing the extent of the losses likely to be made on sale. This can be achieved
by showing the difference between an asset’s fair value and the sale price. The IPSASB concluded
that, in light of the limited information provided by net selling price, its retention in the IPSASB
Conceptual Framework was unnecessary. Net selling price and net realizable value, which is very
similar, may be specified at standards-level, as is currently the case for net realizable value in
IPSAS 12, Inventories.
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Value in Use

BC7.37 The IPSASB considered whether to retain value in use as a current value measurement basis for
assets in the Conceptual Framework.

BC7.38 The IPSASB noted that the definition in the 2014 Conceptual Framework was not fully consistent
with that in the IASB’s Conceptual Framework, because it is not limited to the cash-generating
context and includes a reference to ‘service potential’®. In its standards development since
approval of the Conceptual Framework the IPSASB has placed increased emphasis on the
consistent use of terminology and definitions by global standard setters.

BC7.39 The IPSASB acknowledged the importance of value in use in assessments of impairment gains or
losses. The IPSASB also noted that value is use requires complex and subjective projections of
cash flows generated by an asset or of the service potential provided by an asset. Complexity
increases where assets generate cash flows in combination with other assets.

BC7.40 The IPSASB acknowledged that some assets both generate cash flows and are used in the delivery
of services. In such circumstances the IPSASB reaffirmed that, for financial reporting purposes,
preparers of financial statements need to make a professional judgment of the primary purpose for
which an asset is held. Under the current value model, where assets are primarily held for
operational capacity, current operational value is applied; where assets are primarily held for
financial capacity fair value is applied. The continued applicability of value in use is therefore likely
to be limited to impairment.

BC7.41 In light of the above factors the IPSASB decided to replace the definition of value in use with a
limited discussion in paragraphs 7.57-7.62 of the updated Chapter.

Symbolic Values

BC7.42 In some jurisdictions certain assets are recognized on the statement of financial position at
symbolic values, typically one unit of the presentation currency. This treatment is adopted in order
to recognize assets on the face of the statement of financial position when it is difficult to obtain a
valuation. Supporters of symbolic values consider that they provide useful information to users of
financial statements and facilitate a linkage between asset management and accounting
processes.

BC7.43 The IPSASB acknowledged that such an approach is intended to provide useful information.
However, in the development of the 2014 Conceptual Framework the majority of IPSASB members
took the view that symbolic values do not meet the measurement objective, because they do not
provide relevant information on financial capacity, operational capacity or the cost of services. The
majority of the IPSASB concluded that the decision whether to recognize an item as an asset should
be made following an assessment of whether the item meets the definition of an asset and
recognition criteria in Chapter 5, Elements in Financial Statements, and Chapter 6, Recognition in
Financial Statements. The IPSASB did not further consider the issue of symbolic values in the
Limited Scope Update project.

3 The definition of value in use in paragraph 7.58 of the 2014 Conceptual Framework was The present value to the entity of the asset’s
remaining service potential or ability to generate economic benefits if it continues to be used, and of the net amount that the
entity will receive from its disposal at the end of its useful life.
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Equitable Value and Synergistic Value

BC7.44 The IPSASB considers that the development of conceptual and standards-level projects evaluates
the requirements and guidance in International Valuation Standards (IVS) and Government
Finance Statistics. In its Limited Scope Update project, the IPSASB evaluated two concepts in IVS
as potential measurement bases in the Conceptual Framework—equitable value and synergistic
value.

BC7.45 IVS defines equitable value as the estimated price for the transfer of an asset or liability between
identified knowledgeable and willing parties that reflects the respective interests of those parties.

BC7.46 IVS defines synergistic value as the result of a combination of two or more assets or interests where
the combined value is more than the sum of the separate values.

BC7.47 Equitable value has similarities to net selling price and synergistic value relates to unit of account.
The IPSASB considered net selling price in the limited scope update of the Conceptual Framework
and decided not to retain this measurement basis (see above paragraphs BC7.34-BC7.36). The
IPSASB plans work on unit of account in the second phase of the Limited Scope Update. The
IPSASB therefore concluded that including equitable value and synergistic value as specific
measurement bases in the Conceptual Framework was unnecessary.

Deprival Value Model

BC7.48 The 2011 Conceptual Framework Consultation Paper, Measurement of Assets and Liabilities in
Financial Statements, discussed the deprival value model as a rationale for selecting a current
value measurement basis. Some respondents expressed reservations—in particular that the model
would be costly and impose a disproportionate burden on preparers to have to consider a number
of possible measurement bases for each asset that is reported. A number of respondents also
considered that it is overly complex. A view was also expressed that the deprival value model
unduly exaggerates the qualitative characteristic of relevance and neglects the other qualitative
characteristics.

BC7.49 Although the IPSASB recognized that the deprival value model has been adopted successfully in
some jurisdictions, the IPSASB acknowledged such reservations in whole or part. The IPSASB
therefore included the deprival value model in the 2013 Conceptual Framework Exposure Draft,
Measurement of Assets and Liabilities in Financial Statements, during development of the 2014
Conceptual Framework as an optional method of choosing between replacement cost, net selling
price, and value in use where it had been decided to use a current measurement basis, but the
appropriate basis could not be identified by reference to the objectives of financial reporting and
the qualitative characteristics.

BC7.50 Although a minority of respondents to the 2013 Conceptual Framework Exposure Draft were highly
supportive of the deprival value model, many respondents continued to express reservations about
the model's complexity. The IPSASB also acknowledged a technical ambiguity in the deprival value
model—if net selling price is higher than replacement cost a development opportunity might be
indicated and that users should be provided with this information, which the deprival value model
would not do. Due to these factors the IPSASB decided not to include the deprival value model in
the Conceptual Framework. The deprival value model was not considered in the Limited Scope
Update.
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Measurement Basis for Liabilities in the Updated Conceptual Framework
Fair Value

BC7.51 Paragraph BC7.25 discusses the inclusion of fair value for assets in the updated Conceptual
Framework. Consistent with the analysis for assets the IPSASB decided that fair value is an
appropriate measurement basis for many liabilities depending on their characteristics. The updated
measurement chapter therefore includes fair value for liabilities.

Cost of Fulfillment*
BC7.52 The 2014 Conceptual Framework, in paragraph 7.74, defined cost of fulfilment as:

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

BC7.53 In its 2018 Framework the IASB included fulfilment value defined as:

The present value of the cash, or other economic resources, that an entity expects to be obliged to
transfer as it fulfils a liability.

BC7.54 In light of this development the IPSASB considered whether to (a) adopt the term ‘fulfilment value’
rather than cost of fulfillment while retaining the original definition of cost of fulfilment (b) adopt the
term ‘fulfilment value’ and the definition in the IASB Framework; or (c) another approach.

BC7.55 A number of respondents to the IPSASB’s 2019 Consultation Paper, Measurement, pointed out
that fulfilment value reflects a risk premium, whereas cost of fulfillment is silent on risk premia. A
risk premium, which is also known as a risk margin or risk adjustment, is the price for bearing the
uncertainty inherent in the cash flows. The IPSASB concluded that using the term ‘fulfilment value’
with a definition different to that of the IASB was inappropriate. The IPSASB also decided that the
inclusion of a risk premium should be determined at the standards level.

BC7.56 The IPSASB concluded that the existing definition of cost of fulfillment should be retained. The
IPSASB acknowledged that the term itself is similar to fulfilment value, but concluded that provided
it is clear that cost of fulfilment does not imply inclusion of a risk premium the term should be
retained with its existing definition rather than adopting a new term such as ‘cost of settlement’.

BC7.57 The IPSASB also considered whether the definition should retain the assumption that the
obligations represented by the liability are fulfilled in the least costly manner. The IPSASB
acknowledged the view that there may be circumstances where, for transparent public policy
reasons, liabilities may not be fulfilled in the least costly manner. However, the IPSASB took the
view that, from an accountability perspective, the assumption should be retained and concluded
that the definition of cost of fulfillment should not be modified. It is possible that there may be cases
where a reporting entity decides to fulfill an obligation in a manner that is not the least costly. In
such circumstances it is important that for accountability purposes there is full disclosure.

Measurement Bases for Liabilities not included in Updated Conceptual Framework

BC7.58 The following measurement bases and approaches for liabilities in the 2014 version of the
Conceptual Framework have not been included in the updated version:

4 The IPSASB uses the word ‘fulfillment’. The IASB uses the word ‘fulfiiment’. This reflects usage in North America and the United
Kingdom
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e Market value;

e Assumption price; and

e Cost of release.
Market Value

BC7.59 Market value for liabilities was defined in paragraph 7.80 of the 2014 version of the Conceptual
Framework as:

The amount for which a liability could be settled between knowledgeable willing parties in an arm’s
length transaction

BC7.60 In light of the inclusion of fair value the IPSASB concluded that the retention of market value was
unnecessary, as it would overlap fair value and current operational value and its inclusion would
be confusing. Although not discussed in the Conceptual Framework the IPSASB noted that the
market approach is proposed as a measurement technique for both fair value and current
operational value in ED 77, Measurement.

Assumption price

BC7.61 Assumption price was defined in paragraph 7.87 of the 2014 version of the Conceptual Framework
as:

The amount which the entity would rationally be willing to accept in exchange for assuming an
existing liability.

BC7.62 Assumption price is an entity-specific measurement basis included in the 2014 Conceptual
Framework, and which had not been used in the IPSASB literature at the standards level as at
2021. It has some similarities to current cost for liabilities, as defined by the IASB in its 2018
Conceptual Framework, but refers to a liability of a counterparty, rather than a liability of the
reporting entity.

BC7.63 The IPSASB assessed the case for retention of assumption price. Some IPSASB members
consider that it is appropriate when the government is taking on liabilities at concessionary rates,
for example guarantees to banks to facilitate lending to businesses adversely affected by financial
crises, and for measuring reinsurance liabilities. The inclusion of assumption price (along with cost
of release discussed below in paragraphs 7.65-7.67) was on the grounds that there may be limited
circumstances where it might meet the measurement objective.

BC7.64 The IPSASB concluded that the number of occasions in which public sector entities would accept
a monetary amount for assuming a liability are limited, albeit, potentially material. In such
circumstances fair value is likely to be a more appropriate measurement basis. Therefore, the
IPSASB concluded that there is not a strong case for retention of assumption price.

Cost of Release

BC7.65 Cost of release was defined in paragraph 7.82 of the 2014 version of the Conceptual Framework
as the amount of an immediate exit from an obligation—either the amount a creditor will accept in
settlement of its claim or a third party would charge to accept the transfer of the liability from the
obligor. Cost of release is entity-specific and does not assume an orderly market. At the standards
level the measurement requirements and guidance in IPSAS 19, Provisions, Contingent Liabilities
and Contingent Assets, include a grey letter reference to 'transfer(ing) an obligation at the reporting
date’ (IPSAS 19.45) which supplements the black letter reference to ‘the best estimate of the
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expenditure required to settle the present obligation at the reporting date’ in IPSAS 19.44. This
reference in IPSAS 19.45 is consistent with cost of release.

BC7.66 The IPSASB noted that the IASB had concluded that it was unnecessary to include cost of release
in its 2018 Conceptual Framework, because it is relatively unusual for entities to obtain release
from liabilities, rather than fulfilling them.

BC7.67 Similarly to assumption price the 2014 Conceptual Framework justified the inclusion of cost of
release on the grounds that there may be limited circumstances where it might meet the
measurement objective. The IPSASB concluded that standards development since 2014 has not
identified sufficient examples of circumstances where cost of release is appropriate to justify
retention. The IPSASB therefore decided not to retain cost of release in the updated Conceptual
Framework.

Current Cost

BC7.68 Paragraph BC7.27 discusses current cost as defined by the IASB for assets in its Conceptual
Framework. Noting that in the IASB’s Conceptual Framework the definition of current cost includes
liabilities as well as assets the IPSASB considered whether to include current cost as a
measurement basis for liabilities. Current cost for liabilities is the consideration that would be
received for incurring or taking on an equivalent liability at the measurement date. The IPSASB
acknowledged that such a measurement basis might provide useful information for managerial
purposes, but considered that its practical application for financial reporting is limited. The IPSASB
therefore concluded that current cost for liabilities should not be included in the Conceptual
Framework.

Own Credit Risk

BC7.69 The Conceptual Framework Consultation Paper, Measurement of Assets and Liabilities in Financial
Statements, sought the views of respondents on the treatment of an entity’s own credit risk and
changes in value attributable to changes in an entity’s own credit risk.

BC7.70 The majority of respondents who commented on this issue considered that it is more appropriately
dealt with at the standards level rather than in the Conceptual Framework. The IPSASB concurred
with this view and therefore did not include a discussion of own credit risk in the Conceptual
Framework. The IPSASB noted that where a market-based value is used to measure a liability it is
necessary to consider the treatment of the entity’s own credit risk. The IPSASB did not redeliberate
this issue in the Limited Scope Update.
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Alternative View

Alternative View of Mr. Todd Beardsworth

AV1.

AV2.

AV3.

Mr Beardsworth agrees that it is an appropriate time to undertake a limited scope update of the
Conceptual Framework, including a review of the measurement bases. With respect to the
measurement bases used for assets ED 76 proposes to delete three measurement bases (being
‘market value’, ‘replacement cost’ and ‘net selling price’) and to introduce two measurement bases
(being ‘current operational value’ and ‘fair value’). He agrees that fair value is an appropriate
measurement basis for some public sector assets and that an alternative current value measure is
required in other cases. However, he disagrees with the proposed definition of current operational
value in ED 76 (shown below).

Definition proposed in ED 76

Current Operational Value is the value of an asset used to achieve the entity’s present service

delivery objectives at the measurement date.

He disagrees with the proposed definition of current operational value on the grounds that:

. The definition is unclear;

. The lack of clarity in the definition risks not achieving the qualitative characteristics of
financial reporting; and

. The definition should focus on the cost of replacing an asset used for its service potential.

He therefore considers there should be a different definition of current operational value (as shown
below) to that proposed in ED 76.

Mr. Beardsworth’s proposed definition

Current Operational Value is the cost to replace the service potential embodied in an asset at the
measurement date.

The definition is unclear

AV4,

Mr. Beardsworth notes that the definition of current operational value in ED 76 refers to the ‘value’
of an asset, but does not explain what the word value refers to. Value could be a measure of the
service potential provided by the asset. It could be a measure of the asset’s current contribution to
meeting the entity’s objectives. Value could also be read as referring to the opportunity cost of
using an asset to generate services, measured by reference to net cash inflows forgone. These
are broad concepts and people could have different views about how to measure such values.

The lack of clarity in the definition risks not achieving the qualitative characteristics of financial reporting

AVS.,

The Conceptual Framework states that the objective of measurement is “to select those
measurement bases that most fairly reflect the cost of services, operational capacity and financial
capacity of the entity in a manner that is useful in holding the entity to account, and for decision-
making purposes.” Because the definition of current operational value is not clear, Mr. Beardsworth
considers that it is not possible to form a view about how well the proposed new measurement
basis would support the measurement objective in the Conceptual Framework. The lack of clarity
could allow different and inappropriate methods to be used to measure similar classes of assets.
This would not be consistent with the qualitative characteristics of faithful representation and
comparability and might adversely affect understandability.
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Mr. Beardsworth also considers that, to satisfy the qualitative characteristic of relevance, the
definition should be more closely tied to the cost of replacing the service potential embodied in an
asset. Measuring the current value of an asset at the cost of replacing the service potential
embodied in the asset would enable users of financial statements to understand those costs.
Depreciation based on that value would also better reflect the current cost of services during the
current period, which would be important for assessing the intergenerational equity implications of
the services received during the current period.

The definition should focus on the cost of replacing an asset used for its service potential

AV7.

AVS.

AV9.

In Mr. Beardsworth’s view, current operational value should focus on the cost of replacing an asset
using entry values and an entity-specific perspective (where the outcome of adopting that
perspective differs from the outcome of adopting a market participant’s perspective). This is
because, in respect of operational assets, the asset’s service potential is best represented by the
cost the entity is currently required to incur in the marketplace at the measurement date to replace
the asset.

Mr. Beardsworth notes the importance of considering service potential when recognizing and
measuring public sector assets (for example, see paragraphs 5.7 and 5.8 of the Conceptual
Framework). ED 76 does not clearly state how the proposed definition of current operational value
would reflect the service potential of an asset. His proposed definition would more clearly reflect
the service potential of assets primarily held for operational capacity because it focuses on the cost
of replacing an asset for its service potential.

He considers that there is a clear link between his view of current operational value and the
measurement objective in the Conceptual Framework. The cost of replacing the service potential
embodied in an asset gives users information about the current cost of replacing an asset used by
an entity to provide services. That information is useful for both decision-making and accountability
when assets are held for their operational capacity.

Alternative view on ED 77

AV10.

Mr. Beardsworth’s alternative view on ED 77, Measurement also discusses his concerns with the
definition of current operational value and the proposed standards-level requirements. ED 77,
Measurement proposes that current operational value can be measured using market, cost or
income approaches. For the reasons outlined in the alternative view expressed by Mr. Beardsworth
and Mr. Blake in ED 77, he considers the income approach is not an appropriate technique for
measuring current operational value.
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REQUEST FOR COMMENTS

This Exposure Draft, Measurement, was developed and approved by the International Public Sector
Accounting Standards Board® (IPSASB®).

The proposals in this Exposure Draft may be modified in light of comments received before being issued in
final form. Comments are requested by [DATE].

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

Objective of the ED
The objective of this Exposure Draft (ED) is to:

(@) Provide more detailed guidance on the implementation of commonly used measurement bases, and
the circumstances under which these measurement bases will be used;

(b)  Address transaction costs; and

(c) Where necessary, issue amended IPSAS with revised requirements for measurement at initial
recognition, subsequent measurement, and measurement-related disclosure.

As part of the IPSASB’s focus on improving measurement guidance across IPSAS, the IPSASB also
undertook a project to enhance the alignment between Chapter 7 of its Conceptual Framework and the
suite of IPSAS. As ED, Measurement and ED, Conceptual Framework — Limited-Scope Update have been
released congruently, the SMCs related to the Conceptual Framework — Limited-Scope Update project have
been included in this document immediately after the SMCs specific to ED, Measurement to provide
constituents with a complete list of the SMCs developed for these projects. Please review and consider ED,
Conceptual Framework — Limited-Scope Update when responding to those SMCs.

Guide for Respondents

The IPSASB would welcome comments on all of the matters discussed in this ED. Comments are most
helpful if they indicate the specific paragraph or group of paragraphs to which they relate, contain a clear
rationale and, where applicable, provide a suggestion for alternative wording.

The Specific Matters for Comment requested for the ED are provided below.
Specific Matter for Comment 1—(paragraphs 7-16):

Do you agree an item that qualifies for recognition shall be initially measured at its transaction price,
unless:

- That transaction price does not faithfully present relevant information of the entity in a manner that is
useful in holding the entity to account, and for decision-making purposes; or

- Otherwise required or permitted by another IPSAS?

If not, please provide your reasons, stating clearly what principles are inappropriate in application for the
public sector, and why.
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Specific Matter for Comment 2—(paragraph 17):

Do you agree after initial measurement, unless otherwise required by the relevant IPSAS, an accounting
policy choice is made to measure the item at historical cost or at its current value. This accounting policy
choice is reflected through the selection of the measurement model.

If not, please provide your reasons, stating clearly what principles are inappropriate in application for the
public sector, and why.

Specific Matter for Comment 3—Appendix A (paragraph A1-A6):

In response to constituents’ comment letters on the Consultation Paper, Measurement, guidance on
historical cost has been developed that is generic in nature (Appendix A: Historical Cost). Do you agree
the guidance appropriately reflects historical cost measurement in the public sector?

If not, please provide your reasons, stating what guidance should be added or removed, and why.
Specific Matter for Comment 4—Appendix A (paragraph A1-A6):

Do you agree no measurement techniques are required when applying the historical cost measurement
basis in subsequent measurement?

If not, please provide your reasons, stating which measurement techniques are applicable to the
subsequent measurement of an asset or liability measured at historical cost, and why.

Specific Matter for Comment 5—(paragraph 6):

Do you agree operational value should be the estimated amount required to replace an asset in its
current use at the measurement date?

If not, please provide your reasons, stating clearly what principles are inappropriate in application for the
public sector, and why.

Specific Matter for Comment 6—Appendix B (paragraphs B1-B41):

Do you agree the measurement principles and guidance developed for operational value appropriately
consider the needs of a public sector current value measurement basis (Appendix B: Operational Value)?

If not, please provide your reasons, stating clearly what principles are inappropriate in application for the
public sector, and why.

Specific Matter for Comment 7—Appendix B (following paragraph B6-B7):

Do you agree if there is no locational requirement for the asset, the asset’s operational value may
assume that the notional replacement will be situated on an alternative site which can provide the same
service in a more cost-effective way?

If not, please provide your reasons, stating clearly why the land should be measured at a different value.
Specific Matter for Comment 8—(paragraph B38-B39):

Do you agree the income approach should be available to estimate the value of an asset measured using
the operational value measurement basis?

If not, please provide your reasons, stating clearly why the income approach is not applicable for measuring
operational value.
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Specific Matter for Comment 9—Appendix C (paragraph C1-C89):

In response to constituents’ comment letters on the Consultation Paper, Measurement, guidance on fair
value has been aligned with IFRS 13, Fair Value Measurement (Appendix C: Fair Value). Do you agree
the guidance appropriately reflects fair value measurement in the public sector?

If not, please provide your reasons, stating what guidance should be added or removed, and why.
Specific Matter for Comment 10—Appendix D (paragraphs D1-D48):

In response to constituents’ comment letters on the Consultation Paper, Measurement, guidance on cost
of fulfilment has been aligned with existing principles in the Conceptual Framework and throughout
IPSAS (Appendix D: Cost of Fulfillment). Do you agree the guidance appropriately reflects cost of
fulfilment measurement in the public sector?

If not, please provide your reasons, stating what guidance should be added or removed, and why.
Specific Matter for Comment 11:

Do you agree disclosure requirements should be included in the IPSAS to which the asset or liability
pertains?

If not, please provide your reasons, stating clearly where the measurement disclosure requirements should
be included, and why.

Specific Matter for Comment 12:

Are there any disclosure requirements that apply across IPSAS that should be included in ED,
Measurement?

If yes, please provide your reasons, stating clearly what the disclosures are, and why.

The Specific Matters for Comment requested for ED 76, Conceptual Framework — Limited-Scope Update
are provided below. They are included to provide constituents with a complete list of SMCs related to
measurement. Please review and consider ED, Conceptual Framework — Limited-Scope Update: Phase
One when responding to those SMCs.

Specific Matter for Comment 1:

ED 76 proposes a measurement hierarchy. Do you agree with the three-tier hierarchy?
If not, why not? How would you modify it?

Specific Matter for Comment 2:

Do you agree with the proposed inclusion of fair value as a measurement basis for assets and liabilities
with the same definition as in IFRS 13, Fair Value Measurement, in the Conceptual Framework?

If not, why not?
Specific Matter for Comment 3:

Do you agree with the proposed inclusion of current service value as a measurement basis for assets in
the Conceptual Framework?

If not, why not?
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Specific Matter for Comment 4:

It is proposed to substitute a general description of value In use (VIU) in both cash-generating and non-
cash-generating contexts, for the previous broader discussion of VIU. This is because the applicability of
VIU is limited to impairments. Do you agree with this proposed change?

If not, why not? How would you approach VIU instead and why?
Specific Matter for Comment 5:

Do you agree with the proposed deletion of the following measurement bases from the Conceptual
Framework?

» Market value for assets and liabilities
» Replacement cost for assets

* Net selling price for assets

» Cost of release for liabilities

» Assumption price for liabilities

If not, which would you retain and why?
Specific Matter for Comment 6:

Are there any other issues relating to the Measurement Chapter of the Conceptual Framework that you
would like to highlight?
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Objective

1.

The objective of this [draft] Standard is to define measurement bases that assist in reflecting
fairly the cost of services, operational capacity and financial capacity of assets and liabilities.
The [draft] Standard identifies approaches under those measurement bases to be applied
through individual IPSAS to achieve the objectives of financial reporting.

Scope

2.

An entity that prepares and presents financial statements under the accrual basis of accounting shall
apply this [draft] IPSAS [X], Measurement in measuring assets and liabilities.

3. Except as specified in paragraph 4, this [draft] Standard applies when another IPSAS requires or
permits:
(@ One or more of the measurement bases defined in this [draft] Standard or disclosures about
one or more of these measurement bases; and
(b) Measurements that are based on one or more of the measurement bases (e.g., fair value less
costs to sell) or disclosures about those measurements.
4, The measurement requirements of this [draft] Standard do not apply to the following:
(8) Leasing transactions accounted for in accordance with IPSAS 13, Leases;
(b) Transactions accounted for in accordance with IPSAS 32, Service Concession Arrangements;
and
(c) Measurements that have some similarities to measurement bases in this [draft] Standard but
are not the measurement bases, such as net realizable value in IPSAS 12, Inventories or value
in use in IPSAS 21, Impairment of Non-Cash Generating Assets and IPSAS 26, Impairment of
Cash Generating Assets (but this [draft] Standard is applied in measuring fair value as required
in IPSAS 21 and 26).
5. The measurement requirements described in this [draft] Standard apply to both initial and subsequent
measurement.
Definitions
6. The following terms are used in this [draft] Standard with the meanings specified:

Active market is a market in which transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing information on an ongoing basis.

Current operational value is the value of an asset used to achieve the entity’s service delivery
objectives at the measurement date.

Cost approach is a measurement technique that reflects the amount that would be required
currently to replace the service capacity of an asset (often referred to as current replacement
cost).

Cost of fulfillment is the cost that the entity will incur in fulfilling the obligations represented
by the liability, assuming that it does so in the least costly manner.
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Entry price is the price paid to acquire an asset or received to assume a liability in an
exchange transaction.

Exit price is the price received to sell an asset or paid to transfer a liability.

Expected cash flow is the probability-weighted average (i.e., mean of the distribution) of
possible future cash flows.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date.

Highest and best use is the use of a non-financial asset by market participants that would
maximize the value of the asset or the group of assets and liabilities (e.g., an operation) within
which the asset would be used.

Historical cost is the consideration given to acquire, construct or develop an asset, or the
consideration received to assume an obligation, at the time the asset is acquired, constructed
or developed, or the liability is incurred.

Income approach is a measurement technique that converts future amounts (e.g., cash flows
or revenue and expenses) to a single current (i.e., discounted) amount.

Inputs are the assumptions used when pricing the asset or liability, including assumptions
about risk, such as the following:

(8 The risk inherent in a particular measurement technique used to estimate a
measurement in accordance with a measurement basis (such as a pricing model); and

(b) Therisk inherent in the inputs to the measurement technique.
Inputs may be observable or unobservable.

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date.

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly.

Level 3 inputs are unobservable inputs for the asset or liability.

Market approach is a measurement technique that uses prices and other relevant information
generated by market transactions involving identical or comparable (i.e., similar) assets,
liabilities or a group of assets and liabilities.

Market participants are buyers and sellers in the principal (or most advantageous) market for
the asset or liability that have all of the following characteristics:

(a) They areindependent of each other, i.e., they are not related parties as defined in IPSAS
20, Related Party Disclosures, although the price in a related party transaction may be
used as an input to a fair value measurement if the entity has evidence that the
transaction was entered into at market terms.

(b) They are knowledgeable, having a reasonable understanding about the asset or liability
and the transaction using all available information, including information that might be
obtained through due diligence efforts that are usual and customary.

(c) They are able to enter into a transaction for the asset or liability.
10
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(d) They are willing to enter into a transaction for the asset or liability, i.e., they are
motivated but not forced or otherwise compelled to do so.

Market-corroborated inputs are inputs that are derived principally from or corroborated by
observable market data by correlation or other means.

Most advantageous market is the market that maximizes the amount that would be received
to sell the asset or minimizes the amount that would be paid to transfer the liability, after
taking into account transaction costs and transport costs.

Non-performance risk is the risk that an entity will not fulfill an obligation. Non-performance
risk includes, but may not be limited to, the entity’s own credit risk.

Observable inputs are inputs that are developed using market data, such as publicly available
information about actual events or transactions, and that reflect the assumptions that market
participants would use when pricing the asset or liability.

Orderly transaction is a transaction that assumes exposure to the market for a period before
the measurement date to allow for marketing activities that are usual and customary for
transactions involving such assets or liabilities; it is not a forced transaction (e.g., a forced
liquidation or distress sale).

Principal market is the market with the greatest volume and level of activity for the asset or
liability.

Risk premium is the compensation sought by risk-averse market participants for bearing the
uncertainty inherent in the cash flows of an asset or a liability. Also referred to as a ‘risk
adjustment’.

Transaction costs are incremental costs that are directly attributable to the acquisition, issue
or disposal of an asset or liability and would not have been incurred if the entity had not
acquired, issued or disposed of the asset or liability.

Transport costs are the costs that would be incurred to transport an asset from its current
location to its principal (or most advantageous) market.

Transaction price is the price paid to acquire an asset or received to assume a liability.

Unit of account is the level at which an asset or a liability is aggregated or disaggregated in
an IPSAS for recognition purposes.

Unobservable inputs are inputs for which market data are not available and that are developed
using the best information available about the assumptions that market participants would
use when pricing the asset or liability.

Terms defined in other IPSAS are used in this [draft] Standard with the same meaning as in
those Standards, and are reproduced in the Glossary of Defined Terms published separately.

Measurement
Initial Measurement

7. On the date an item qualifies for recognition, it shall be initially measured at its transaction
price, unless:
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(@ That transaction price does not faithfully present relevant information of the entity in a
manner that is useful in holding the entity to account, and for decision-making purposes
(see paragraphs 10-13); or

(b) Otherwise required or permitted by another IPSAS.

When applying accrual basis IPSAS for the first time, initial measurement in an opening

statement of financial position at the date of adoption of IPSAS should be carried out in

accordance with IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs).

Transactions in an Orderly Market

8.

When an asset is acquired or a liability is assumed in an orderly market, the transaction price reflects
the initial value of the asset or liability negotiated between market participants at the measurement
date under current market condition.

Where a transaction price exists, it is presumed to present relevant information on the date the
transaction occurred. When determining whether the transaction price presents relevant information
about the asset or liability, an entity shall consider factors specific to the transaction and to the asset
or liability.

Transactions not Undertaken in an Orderly Market

10.

11.

12.

When an asset is acquired, or a liability is assumed, as a result of an event that is not a transaction
in an orderly market:

(& It may not be possible to observe a transaction price;

(b)  The transaction price may not faithfully present relevant information about the asset or liability;
or

(c) The transaction price may be zero.

In some such cases, a current value measurement technique is used to estimate the value of the
asset or liability as a deemed cost on initial measurement. Current value measurement techniques
are described in paragraphs 36-45.

Any difference between deemed cost and any consideration given or received would be recognized
as revenue or expenses, unless otherwise required in the relevant IPSAS.

Circumstances where a transaction price may not be observable or may not faithfully present relevant
information may include:

(@) The transaction price includes a concessionary element;

(b) An assetis transferred to the entity free of charge by a government or donated to the entity by
another party;

(c) Aliability might be imposed by legislation or regulation; or

(d) A liability to pay compensation or a penalty arises from an act of wrongdoing or breach of
contract;

(e) The transaction price is affected by relationships between the parties, or by financial distress
or other duress of one of the parties; and
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(H  The transaction price information is not available on the date of adoption of IPSAS as defined
in IPSAS 33, First-Time Adoption of Accrual Basis International Public Sector Accounting
Standards (IPSASS).

13.  When assets are acquired, or liabilities assumed, as a result of an event that is not a transaction in
an orderly market, all relevant aspects of the transaction or other event need to be identified and
considered. For example, it may be necessary to recognize other assets, other liabilities,
contributions from owners or distributions to owners to faithfully represent the substance of the effect
of the transaction or other event on the entity’s financial position and any related effect on the entity’s
financial performance.

Transaction Costs at Initial Measurement

14. Transaction costs incurred in acquiring an asset or incurring a liability are a feature of the transaction
in which the asset was acquired, or liability was incurred. The initial measurement of the asset or
liability reflects those transaction costs as the entity could not have acquired the asset or liability
without incurring those costs. Transaction costs that could be incurred in selling or disposing of the
asset or in settling or transferring a liability are a feature of a possible future transaction. Unless
explicitly required, possible transaction costs are not included because initial measurement reflects
the costs of acquiring the asset or incurring the liability.

Transaction Occurring in Stages

15. The purchase of an asset may occur in stages or may be followed by further expenditures to adapt
the asset for the entity’s own use. Until the asset is able to be used by the entity for its intended
purpose, expenditures necessary to bring the asset into use will be included in the consideration
identified as part of the asset’s initial measurement.

Deferred Payments

16. Where the time value of money is material—for example, where the length of time before settlement
falls due is significant— the amount of the future cash flows is discounted so that, at the time an asset
or liability is first recognized, it represents the value of the amount received or paid. The difference
between the amount of the future cash flows and the present value of the asset or liability is amortized
over the life of the asset or liability, so that the asset or liability is stated at the amount due to be
received, or the required payment when it falls due.

Subsequent Measurement

17. After initial measurement, unless otherwise required by the relevant IPSAS, an accounting policy
choice is made to measure an asset or liability at historical cost or at its current value. This accounting
policy choice is reflected through the selection of the measurement model.

Measurement Models

18. Assets and liabilities recognized in financial statements are quantified in historical terms or current
terms. This requires the selection of a historical cost or current value measurement model. In
selecting a measurement model, an entity shall consider the characteristics of the item, the
measurement objective and the monetary information being presented.
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Measurement Bases

19.

20.

A measurement basis provides information that achieves the qualitative characteristics, as described
in the Conceptual Framework, and ensures the constraints on information in GPFRs are considered
under the measurement model selected. Applying a measurement basis to an asset or liability creates
a measure for that asset or liability and for related revenue and expenses. The selection of a
measurement basis depends on the measurement model applied (see diagram after paragraph 41).

When another IPSAS establishes measurement requirements with reference to one or more
of measurement bases below, an entity shall apply that measurement bases in accordance
with the requirements and related application guidance in in this [draft] Standard:

(@) Historical cost (Appendix A: Historical cost—application guidance);

(b) Current operational value (Appendix B: Current operational value—application
guidance);

(c) Fair value (Appendix C: Fair value—application guidance); and

(d) Cost of Fulfillment (Appendix D: Cost of fulfillment—application guidance).

Historical Cost

21.

22.

Historical cost is an entry, entity-specific value. Historical cost measures provide monetary
information about assets, liabilities and related revenue and expenses, using information derived, at
least in part, from the price of the transaction or event that gave rise to them.

Following initial measurement, the value of an asset or liability is not remeasured to reflect current
conditions or increases in the value of the asset or decreases in the value of the liability.

Current Operational Value

23.

24,

25.

Current operational value is an entry, entity-specific measurement. It provides monetary information
about assets, and related revenues and expenses, using information updated to reflect conditions at
the measurement date. Current operational value therefore reflects changes in the values of assets
since the previous measurement date. Similar to fair value and cost of fulfillment, current operational
value is not derived, even in part, from the transaction or event that gave rise to the asset.

In some cases, current operational value can be determined directly by observing prices in an active
market. In other cases, it is determined indirectly. For example, if prices are available for a similar
asset, the current operational value of the entity’s asset might need to be estimated by adjusting the
current price of the similar asset to reflect the unique aspects of the entity’s asset in its current use.

Current operational value differs from fair value because it:

(& Is explicitly an entry value and includes all the costs that would necessarily be incurred when
obtaining the asset;

(b) Reflects the value of an asset in its current use, rather than the asset’s highest and best use
(for example, a building used as a hospital is measured as a hospital); and

(c) Is entity-specific and therefore reflects the economic position of the entity, rather than the
position prevailing in a hypothetical market (for example, the current operational value of a
vehicle is less for an entity that usually acquires a large number of vehicles in a single
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transaction and is regularly able to negotiate discounts than for an entity that purchases
vehicles individually).

Fair Value

26.

27.

28.

Fair value measurement is an exit, market-based measurement that provides monetary information
about assets, liabilities and related revenues and expenses, using information updated to reflect
conditions at the measurement date. Fair value therefore reflects changes in the values of assets
and liabilities since the previous measurement date. The fair value of an asset or liability is not
derived, even in part, from the transaction or event that gave rise to the asset or liability.

Fair value reflects the perspective of market participants. The asset or liability is measured using the
same assumptions that market participants would use when pricing the asset or liability if those
market participants act in their economic best interest.

In some cases, fair value can be determined directly by observing prices in an active market. In other
cases, it is determined indirectly using measurement techniques.

Cost of Fulfillment

29.

30.

31.

Cost of fulfillment is an exit, entity-specific cost that the entity will incur in fulfilling the obligations
represented by the liability, assuming that it does so in the least costly manner. Cost of fulfillment is
the present value of the cash, or other economic resources, that the entity expects to be obliged to
transfer as it fulfils a liability. Those amounts of cash or other economic resources include not only
the amounts to be explicitly transferred, but also the amounts that the entity expects to be obliged to
transfer to other parties to enable it to fulfill the liability.

Cost of fulfillment cannot be observed directly and is determined using cash-flow-based
measurement techniques. The cost of fulfillment reflects entity-specific assumptions rather than
assumptions used by market participants. In practice, there may be little difference between the
assumptions that a market participant would use and those an entity itself uses.

The cost of fulfillment reflects the same factors as those reflected in fair value measurement, but from
an entity-specific perspective, rather than from a market-participant perspective.

The Asset or Liability

32.

33.

34.

A measurement basis is applied to a particular asset or liability. Therefore, when applying the
measurement basis, an entity shall take into account the characteristics of the asset or liability at the
measurement date (for example, for fair value measurement the characteristics are considered if
market participants would take those characteristics into account when pricing the asset or liability).
Such characteristics include, for example, the following:

(@) The condition and location of the asset; and
(b)  Restrictions, if any, on the sale or use of the asset.

The effect on the measurement arising from a particular characteristic will differ depending on how
that characteristic would be taken into account by the entity, for entity-specific measurements, and
by market participants, for market-based measurements.

The asset or liability measured might be either of the following:

(@) Astand-alone asset or liability (e.g., a financial instrument or a non-financial asset); or
15
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(b) A group of assets, a group of liabilities or a group of assets and liabilities (e.g., a cash-
generating unit or an operation).

Whether the asset or liability is a stand-alone asset or liability, a group of assets, a group of liabilities
or a group of assets and liabilities for recognition or disclosure purposes depends on its unit of
account. The unit of account for the asset or liability shall be determined in accordance with the
IPSAS that requires or permits the application of one or more measurement bases identified in this
[draft] Standard, except as provided in this [draft] Standard.

Measurement Techniques

36.

37.

38.

39.

40.

41.

An entity shall use measurement techniques that are appropriate in the circumstances and
for which sufficient data are available to estimate the measurement basis or determine
deemed cost.

A measurement technique is applied to estimate the amount at which an asset or liability is
recognized under the selected measurement basis or in determining deemed cost (see paragraph
10). Such techniques are not measurement bases. When using such a technique, it is necessary for
the technique to reflect the attributes applicable to that measurement basis. For example, if the
measurement basis is fair value, the applicable attributes are those described in paragraphs 26-28.

Three widely used measurement techniques are the market approach, the cost approach and the
income approach. The main aspects of those approaches are summarized in paragraphs 42—-45. An
entity shall use measurement techniques consistent with one or more of those approaches to
measure the asset or liability under the selected measurement basis.

In some cases, a single measurement technique will be appropriate (e.g., when valuing an asset or
a liability using quoted prices in an active market for identical assets or liabilities). In other cases,
multiple measurement techniques will be appropriate (e.g., that might be the case when valuing a
cash-generating unit). If multiple measurement techniques are used to measure the asset or liability
under the selected measurement basis, the results shall be evaluated considering the
reasonableness of the range of values indicated by those results.

Measurement techniques shall be applied consistently. However, a change in a measurement
technique or its application (e.g., a change in its weighting when multiple measurement techniques
are used or a change in an adjustment applied to a measurement technique) is appropriate if the
change results in a measurement that is equally or more representative of the measurement basis in
the circumstances. That might be the case if, for example, any of the following events take place:

(@) New markets develop;

(b)  New information becomes available;

(c) Information previously used is no longer available;
(d)  Measurement techniques improve; or

(e) Market conditions change

Revisions resulting from a change in the measurement technique or its application shall be accounted
for as a change in accounting estimate in accordance with IPSAS 3, Accounting Policies, Changes
in Accounting Estimates and Errors. However, the disclosures in IPSAS 3 for a change in accounting
estimate are not required for revisions resulting from a change in a measurement technique or its
application.
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Subsequent Measurement

Models Historical Cost Model Current Value Model

Bases

Techniques

l

¥

Historical Cost Basis

Current Operational
Value

Cost of Fulfillment

Fair Value

Market

Market

or or

| Cost | | Cost |
or or
| Income | | Income | | Income |

Market Approach

42.

The market approach uses prices and other relevant information generated by market transactions
involving identical or comparable (i.e., similar) assets, liabilities or a group of assets and liabilities.

Cost Approach

43.

44,

The cost approach reflects the amount that would be required currently to replace the service
provided by an asset (often referred to as current replacement cost) through the acquisition or
construction of a substitute asset of comparable utility, adjusted for obsolescence. Obsolescence
encompasses physical deterioration, functional (technological) obsolescence and economic
(external) obsolescence and is broader than depreciation for financial reporting purposes.

The cost of a substitute asset of comparable utility is calculated as the cost of a modern equivalent
asset—that is, a notional asset providing an equivalent service as the existing asset while using the
latest technology available.

Income Approach

45,

The income approach converts future amounts (e.g., cash flows or revenue and expenses) to a single
current (i.e., discounted) amount. When the income approach is used, the estimate of the
measurement basis reflects current expectations about those future amounts.

Depreciation, Impairment and Other Adjustments

46.

47.

Depreciation and impairment are applicable to measurement bases in the historical cost model and
the current value model. Neither depreciation nor impairment are measurement bases or
measurement techniques in their own right. They are methods to reflect the consumption of the asset
or loss of the future economic benefits or service potential of the asset.

Under both the historical cost model and the current value model, an asset is updated over time to
depict:

(a8 The consumption of part or all of the resource that constitutes the asset (depreciation or
amortization);

(b) Payments received that extinguish part or all of the asset;

17

69



48.

EXPOSURE DRAFT 77, MEASUREMENT

(c) The effect of events that cause part or all of the asset to be no longer recoverable (impairment);
and

(d)  Accrual of interest to reflect any financing component of the asset.

Under both the historical cost model and the current value model, a liability is updated over time to

depict:

(a) Fulfilment of part or all of the liability, for example, by making payments that extinguish part or
all of the liability or by satisfying an obligation to deliver goods or services;

(b) The effect of events that increase the value of the obligation to transfer the resources needed
to fulfill the liability to such an extent that the liability becomes onerous. A liability is onerous if
the carrying amount is no longer sufficient to depict the obligation to fulfill the liability; and

(c)  Accrual of interest to reflect any financing component of the liability.

Transaction Costs in Subsequent Measurement

49.

50.

51.

52.

53.

Transaction costs are incremental costs that would not have been incurred if the entity had
not acquired, issued or disposed of the asset or liability.

Incremental costs are a direct result of the transaction. Transaction costs are an essential feature of
the transaction, and they would not have been incurred had the transaction not occurred. For
example, while costs to operate an asset after it has been acquired are incremental costs because
they would not be incurred if the entity had not acquired the asset, these costs are not transaction
costs, as they are not a direct result of the transaction.

Costs attributable to the acquisition of an asset relate specifically to costs of ownership transfer. Costs
incurred prior to transfer (e.g., costs to negotiate the transaction), or costs incurred subsequent to
the transfer, (e.g., borrowing costs), are excluded from the definition of transaction costs.

Including transaction costs in the measurement of an asset or liability is dependent on the objective
of measurement. Whether an entity is recognizing an asset or liability using an entry-based
measurement basis or an exit-based measurement basis impacts whether those transaction costs
are included or excluded from measurement.

Transaction costs can arise when an asset is acquired, constructed, or developed or a liability is
incurred, when an asset is sold or disposed of or a liability is settled or transferred. As transaction
costs incurred in acquiring, constructing, or developing an asset or incurring a liability are a feature
of the transaction in which the asset was acquired, constructed or developed, or the lability was
incurred, such transaction costs incurred in entering into a transaction are included in entry-based
measurements bases. Transaction costs that would be incurred in selling or disposing of an asset or
in settling or transferring a liability are a future or a possible future transaction. As such, transaction
costs that would be incurred in exiting a transaction are included in exit-based measurement bases
when the measurement base is entity-specific.

Effective Date and Transition

Effective Date

54.

An entity shall apply this [draft] Standard for annual periods beginning on or after MM DD,
YYYY. Earlier application is permitted. If an entity applies this [draft] Standard earlier, it must
disclose that fact.
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55. When an entity adopts the accrual basis IPSAS of accounting as defined in IPSAS 33 for financial
reporting purposes subsequent to this effective date, this [draft] Standard applies to the entity’s
annual financial statements covering periods beginning on or after the date of adoption of IPSAS.

Transition

56. This [draft] Standard shall be applied prospectively as of the beginning of the annual period in which
it is initially applied.
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Appendix A

Historical Cost

This Appendix is an integral part of [draft] IPSAS [X] (ED 77).

Measurement

Al.

A2.

The objective of historical cost measurement is to provide monetary information about assets,
liabilities and related revenue and expenses, using information derived, at least in part, from the
price of the transaction (or deemed cost, where applicable) or other event that gave rise to them.

Historical cost is:

(@) The consideration given to acquire, construct and/or develop an asset;

(b)  The consideration received to incur or take on a liability; or

(c) The deemed cost of the asset or liability or other event that gave rise to them.

Historical cost is the cash or cash equivalents or the value of the other consideration given or
received, at the time, or period over which, the asset is acquired, constructed or developed or the
liability is incurred.

Initial Measurement

AS.

Initial measurement is determined in accordance with paragraphs 7-16 of this [draft] Standard.

Subsequent Measurement

A4.

AS5.

After initial measurement, the gross carrying amount of an asset or liability measured at historical
cost remains unaffected by changes in the underlying current market conditions, unless those
changes trigger an impairment. For example, the amount at which an item of property, plant, and
equipment is recorded is not updated to reflect an increase in the current market price of the item
after it has been acquired, constructed or developed.

However, as with current value measurements, the carrying amount of an asset or liability
measured at historical cost in the financial statements is updated to reflect changes to the item as
noted in paragraphs 47 and 48.

Amortized Cost

AG.

The historical cost measurement basis is applied to financial instruments by measuring the
instruments at amortized cost in accordance with paragraph AG160 of IPSAS 41, Financial
Instruments. Amortized cost reflects estimates of future cash flows, discounted at a rate determined
at initial measurement. The amortized cost of a financial asset or financial liability is updated over
time to depict subsequent changes, such as the accrual of interest, the impairment of a financial
asset or payments.

20

72



EXPOSURE DRAFT 77, MEASUREMENT

Appendix B

Current Operational Value

This Appendix is an integral part of [draft] IPSAS [X] (ED 77).

Measurement

B1.

B2.

The objective of a current operational value measurement is to estimate the value of a non-financial
asset in achieving the entity’s service delivery objectives at the measurement date. A current
operational value measurement requires an entity to determine all of the following:

(@ The asset that is the subject of the measurement (consistent with its unit of account).
(b) The current use of the asset by the entity.

(c) The measurement technique(s) appropriate for estimating the entry price of the asset based
on its current use, considering the availability of data with which to develop inputs that
represent the assumptions that are specific to the entity.

Current operational value measures the value of an asset, to the entity, held for its operational
capacity in its current use.

(@) Inthe statement of financial position, current operational value reflects the amount an entity
would incur at the measurement date to acquire its existing assets to be able to continue to
achieve its present service delivery objectives.

(b) In the statement of financial performance, current operational value reflects the value of the
asset consumed in providing the service at the prevailing prices. This differs from historical
cost which reflects consumption of the asset in terms of the prices that prevailed when the
asset was acquired and initially recognized.

Service Delivery Objectives

B3.

B4.

An asset supports an entity in achieving its service delivery objectives in its current use. ‘Current
use’ is the current way an asset or group of assets is used. Current use generally reflects the policy
objectives of the entity operating the asset. For example, a Ministry of Health is responsible for the
wellbeing of citizens. Assets such as buildings are used as hospitals to achieve the policy objective
rather than for commercial purposes.

Measuring the current use of an asset disregards potential alternative uses and any other
characteristics of the asset that could maximize its market value. For example, the current use of
a building operated as a school, is a school. Alternative uses, such as the operation of the building
as an office block held for rental at market rates are not considered. The current use may be, but
is not necessarily, the highest and best use.

The Value of an Asset

BS.

Current operational value measures the value of an asset, or group of assets, used in supporting
the achievement of an entity’s present service delivery objectives. The entity shall consider the
following when measuring the value of an asset:

(&) Location of the asset;
(b)  Entity-specific value;
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(c)  Surplus capacity;
(d) Restrictions; and

(e) The least costly manner to achieve its service delivery objectives.

The Location of the Asset

B6.

B7.

The asset’s current operational value assumes that the entity will continue to meet its service
delivery objectives from the same location as the current asset is situated or used.

The current operational value of a building shall reflect the value of the building in its current
location. For example, a hospital operating in a city center that could now be situated in the suburbs,
because of the migration of the population, is measured based on the value of the hospital in its
current location (i.e., if the cost approach is applied, construction costs, permits, regulations, etc.
are based on costs incurred at the current location).

Entity-Specific Value

B8.

BO.

An entity shall measure the current operational value of an asset using the assumptions from the
entity’s perspective, assuming that entity acts in accordance with its policy objectives.

As an asset’s current operational value represents an entry price. Any transaction costs incurred in
obtaining the asset are included in the current operational value measurement.

Surplus Capacity

B10.

B11.

B12.

Surplus capacity exists when an asset is not used to its maximum capacity. For example, an entity
owns a building, but only utilizes 80% of the space available. The remaining 20% is left vacant.

Since current operational value reflects the value of the asset consumed in providing the service at
the prevailing prices, current operational value assumes the asset is used to its full capacity, subject
to any tests for impairment in accordance with IPSAS 21 or IPSAS 26.

The current operational value of land shall reflect the value of the land actually held, in terms both
of size and location. For example, if the services could be provided from a site measuring three
hectares, but the actual site measures five hectares, the land is measured based on its actual size.

Restrictions

B13.

B14.

Many assets are subject to restrictions on their use or sale and/or the price an entity can charge
users of the services provided by the asset, where the restriction is legally enforceable and cannot
be revoked unilaterally by the entity holding the asset. Such legally enforceable restrictions may
arise from legislation, planning authorities, ministerial decisions or instructions from governments
or other authorities.

The current operational value of restricted assets shall be measured as follows:

(a) If an equivalent restricted asset is obtainable in the orderly market at the measurement date
for a price supported by observable market evidence, the asset is measured based on the
available market evidence for the equivalent restricted asset, without any further reduction
for the restrictions; or
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(b) If an equivalent restricted asset is not obtainable in an orderly market at the measurement
date for a price supported by observable market evidence, the asset is measured at the price
of an equivalent unrestricted asset, without a reduction for the restrictions.

An equivalent asset — whether restricted or unrestricted — should be an asset that reflects the same
characteristics as the asset being measured. For example, if the asset being measured is
contaminated, an equivalent asset should be a contaminated asset. If the equivalent asset has a
different service capacity from the asset being measured (although necessarily the same nature),
market comparison techniques are used to adjust for the difference between the capacity of the
entity’s asset being measured and the capacity of the equivalent reference asset. For example, a
public sector entity could measure a school asset using the price of a recently constructed school
in a neighboring district that has double the student capacity, with adjustments for the difference in
capacity and any other difference in value if the reference asset provides different amenity. Despite
differing capacities or amenity, the nearby school is an equivalent asset because it provides
services of the same nature as the school being measured.

For the purposes of paragraph B14:

(a) Anequivalent restricted asset is an asset that provides services of the same nature as those
the entity’s asset provides in its current use and that is subject to the same restriction(s) on
use, sale and/or pricing as the entity’s asset; and

(b)  An equivalent unrestricted asset is an asset that provides services of the same nature as
those the entity’'s asset provides in its current use but is not subject to all the restrictions
imposed on the entity’s asset. When an equivalent restricted asset is not obtainable in an
orderly market, but one or more equivalent assets subject to some of the restrictions applying
to the entity’s asset are obtainable in an orderly market, the equivalent “unrestricted” asset
used as a reference asset for measuring the entity’s restricted asset is that which most
closely shares the restrictions to which the entity’s asset is subject.

The current operational value of a restricted asset measured under paragraph B14 by reference to
observable market evidence for an equivalent asset is not reduced to reflect the restrictions. In
respect of assets measured under paragraph Bl4(a), the market entry price of an equivalent
restricted asset would already reflect any effects that the restrictions have on the current entry price
of the service potential embodied in the asset. In respect of assets measured under paragraph B14
(b), the restrictions would not reduce the current entry price of the service potential embodied in
the asset (the cost that the entity currently would need to incur) if the entity needs to purchase an
unrestricted replacement asset to continue delivering services of the same nature and volume.

The Least Costly Manner

B18.

A current operational value measure assumes the amount an entity would incur at the
measurement date to be able to continue to achieve its service delivery objectives using its current
assets is incurred in the least costly manner. For example, using a modern equivalent asset to
estimate the current operational value requires identifying a notional asset using the latest
technology available. However, the latest technology available does not imply the most advanced
technology available, as this would not be the least costly manner to achieve the entity’s service
delivery objective.
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An entity need not undertake an exhaustive search of all acquisition methods to identify the least
costly manner, but it shall consider all information that could reasonably have been expected to be
obtained and taken into account.

Current operational value reflects the amount an entity would incur to be able to continue to achieve
its present service delivery objectives using its current assets in the ordinary course of operations,
and not the costs that might be incurred if an urgent necessity arose as a result of some
unforeseeable event.

Initial Recognition

B21.

If another IPSAS requires or permits an entity to measure an asset or a liability initially at current
operational value and the transaction price differs from current operational value, the entity shall
recognize the resulting gain or loss in surplus or deficit unless that IPSAS specifies otherwise.

Measurement Techniques

B22.

B23.

B24.

B25.

In some cases, current operational value cannot be determined directly by observing prices in an
active market and must be determined indirectly by other means. For example, if prices are
available only for new assets, the current operational value of a used asset might need to be
estimated by adjusting the current price of a new asset to reflect the current age and condition of
the asset held by the entity.

An entity shall use measurement techniques that are appropriate in the circumstances and for
which sufficient data are available to measure current operational value, maximizing the use of
relevant observable inputs and minimizing the use of unobservable inputs.

The objective of using a measurement technique is to estimate the value of the asset used to
achieve the entity’s present service delivery objectives at the measurement date under current
market conditions. Three widely used measurement techniques are the market approach, the cost
approach and the income approach. The main aspects of those approaches are summarized in
paragraphs B26—B39. An entity shall use measurement techniques consistent with one or more of
those approaches to measure current operational value.

If multiple measurement techniques are used to measure current operational value, the results
shall be evaluated considering the reasonableness of the range of values indicated by those
results. A current operational value measurement is the point within that range that is most
representative value of the asset in its current use in the circumstances.

Market Approach

B26.

B27.

B28.

Applying the market approach to measure the current operational value of an asset requires the
existence of market transactions involving identical or comparable assets.

In many cases, the current operational value of an asset can be established by reference to the
buying price of a similar asset with similar remaining service potential in an active and liquid market.
For example, the current operational value of a property or motor vehicles may be established by
reference to the indexed price for the same or a similar asset based on a price for a previous period.

Identical or similar assets include the same characteristics as the asset being measured. When
measuring the current operational value of an asset using the market approach an asset with an
identical or similar remaining useful live, service potential, etc. must be identified. A similar asset
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may exist when an asset, comparable to that being valued, was recently acquired, constructed or
developed.

Cost Approach

B29.

B30.

B31.

B32.

B33.

B34.

B35.

Applying the cost approach to measure the current operational value of an asset involves
considering the current replacement cost of the asset.

There are several examples in the public sector of assets whose specifications are such that there
are few (if any) similar assets for which the current operational value can be assessed using the
market approach.

The current operational value of an asset will likely be established by reference to the amount
required to replace the asset when no active market for similar or identical assets exists. The more
specialized the asset, the less likely an active market exists and the more likely the cost approach
will be applied. For example, the current operational value of a school may be established by
reference to the market buying price of components used to produce the school.

Modern Equivalent Asset

In general, the current operational value is estimated by calculating the cost of a modern equivalent
asset—that is, a notional asset providing an equivalent service as the existing asset in its current
use while using the latest technology available! —and then making deductions for obsolescence
and optimization.

It may be challenging to calculate the cost of a modern equivalent asset when estimating the current
operational value of a heritage asset, such as a historical building. This is because the value of the
asset extends beyond the mere facsimile of the existing asset. Replacing the heritage asset with a
modern equivalent does not represent the heritage value of the asset.

An entity should consider very carefully whether or not to use a reproduction cost (or restoration
cost) to determine current operational value. Such considerations should include whether there is
a statutory or other requirement to replace an asset with what is essentially a replica and whether
an exact reproduction is possible; if not, then a technique that assesses the replacement of a
modern equivalent asset is likely to be more appropriate for financial reporting purposes.

The cost of a modern equivalent asset will reflect the amount that would be incurred if the works
were commissioned on the measurement date. However, there are factors that may result in the
cost of a notional replacement being different from that of creating the actual asset:

(a) Phasing of work. A large site may have been developed in phases. The cost of a modern
equivalent asset would normally be based on a single-phase development, and this should
be measured at the building cost at the measurement date. A single-phase development may
still occur over an extended period of time. If the entity does not capitalize borrowing costs
in accordance with IPSAS 5, Borrowing Costs, the entity should disregard any financing costs
in measuring the modern equivalent asset.

L The latest technology available is evaluated in the context of the current use of the asset and its replacement in the least costly
manner (see paragraph B28). A modern equivalent asset need not use the most advanced technology available, but it must be
based on the technological standard at the measurement date.
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Additional costs arising from extending an existing property — These costs should be ignored,
since the norm is that the valuation will be of a modern equivalent asset.

Contract variations. Additional construction costs because of design or specification changes
should be ignored. The modern equivalent asset being valued will have the same service
capacity as the existing asset in its current use.

Planning changes. Entities should consider whether planning consent would need to be
obtained were the modern equivalent asset to be constructed on the actual site.

B36. Deductions are made for the following forms of obsolescence:

(@)

(b)

(€)

Physical Obsolescence. Physical obsolescence relates to any loss of service capacity due
to the physical deterioration of the asset or its components resulting from its age and use. In
assessing physical obsolescence, an entity should also consider any probable future routine,
regular maintenance, as such maintenance may provide insight into the asset or its
components’ useful life and their rate of deterioration.

Functional Obsolescence. Functional obsolescence relates to any loss of service capacity
resulting from inefficiencies in the asset that is being valued compared to its modern
equivalent — is the asset suitable for its current function? Functional obsolescence might
occur because of advances or changes in the design and/or specification of the asset, or
because of technological advances. For example, advances in health care technology might
mean that the asset in use is outdated, or technological advances in educational material
could mean that chalk/white boards would be replaced by digital screens. Such advances
will need to be incorporated into the assessment of functional obsolescence.

Economic (or External) Obsolescence. Economic obsolescence relates to any loss of utility
caused by economic or other factors outside the control of the entity. The loss of service
capacity might be temporary or permanent.

B37. It may not always be practicable to separately identify adjustments for each form of obsolescence.
In particular, it may be difficult to distinguish between functional obsolescence and economic (or
external) obsolescence. In such cases the adjustments for obsolescence may need to be
considered collectively.

Income Approach

B38. The income approach converts future amounts (e.g., cash flows or revenues and expenses) to a

single
when:

(@)

(b)

current amount. This approach may be applicable to estimate the current operational value

The income approach is used to support the market or cost approach to discount future
outflows to a current amount. This will occur when the timing of an outflow differs from the
measurement date. For example, when establishing the current operational value of a school
by reference to the construction of a substitute asset, i.e., the cost approach. Costs incurred
over the construction period should be discounted to the measurement date using the
present value techniques outlined in the income approach.

Information is unavailable to support the application of the market or cost approach.
Discounting the future cash inflows generated by an asset will generally not reflect the
amount an entity would incur to acquire its current assets to be able to continue to achieve

its present service delivery objectives. However, in some cases the income approach may
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be the best approximation of current operational value when cost or market information is
unavailable. For example, heritage items that are naturally occurring, such as cave paintings,
or natural resources are unlikely to have cost or market information related to the specific
asset. However, the asset may generate cash inflows through tourism, a royalty stream, etc.
that may be relevant in determining the current operational value.

Applying the income approach shall take into account the attributes of the asset. This includes:

@)
(b)

(©)
(d)

(e)

Estimates of future cash flows;

Possible variations in the estimated amount or timing of future cash flows for the asset being
measured, caused by the uncertainty inherent in the cash flows;

The time value of money;

The price for bearing the uncertainty inherent in the cash flows (a risk premium or risk
discount). The price for bearing that uncertainty depends on the extent of that uncertainty;
and

Other factors.

Paragraphs C37—C54 describe the use of present value techniques. Those paragraphs focus on a
discount rate adjustment technique and an expected cash flow (expected present value) technique.
Those paragraphs neither prescribe the use of a single specific present value technique nor limit
the use of present value techniques to measure current operational value to the techniques
discussed. The present value technique used to measure current operational value will depend on
facts and circumstances specific to the asset being measured (e.g., whether prices for comparable
assets can be observed in the market) and the availability of sufficient data.

When applying paragraphs C37-C54 in the context of measuring current operational value, an
entity should perform the measurement from the perspective of the entity holding the asset rather
from the perspective of the market participant as noted in paragraphs C37.d, C38.a, C40, C41(c),
C48, and C49.
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Appendix C

Fair Value

This Appendix is an integral part of [draft] IPSAS [X] (ED 77).

Measurement

C1.

The objective of a fair value measurement is to estimate the price at which an orderly transaction
to sell the asset or to transfer the liability would take place between market participants at the
measurement date under current market conditions. A fair value measurement requires an entity
to determine all the following:

(@) The particular asset or liability that is the subject of the measurement (consistently with its
unit of account).

(b) For a non-financial asset, the valuation premise that is appropriate for the measurement
(consistently with its highest and best use).

(c) The principal (or most advantageous) market for the asset or liability.

(d) The measurement technique(s) appropriate for the measurement, considering the availability
of data with which to develop inputs that represent the assumptions that market participants
would use when pricing the asset or liability and the level of the fair value hierarchy within
which the inputs are categorized.

The Transaction

C2.

C3.

C4.

C5.

C6.

A fair value measurement assumes that the asset or liability is exchanged in an orderly
transaction between market participants to sell the asset or transfer the liability at the
measurement date under current market conditions.

A fair value measurement assumes that the transaction to sell the asset or transfer the liability
takes place either:

(@ Inthe principal market for the asset or liability; or

(b) In the absence of a principal market, in the most advantageous market for the asset or
liability.

An entity need not undertake an exhaustive search of all possible markets to identify the principal
market or, in the absence of a principal market, the most advantageous market, but it shall take
into account all information that is reasonably available. In the absence of evidence to the
contrary, the market in which the entity would normally enter into a transaction to sell the asset or
to transfer the liability is presumed to be the principal market or, in the absence of a principal
market, the most advantageous market.

If there is a principal market for the asset or liability, the fair value measurement shall represent
the price in that market (whether that price is directly observable or estimated using another
measurement technique), even if the price in a different market is potentially more advantageous
at the measurement date.

The entity must have access to the principal (or most advantageous) market at the measurement
date. Because different entities (and operations within those entities) with different activities may
have access to different markets, the principal (or most advantageous) market for the same asset
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or liability might be different for different entities (and operations within those entities). Therefore,
the principal (or most advantageous) market (and thus, market participants) shall be considered
from the perspective of the entity, thereby allowing for differences between and among entities
with different activities.

Although an entity must be able to access the market, the entity does not need to be able to sell
the particular asset or transfer the particular liability on the measurement date to be able to
measure fair value on the basis of the price in that market.

Even when there is no observable market to provide pricing information about the sale of an
asset or the transfer of a liability at the measurement date, a fair value measurement shall
assume that a transaction takes place at that date, considered from the perspective of a market
participant that holds the asset or owes the liability. That assumed transaction establishes a basis
for estimating the price to sell the asset or to transfer the liability.

Market Participants

Co.

C10.

An entity shall measure the fair value of an asset or a liability using the assumptions that market
participants would use when pricing the asset or liability, assuming that market participants act in
their economic best interest.

In developing those assumptions, an entity need not identify specific market participants. Rather,
the entity shall identify characteristics that distinguish market participants generally, considering
factors specific to all the following:

(&) The asset or liability;
(b)  The principal (or most advantageous) market for the asset or liability; and

(c) Market participants with whom the entity would enter into a transaction in that market.

The Price

C11.

Cc12.

C13.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction in the principal (or most advantageous) market at the measurement date
under current market conditions (i.e., an exit price) regardless of whether that price is directly
observable or estimated using another measurement technique.

The price in the principal (or most advantageous) market used to measure the fair value of the
asset or liability shall not be adjusted for transaction costs. Transaction costs shall be accounted
for in accordance with other IPSAS. Transaction costs are not a characteristic of an asset or a
liability; rather, they are specific to a transaction and will differ depending on how an entity enters
into a transaction for the asset or liability.

Transaction costs do not include transport costs. If location is a characteristic of the asset (as
might be the case, e.g., for a commodity), the price in the principal (or most advantageous)
market shall be adjusted for the costs, if any, that would be incurred to transport the asset from its
current location to that market.
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Application to non-financial assets

Highest and best use for non-financial assets

C14. A fair value measurement of a non-financial asset takes into account a market participant’s ability
to generate economic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

C15. The highest and best use of a non-financial asset takes into account the use of the asset that is
physically possible, legally permissible and financially feasible, as follows:

(&) Ause that is physically possible takes into account the physical characteristics of the asset
that market participants would take into account when pricing the asset (e.qg., the location or
size of a property).

(b) A use that is legally permissible takes into account any legal restrictions on the use of the
asset that market participants would take into account when pricing the asset (e.g., the
zoning regulations applicable to a property).

(c) A use that is financially feasible takes into account whether a use of the asset that is
physically possible and legally permissible generates adequate revenue or cash flows (taking
into account the costs of converting the asset to that use) to produce an investment return
that market participants would require from an investment in that asset put to that use.

C16. Highest and best use is determined from the perspective of market participants, even if the entity
intends a different use. However, an entity’s current use of a non-financial asset is presumed to
be its highest and best use unless market or other factors suggest that a different use by market
participants would maximize the value of the asset.

C17. To protect the public interest, or for other reasons, an entity may intend not to use an acquired
non-financial asset actively or it may intend not to use the asset according to its highest and best
use. For example, that might be the case for an acquired intangible asset, such as a drug patent,
that the entity plans to use to manufacture vaccines for its citizens. Nevertheless, the entity shall
measure the fair value of a non-financial asset assuming its highest and best use by market
participants.

Valuation premise for non-financial assets

C18. The highest and best use of a non-financial asset establishes the valuation premise used to
measure the fair value of the asset, as follows:

(&) The highest and best use of a non-financial asset might provide maximum value to market
participants through its use in combination with other assets as a group (as installed or
otherwise configured for use) or in combination with other assets and liabilities (e.g., an
operation).

() If the highest and best use of the asset is to use the asset in combination with other
assets or with other assets and liabilities, the fair value of the asset is the price that
would be received in a current transaction to sell the asset assuming that the asset
would be used with other assets or with other assets and liabilities and that those
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assets and liabilities (i.e., its complementary assets and the associated liabilities)
would be available to market participants.

(i)  Liabilities associated with the asset and with the complementary assets include
liabilities that fund working capital, but do not include liabilities used to fund assets
other than those within the group of assets.

(i)  Assumptions about the highest and best use of a non-financial asset shall be
consistent for all the assets (for which highest and best use is relevant) of the group of
assets or the group of assets and liabilities within which the asset would be used.

The highest and best use of a non-financial asset might provide maximum value to market
participants on a stand-alone basis. If the highest and best use of the asset is to use it on a
stand-alone basis, the fair value of the asset is the price that would be received in a current
transaction to sell the asset to market participants that would use the asset on a stand-alone
basis.

The fair value measurement of a non-financial asset assumes that the asset is sold consistently
with the unit of account specified in other IPSAS (which may be an individual asset). That is the
case even when that fair value measurement assumes that the highest and best use of the asset
is to use it in combination with other assets or with other assets and liabilities because a fair value
measurement assumes that the market participant already holds the complementary assets and
the associated liabilities.

When measuring the fair value of a non-financial asset used in combination with other assets as
a group (as installed or otherwise configured for use) or in combination with other assets and
liabilities (e.g., an operation), the effect of the valuation premise depends on the circumstances.
For example:

(@)

(b)

(©)

The fair value of the asset might be the same whether the asset is used on a stand-alone
basis or in combination with other assets or with other assets and liabilities. That might be
the case if the asset is an operation that market participants would continue to operate. In
that case, the transaction would involve valuing the operation in its entirety. The use of the
assets as a group in an ongoing operation would generate synergies that would be available
to market participants (i.e., market participant synergies that, therefore, should affect the fair
value of the asset on either a stand-alone basis or in combination with other assets or with
other assets and liabilities).

An asset’s use in combination with other assets or with other assets and liabilities might be
incorporated into the fair value measurement through adjustments to the value of the asset
used on a stand-alone basis That might be the case if the asset is a machine and the fair
value measurement is determined using an observed price for a similar machine (not
installed or otherwise configured for use), adjusted for transport and installation costs so that
the fair value measurement reflects the current condition and location of the machine
(installed and configured for use)

An asset’s use in combination with other assets or with other assets and liabilities might be
incorporated into the fair value measurement through the market participant assumptions
used to measure the fair value of the asset. For example, if the asset is work in progress
inventory that is unique and market participants would convert the inventory into finished
goods, the fair value of the inventory would assume that market participants have acquired
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or would acquire any specialized machinery necessary to convert the inventory into finished
goods.

(d) An asset’s use in combination with other assets or with other assets and liabilities might be
incorporated into the measurement technique used to measure the fair value of the asset.
That might be the case when using the multi-period excess earnings method to measure the
fair value of an intangible asset because that measurement technique specifically takes into
account the contribution of any complementary assets and the associated liabilities in the
group in which such an intangible asset would be used.

(e) In more limited situations, when an entity uses an asset within a group of assets, the entity
might measure the asset at an amount that approximates its fair value when allocating the
fair value of the asset group to the individual assets of the group. That might be the case if
the valuation involves real property and the fair value of improved property (i.e., an asset
group) is allocated to its component assets (such as land and improvements).

Fair Value at Initial Recognition

C21.

C22.

C23.

C24.

C25.

When an asset is acquired or a liability is assumed in an exchange transaction for that asset or
liability, the transaction price is the price paid to acquire the asset or received to assume the
liability (an entry price). In contrast, the fair value of the asset or liability is the price that would be
received to sell the asset or paid to transfer the liability (an exit price). Entities do not necessarily
sell assets at the prices paid to acquire them. Similarly, entities do not necessarily transfer
liabilities at the prices received to assume them.

In many cases the transaction price will equal the fair value (e.g., that might be the case when on
the transaction date the transaction to buy an asset takes place in the market in which the asset
would be sold).

When determining whether fair value at initial recognition equals the transaction price, an entity
shall take into account factors specific to the transaction and to the asset or liability. Paragraph
C25 describes situations in which the transaction price might not represent the fair value of an
asset or a liability at initial recognition.

If another IPSAS requires or permits an entity to measure an asset or a liability initially at fair
value and the transaction price differs from fair value, the entity shall recognize the resulting gain
or loss in surplus or deficit unless that IPSAS specifies otherwise.

When determining whether fair value at initial recognition equals the transaction price, an entity
shall take into account factors specific to the transaction and to the asset or liability. For example,
the transaction price might not represent the fair value of an asset or a liability at initial recognition
if any of the following conditions exist:

(&) The transaction is between related parties, although the price in a related party transaction
may be used as an input into a fair value measurement if the entity has evidence that the
transaction was entered into at market terms.

(b) The transaction takes place under duress or the seller is forced to accept the price in the
transaction. For example, that might be the case if the seller is experiencing financial
difficulty.

(c)  The unit of account represented by the transaction price is different from the unit of account
for the asset or liability measured at fair value. For example, that might be the case if the
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asset or liability measured at fair value is only one of the elements in the transaction (e.g., in
a public sector combination), the transaction includes unstated rights and privileges that are
measured separately in accordance with another IPSAS, or the transaction price includes
transaction costs.

(d)  The market in which the transaction takes place is different from the principal market (or most
advantageous market). For example, those markets might be different if the entity is a dealer
that enters into transactions with customers in the retail market, but the principal (or most
advantageous) market for the exit transaction is with other dealers in the dealer market.

(e) The transaction takes place to achieve a specific social policy objective (e.g., issuing
concessionary loans or financial guarantees where no, or a nominal fee, is charged).

Measurement Techniques

C26.

car7.

C28.

C29.

C30.

In some cases, fair value can be determined directly by observing prices in an active market. In
other cases, it is determined indirectly using measurement techniques.

An entity shall use measurement techniques that are appropriate in the circumstances and for
which sufficient data are available to measure fair value, maximizing the use of relevant
observable inputs and minimizing the use of unobservable inputs.

The objective of using a measurement technique is to estimate the price at which an orderly
transaction to sell the asset or to transfer the liability would take place between market
participants at the measurement date under current market conditions. Three widely used
measurement techniques are the market approach, the cost approach and the income approach.
The main aspects of those approaches are summarized in paragraphs C31-C36. An entity shall
use measurement techniques consistent with one or more of those approaches to measure fair
value.

If multiple measurement techniques are used to measure fair value, the results (i.e., respective
indications of fair value) shall be evaluated considering the reasonableness of the range of values
indicated by those results. A fair value measurement is the point within that range that is most
representative of fair value in the circumstances.

If the transaction price is fair value at initial recognition and a measurement technique that uses
unobservable inputs will be used to measure fair value in subsequent periods, the measurement
technique shall be calibrated so that at initial recognition the result of the measurement technique
equals the transaction price. Calibration ensures that the measurement technique reflects current
market conditions, and it helps an entity to determine whether an adjustment to the measurement
technique is necessary (e.g., there might be a characteristic of the asset or liability that is not
captured by the measurement technique). After initial recognition, when measuring fair value
using a measurement technique or techniques that use unobservable inputs, an entity shall
ensure that those measurement techniques reflect observable market data (e.g., the price for a
similar asset or liability) at the measurement date.

Market Approach

C31.

Measurement techniques consistent with the market approach often use market multiples derived
from a set of comparables. Multiples might be in ranges with a different multiple for each
comparable. The selection of the appropriate multiple within the range requires judgment,
considering qualitative and quantitative factors specific to the measurement.
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C32. Measurement techniques consistent with the market approach include matrix pricing. Matrix
pricing is a mathematical technique used principally to value some types of financial instruments,
such as debt securities, without relying exclusively on quoted prices for the specific securities, but
rather relying on the securities’ relationship to other benchmark quoted securities.

Cost Approach

C33. Applying the cost approach to estimate fair value shall take into account the attributes of the fair

value measurement basis.

Market Participant

C34.

From the perspective of a market participant seller, the price that would be received for the asset
is based on the cost to a market participant buyer to acquire or construct a substitute asset of
comparable utility, adjusted for obsolescence. That is because a market participant buyer would
not pay more for an asset than the amount for which it could replace the service capacity of that
asset. Obsolescence encompasses physical deterioration, functional (technological)
obsolescence and economic (external) obsolescence and is broader than depreciation for
financial reporting purposes (an allocation of historical cost) or tax purposes (using specified
service lives). In many cases the current replacement cost method is used to measure the fair
value of tangible assets that are used in combination with other assets or with other assets and
liabilities.

Income Approach

C35.

C36.

When estimating fair value, the income approach can be applied using several methods. Those
methods include, for example, the following:

(&) Present value techniques (see paragraph C36);

(b)  Option pricing models, such as the Black-Scholes-Merton formula or a binomial model (i.e.,
a lattice model), that incorporate present value techniques and reflect both the time value
and the intrinsic value of an option; and

(c) The multi-period excess earnings method, which is used to measure the fair value of some
intangible assets.

Paragraphs C37—C54 describe the use of present value techniques to measure fair value. Those
paragraphs focus on a discount rate adjustment technique and an expected cash flow (expected
present value) technique. Those paragraphs neither prescribe the use of a single specific present
value technique nor limit the use of present value techniques to measure fair value to the
techniques discussed. The present value technique used to measure fair value will depend on
facts and circumstances specific to the asset or liability being measured (e.g., whether prices for
comparable assets or liabilities can be observed in the market) and the availability of sufficient
data.

The Components of a Present Value Measurement

C37.

Present value (i.e., an application of the income approach) is a tool used to link future amounts
(e.g., cash flows or values) to a present amount using a discount rate. A measurement of an
asset or a liability using a present value technigue captures all the following elements from the
perspective of market participants at the measurement date:
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An estimate of future cash flows for the asset or liability being measured.

Expectations about possible variations in the amount and timing of the cash flows
representing the uncertainty inherent in the cash flows.

The time value of money, represented by the rate on risk-free monetary assets that have
maturity dates or durations that coincide with the period covered by the cash flows and pose
neither uncertainty in timing nor risk of default to the holder (i.e., a risk-free interest rate).

The price for bearing the uncertainty inherent in the cash flows (i.e., a risk premium).
Other factors that market participants would take into account in the circumstances.

For a liability, the non-performance risk relating to that liability, including the entity’s (i.e., the
obligor’s) own credit risk.

General Principles

Present value techniques differ in how they capture the elements in paragraph C37. However, all
the following general principles govern the application of any present value technique used to
measure fair value:

(@)

(b)

(©)

(d)

(e)

Cash flows and discount rates should reflect assumptions that market participants would use
when pricing the asset or liability.

Cash flows and discount rates should take into account only the factors attributable to the
asset or liability being measured.

To avoid double-counting or omitting the effects of risk factors, discount rates should reflect
assumptions that are consistent with those inherent in the cash flows. For example, a
discount rate that reflects the uncertainty in expectations about future defaults is appropriate
if using contractual cash flows of a loan (i.e., a discount rate adjustment technique). That
same rate should not be used if using expected (i.e., probability-weighted) cash flows (i.e.,
an expected present value technique) because the expected cash flows already reflect
assumptions about the uncertainty in future defaults; instead, a discount rate that is
commensurate with the risk inherent in the expected cash flows should be used.

Assumptions about cash flows and discount rates should be internally consistent. For
example, nominal cash flows, which include the effect of inflation, should be discounted at a
rate that includes the effect of inflation. The nominal risk-free interest rate includes the effect
of inflation. Real cash flows, which exclude the effect of inflation, should be discounted at a
rate that excludes the effect of inflation. Similarly, after-tax cash flows should be discounted
using an after-tax discount rate. Pre-tax cash flows should be discounted at a rate consistent
with those cash flows.

Discount rates should be consistent with the underlying economic factors of the currency in
which the cash flows are denominated.

Risk and Uncertainty

A measurement using present value techniques is made under conditions of uncertainty because
the cash flows used are estimates rather than known amounts. In many cases both the amount
and timing of the cash flows are uncertain. Even contractually fixed amounts, such as the
payments on a loan, are uncertain if there is risk of default.
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Market participants generally seek compensation (i.e., a risk premium) for bearing the uncertainty
inherent in the cash flows of an asset or a liability. A fair value measurement should include a risk
premium reflecting the amount that market participants would demand as compensation for the
uncertainty inherent in the cash flows. Otherwise, the measurement would not faithfully represent
fair value. In some cases determining the appropriate risk premium might be difficult. However,
the degree of difficulty alone is not a sufficient reason to exclude a risk premium.

Present value techniques differ in how they adjust for risk and in the type of cash flows they use.
For example:

(&) The discount rate adjustment technique (see paragraphs C42—-C46) uses a risk-adjusted
discount rate and contractual, promised or most likely cash flows.

(b) Method 1 of the expected present value technique (see paragraph C49) uses risk-adjusted
expected cash flows and a risk-free rate.

(c) Method 2 of the expected present value technique (see paragraph C50) uses expected cash
flows that are not risk-adjusted and a discount rate adjusted to include the risk premium that
market participants require. That rate is different from the rate used in the discount rate
adjustment technique.

Discount Rate Adjustment Technique

The discount rate adjustment technique uses a single set of cash flows from the range of possible
estimated amounts, whether contractual or promised (as is the case for a bond) or most likely
cash flows. In all cases, those cash flows are conditional upon the occurrence of specified events
(e.g., contractual or promised cash flows for a bond are conditional on the event of no default by
the debtor). The discount rate used in the discount rate adjustment technique is derived from
observed rates of return for comparable assets or liabilities that are traded in the market.
Accordingly, the contractual, promised or most likely cash flows are discounted at an observed or
estimated market rate for such conditional cash flows (i.e., a market rate of return).

The discount rate adjustment technique requires an analysis of market data for comparable
assets or liabilities. Comparability is established by considering the nature of the cash flows (e.g.,
whether the cash flows are contractual or non-contractual and are likely to respond similarly to
changes in economic conditions), as well as other factors (e.g., credit standing, collateral,
duration, restrictive covenants and liquidity). Alternatively, if a single comparable asset or liability
does not fairly reflect the risk inherent in the cash flows of the asset or liability being measured, it
may be possible to derive a discount rate using data for several comparable assets or liabilities in
conjunction with the risk-free yield curve (i.e., using a ‘build-up’ approach).

To illustrate a build-up approach, assume that Asset A is a contractual right to receive CU800 in
one year (i.e., there is no timing uncertainty). There is an established market for comparable
assets, and information about those assets, including price information, is available. Of those
comparable assets:

(a) Asset B is a contractual right to receive CU1,200 in one year and has a market price of
CU1,083. Thus, the implied annual rate of return (i.e., a one-year market rate of return) is 10.8
per cent [(CU1,200/CU1,083) — 1].
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(b) Asset C is a contractual right to receive CU700 in two years and has a market price of CU566.
Thus, the implied annual rate of return (i.e., a two-year market rate of return) is 11.2 per cent
[(CU700/CU566)"0.5 — 1].

(c) All three assets are comparable with respect to risk (i.e., dispersion of possible pay-offs and
credit).

On the basis of the timing of the contractual payments to be received for Asset A relative to the
timing for Asset B and Asset C (i.e., one year for Asset B versus two years for Asset C), Asset B
is deemed more comparable to Asset A. Using the contractual payment to be received for Asset
A (CUB00) and the one-year market rate derived from Asset B (10.8 per cent), the value of Asset
Ais CU722 (CU800/1.108). Alternatively, in the absence of available market information for Asset
B, the one-year market rate could be derived from Asset C using the build-up approach. In that
case the two-year market rate indicated by Asset C (11.2 per cent) would be adjusted to a one-
year market rate using the term structure of the risk-free yield curve. Additional information and
analysis might be required to determine whether the risk premiums for one-year and two-year
assets are the same. If it is determined that the risk premiums for one-year and two-year assets
are not the same, the two-year market rate of return would be further adjusted for that effect.

When the discount rate adjustment technique is applied to fixed receipts or payments, the
adjustment for risk inherent in the cash flows of the asset or liability being measured is included in
the discount rate. In some applications of the discount rate adjustment technique to cash flows
that are not fixed receipts or payments, an adjustment to the cash flows may be necessary to
achieve comparability with the observed asset or liability from which the discount rate is derived.

Expected Present Value Technique

The expected present value technique uses as a starting point a set of cash flows that represents
the probability-weighted average of all possible future cash flows (i.e., the expected cash flows).
The resulting estimate is identical to expected value, which, in statistical terms, is the weighted
average of a discrete random variable’s possible values with the respective probabilities as the
weights. Because all possible cash flows are probability-weighted, the resulting expected cash
flow is not conditional upon the occurrence of any specified event (unlike the cash flows used in
the discount rate adjustment technique).

In making an investment decision, risk-averse market participants would take into account the risk
that the actual cash flows may differ from the expected cash flows. Portfolio theory distinguishes
between two types of risk:

(&) Unsystematic (diversifiable) risk, which is the risk specific to a particular asset or liability.

(b) Systematic (non-diversifiable) risk, which is the common risk shared by an asset or a liability
with the other items in a diversified portfolio.

Portfolio theory holds that in a market in equilibrium, market participants will be compensated only
for bearing the systematic risk inherent in the cash flows. (In markets that are inefficient or out of
equilibrium, other forms of return or compensation might be available.)

Method 1 of the expected present value technique adjusts the expected cash flows of an asset for
systematic (i.e., market) risk by subtracting a cash risk premium (i.e., risk-adjusted expected cash
flows). Those risk-adjusted expected cash flows represent a certainty-equivalent cash flow, which
is discounted at a risk-free interest rate. A certainty-equivalent cash flow refers to an expected
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cash flow (as defined), adjusted for risk so that a market participant is indifferent to trading a
certain cash flow for an expected cash flow. For example, if a market participant was willing to
trade an expected cash flow of CU1,200 for a certain cash flow of CU1,000, the CU1,000 is the
certainty equivalent of the CU1,200 (i.e., the CU200 would represent the cash risk premium). In
that case the market participant would be indifferent as to the asset held.

In contrast, Method 2 of the expected present value technique adjusts for systematic (i.e., market)
risk by applying a risk premium to the risk-free interest rate. Accordingly, the expected cash flows
are discounted at a rate that corresponds to an expected rate associated with probability-
weighted cash flows (i.e., an expected rate of return). Models used for pricing risky assets, such
as the capital asset pricing model, can be used to estimate the expected rate of return. Because
the discount rate used in the discount rate adjustment technique is a rate of return relating to
conditional cash flows, it is likely to be higher than the discount rate used in Method 2 of the
expected present value technique, which is an expected rate of return relating to expected or
probability-weighted cash flows.

To illustrate Methods 1 and 2, assume that an asset has expected cash flows of CU780 in one
year determined on the basis of the possible cash flows and probabilities shown below. The
applicable risk-free interest rate for cash flows with a one-year horizon is 5 per cent, and the
systematic risk premium for an asset with the same risk profile is 3 per cent.

Possible cash flows Probability Probability-weighted cash flows
CU500 15% CU75

Cu800 60% Cu480

CuU900 25% CuU225

Expected cash flows Ccu780

In this simple illustration, the expected cash flows (CU780) represent the probability-weighted
average of the three possible outcomes. In more realistic situations, there could be many possible
outcomes. However, to apply the expected present value technique, it is not always necessary to
take into account distributions of all possible cash flows using complex models and techniques.
Rather, it might be possible to develop a limited number of discrete scenarios and probabilities
that capture the array of possible cash flows. For example, an entity might use realized cash
flows for some relevant past period, adjusted for changes in circumstances occurring
subsequently (e.g., changes in external factors, including economic or market conditions, industry
trends and competition as well as changes in internal factors affecting the entity more
specifically), taking into account the assumptions of market participants.

In theory, the present value of the asset’s cash flows is the same whether determined using
Method 1 or Method 2, as follows:

(&) Using Method 1, the expected cash flows are adjusted for systematic (i.e., market) risk. In
the absence of market data directly indicating the amount of the risk adjustment, such
adjustment could be derived from an asset pricing model using the concept of certainty
equivalents. For example, the risk adjustment (i.e., the cash risk premium of CU22) could be
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determined using the systematic risk premium of 3 per cent (CU780 — [CU780 x (1.05/1.08)]),
which results in risk-adjusted expected cash flows of CU758 (CU780 — CU22). The CU758
is the certainty equivalent of CU780 and is discounted at the risk-free interest rate (5 per
cent). The present value (i.e., the fair value) of the asset is CU722 (CU758/1.05).

Using Method 2, the expected cash flows are not adjusted for systematic (i.e., market) risk.
Rather, the adjustment for that risk is included in the discount rate. Thus, the expected cash
flows are discounted at an expected rate of return of 8 per cent (i.e., the 5 per cent risk-free
interest rate plus the 3 per cent systematic risk premium). The present value of the asset is
CU722 (CU780/1.08).

When using an expected present value technique, either Method 1 or Method 2 could be used.
The selection of Method 1 or Method 2 will depend on facts and circumstances specific to the
asset or liability being measured, the extent to which sufficient data are available and the
judgments applied.

Inputs to Measurement Techniques

General Principles

C55.

C56.

C57.

Measurement techniques used to measure fair value shall maximize the use of relevant
observable inputs and minimize the use of unobservable inputs.

Examples of markets in which inputs might be observable for some assets and liabilities (e.g.,
financial instruments) include the following:

(@)

(b)

(€)

(d)

Exchange markets. In an exchange market, closing prices are both readily available and
generally representative of fair value. An example of such a market is the London Stock
Exchange.

Dealer markets. In a dealer market, dealers stand ready to trade (either buy or sell for their
own account), thereby providing liquidity by using their capital to hold an inventory of the
items for which they make a market. Typically bid and ask prices (representing the price at
which the dealer is willing to buy and the price at which the dealer is willing to sell,
respectively) are more readily available than closing prices. Over-the-counter markets (for
which prices are publicly reported) are dealer markets. Dealer markets also exist for some
other assets and liabilities, including some financial instruments, commodities and physical
assets (e.g., used equipment).

Brokered markets. In a brokered market, brokers attempt to match buyers with sellers but do
not stand ready to trade for their own account. In other words, brokers do not use their own
capital to hold an inventory of the items for which they make a market. The broker knows the
prices bid and asked by the respective parties, but each party is typically unaware of another
party’s price requirements. Prices of completed transactions are sometimes available.
Brokered markets include electronic communication networks, in which buy and sell orders
are matched, and commercial and residential real estate markets.

Principal-to-principal markets. In a principal-to-principal market, transactions, both
originations and resales, are negotiated independently with no intermediary. Little information
about those transactions may be made available publicly.

An entity shall select inputs that are consistent with the characteristics of the asset or liability that
market participants would take into account in a transaction for the asset or liability (see
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paragraphs 32 and 33). In some cases those characteristics result in the application of an
adjustment, such as a premium or discount (e.g., a control premium or non-controlling interest
discount). However, a fair value measurement shall not incorporate a premium or discount that is
inconsistent with the unit of account in the IPSAS that requires or permits the fair value
measurement (see paragraphs 34 and 35). Premiums or discounts that reflect size as a
characteristic of the entity’s holding (specifically, a blockage factor that adjusts the quoted price of
an asset or a liability because the market's normal daily trading volume is not sufficient to absorb
the quantity held by the entity, as described in paragraph C67) rather than as a characteristic of
the asset or liability (e.g., a control premium when measuring the fair value of a controlling
interest) are not permitted in a fair value measurement. In all cases, if there is a quoted price in
an active market (i.e., a Level 1 input) for an asset or a liability, an entity shall use that price
without adjustment when measuring fair value, except as specified in paragraph C66.

Fair Value Hierarchy

C58.

C59.

C60.

C61.

To increase consistency and comparability in fair value measurements and related disclosures,
this Application Guidance establishes a fair value hierarchy that categorizes into three levels (see
paragraphs C63—C90) the inputs to measurement techniques used to measure fair value. The fair
value hierarchy gives the highest priority to quoted prices (unadjusted) in active markets for
identical assets or liabilities (Level 1 inputs) and the lowest priority to unobservable inputs (Level
3 inputs).

In some cases, the inputs used to measure the fair value of an asset or a liability might be
categorized within different levels of the fair value hierarchy. In those cases, the fair value
measurement is categorized in its entirety in the same level of the fair value hierarchy as the
lowest level input that is significant to the entire measurement. Assessing the significance of a
particular input to the entire measurement requires judgment, taking into account factors specific
to the asset or liability. Adjustments to arrive at measurements based on fair value, such as costs
to sell when measuring fair value less costs to sell, shall not be taken into account when
determining the level of the fair value hierarchy within which a fair value measurement is
categorized.

The availability of relevant inputs and their relative subjectivity might affect the selection of
appropriate measurement techniques (see paragraph C27). However, the fair value hierarchy
prioritizes the inputs to measurement techniques, not the measurement techniques used to
measure fair value. For example, a fair value measurement developed using a present value
technigue might be categorized within Level 2 or Level 3, depending on the inputs that are
significant to the entire measurement and the level of the fair value hierarchy within which those
inputs are categorized.

If an observable input requires an adjustment using an unobservable input and that adjustment
results in a significantly higher or lower fair value measurement, the resulting measurement would
be categorized within Level 3 of the fair value hierarchy. For example, if a market participant
would take into account the effect of a restriction on the sale of an asset when estimating the
price for the asset, an entity would adjust the quoted price to reflect the effect of that restriction. If
that quoted price is a Level 2 input and the adjustment is an unobservable input that is significant
to the entire measurement, the measurement would be categorized within Level 3 of the fair value
hierarchy.
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Level 1 Inputs

C62.

C63.

C64.

C65.

C66.

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the entity can access at the measurement date.

A quoted price in an active market provides the most faithfully representative evidence of fair
value and shall be used without adjustment to measure fair value whenever available, except as
specified in paragraph C66.

A Level 1 input will be available for many financial assets and financial liabilities, some of which
might be exchanged in multiple active markets (e.g., on different exchanges). Therefore, the
emphasis within Level 1 is on determining both of the following:

(@ The principal market for the asset or liability or, in the absence of a principal market, the most
advantageous market for the asset or liability; and

(b)  Whether the entity can enter into a transaction for the asset or liability at the price in that
market at the measurement date.

An entity shall not make an adjustment to a Level 1 input except in the following circumstances:

(&8 When an entity holds a large number of similar (but not identical) assets or liabilities (e.g.,
debt securities) that are measured at fair value and a quoted price in an active market is
available but not readily accessible for each of those assets or liabilities individually (i.e.,
given the large number of similar assets or liabilities held by the entity, it would be difficult to
obtain pricing information for each individual asset or liability at the measurement date). In
that case, as a practical expedient, an entity may measure fair value using an alternative
pricing method that does not rely exclusively on quoted prices (e.g., matrix pricing). However,
the use of an alternative pricing method results in a fair value measurement categorized
within a lower level of the fair value hierarchy.

(b)  When a quoted price in an active market does not represent fair value at the measurement
date. That might be the case if, for example, significant events (such as transactions in a
principal-to-principal market, trades in a brokered market or announcements) take place after
the close of a market but before the measurement date. An entity shall establish and
consistently apply a policy for identifying those events that might affect fair value
measurements. However, if the quoted price is adjusted for new information, the adjustment
results in a fair value measurement categorized within a lower level of the fair value hierarchy.

(c) When measuring the fair value of a liability or an entity’s own equity instrument using the
guoted price for the identical item traded as an asset in an active market and that price needs
to be adjusted for factors specific to the item or the asset (see paragraph AG143F of (IPSAS
41). If no adjustment to the quoted price of the asset is required, the result is a fair value
measurement categorized within Level 1 of the fair value hierarchy. However, any adjustment
to the quoted price of the asset results in a fair value measurement categorized within a lower
level of the fair value hierarchy.

If an entity holds a position in a single asset or liability (including a position comprising a large
number of identical assets or liabilities, such as a holding of financial instruments) and the asset
or liability is traded in an active market, the fair value of the asset or liability shall be measured
within Level 1 as the product of the quoted price for the individual asset or liability and the
guantity held by the entity. That is the case even if a market’'s normal daily trading volume is not
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sufficient to absorb the quantity held and placing orders to sell the position in a single transaction
might affect the quoted price.

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.

If the asset or liability has a specified (contractual) term, a Level 2 input must be observable for
substantially the full term of the asset or liability. Level 2 inputs include the following:

(@)
(b)
(©)

(d)

Quoted prices for similar assets or liabilities in active markets.

Quoted prices for identical or similar assets or liabilities in markets that are not active.
Inputs other than quoted prices that are observable for the asset or liability, for example:
0] Interest rates and yield curves observable at commonly quoted intervals;

(i)  Implied volatilities; and

(i)  Credit spreads.

Market-corroborated inputs.

Adjustments to Level 2 inputs will vary depending on factors specific to the asset or liability.
Those factors include the following:

(@)
(b)

()

The condition or location of the asset;

The extent to which inputs relate to items that are comparable to the asset or liability
(including those factors described in paragraph AG143F of IPSAS 41; and

The volume or level of activity in the markets within which the inputs are observed.

An adjustment to a Level 2 input that is significant to the entire measurement might result in a fair
value measurement categorized within Level 3 of the fair value hierarchy if the adjustment uses
significant unobservable inputs.

Paragraph C73 describes the use of Level 2 inputs for particular assets and liabilities.

Examples of Level 2 inputs for particular assets and liabilities include the following:

(@)

(b)

Licensing arrangement. For a licensing arrangement that is acquired in a public sector
combination and was recently negotiated with an unrelated party by the acquired entity (the
party to the licensing arrangement), a Level 2 input would be the royalty rate in the contract
with the unrelated party at inception of the arrangement.

Finished goods inventory at a retail outlet. For finished goods inventory that is acquired in a
public sector combination, a Level 2 input would be either a price to customers in a retail
market or a price to retailers in a wholesale market, adjusted for differences between the
condition and location of the inventory item and the comparable (i.e., similar) inventory items
so that the fair value measurement reflects the price that would be received in a transaction
to sell the inventory to another retailer that would complete the requisite selling efforts.
Conceptually, the fair value measurement will be the same, whether adjustments are made
to a retail price (downward) or to a wholesale price (upward). Generally, the price that
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requires the least amount of subjective adjustments should be used for the fair value
measurement.

(c) Building held and used. A Level 2 input would be the price per square meter for the building
(avaluation multiple) derived from observable market data, e.g., multiples derived from prices
in observed transactions involving comparable (i.e., similar) buildings in similar locations.

(d) Cash-generating unit. A Level 2 input would be a valuation multiple (e.g., a multiple of
earnings or revenue or a similar performance measure) derived from observable market data,
e.g., multiples derived from prices in observed transactions involving comparable (i.e.,
similar) operations, taking into account operational, market, financial and non-financial
factors.

Level 3 Inputs

C73.
C74.

C75.

Level 3 inputs are unobservable inputs for the asset or liability.

Unobservable inputs shall be used to measure fair value to the extent that relevant observable
inputs are not available, thereby allowing for situations in which there is little, if any, market
activity for the asset or liability at the measurement date. However, the fair value measurement
objective remains the same, i.e., an exit price at the measurement date from the perspective of a
market participant that holds the asset or owes the liability. Therefore, unobservable inputs shall
reflect the assumptions that market participants would use when pricing the asset or liability,
including assumptions about risk.

Assumptions about risk include the risk inherent in a particular measurement technique used to
measure fair value (such as a pricing model) and the risk inherent in the inputs to the
measurement technique. A measurement that does not include an adjustment for risk would not
represent a fair value measurement if market participants would include one when pricing the
asset or liability. For example, it might be necessary to include a risk adjustment when there is
significant measurement uncertainty (e.g., when there has been a significant decrease in the
volume or level of activity when compared with normal market activity for the asset or liability, or
similar assets or liabilities, and the entity has determined that the transaction price or quoted price
does not represent fair value, as described in paragraphs C77-C87).

Measuring Fair Value when the VVolume or Level of Activity for an Asset or a Liability has Significantly
Decreased

C76.

The fair value of an asset or a liability might be affected when there has been a significant
decrease in the volume or level of activity for that asset or liability in relation to normal market
activity for the asset or liability (or similar assets or liabilities). To determine whether, on the basis
of the evidence available, there has been a significant decrease in the volume or level of activity
for the asset or liability, an entity shall evaluate the significance and relevance of factors such as
the following:

(& There are few recent transactions.
(b)  Price quotations are not developed using current information.

(c) Price quotations vary substantially either over time or among market-makers (e.g., some
brokered markets).
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(d) Indices that previously were highly correlated with the fair values of the asset or liability are
demonstrably uncorrelated with recent indications of fair value for that asset or liability.

(e) There is a significant increase in implied liquidity risk premiums, yields or performance
indicators (such as delinquency rates or loss severities) for observed transactions or quoted
prices when compared with the entity's estimate of expected cash flows, taking into account
all available market data about credit and other non-performance risk for the asset or liability.

(H  There is a wide bid-ask spread or significant increase in the bid-ask spread.

(g) There is a significant decline in the activity of, or there is an absence of, a market for new
issues (i.e., a primary market) for the asset or liability or similar assets or liabilities.

(h) Little information is publicly available (e.qg., for transactions that take place in a principal-to-
principal market).

If an entity concludes that there has been a significant decrease in the volume or level of activity
for the asset or liability in relation to normal market activity for the asset or liability (or similar
assets or liabilities), further analysis of the transactions or quoted prices is needed. A decrease in
the volume or level of activity on its own may not indicate that a transaction price or quoted price
does not represent fair value or that a transaction in that market is not orderly. However, if an
entity determines that a transaction or quoted price does not represent fair value (e.g., there may
be transactions that are not orderly), an adjustment to the transactions or quoted prices will be
necessary if the entity uses those prices as a basis for measuring fair value and that adjustment
may be significant to the fair value measurement in its entirety. Adjustments also may be
necessary in other circumstances (e.g., when a price for a similar asset requires significant
adjustment to make it comparable to the asset being measured or when the price is stale).

This Application Guidance does not prescribe a methodology for making significant adjustments
to transactions or quoted prices. See paragraphs C26—C29 and C31-C40 for a discussion of the
use of measurement techniques when measuring fair value. Regardless of the measurement
technique used, an entity shall include appropriate risk adjustments, including a risk premium
reflecting the amount that market participants would demand as compensation for the uncertainty
inherent in the cash flows of an asset or a liability (see paragraph C48). Otherwise, the
measurement does not faithfully represent fair value. In some cases determining the appropriate
risk adjustment might be difficult. However, the degree of difficulty alone is not a sufficient basis
on which to exclude a risk adjustment. The risk adjustment shall be reflective of an orderly
transaction between market participants at the measurement date under current market
conditions.

If there has been a significant decrease in the volume or level of activity for the asset or liability, a
change in measurement technique or the use of multiple measurement techniques may be
appropriate (e.g., the use of a market approach and a present value technique). When weighting
indications of fair value resulting from the use of multiple measurement techniques, an entity shall
consider the reasonableness of the range of fair value measurements. The objective is to
determine the point within the range that is most representative of fair value under current market
conditions. A wide range of fair value measurements may be an indication that further analysis is
needed.

Even when there has been a significant decrease in the volume or level of activity for the asset or
liability, the objective of a fair value measurement remains the same. Fair value is the price that
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would be received to sell an asset or paid to transfer a liability in an orderly transaction (i.e., not a
forced liquidation or distress sale) between market participants at the measurement date under
current market conditions.

Estimating the price at which market participants would be willing to enter into a transaction at the
measurement date under current market conditions if there has been a significant decrease in the
volume or level of activity for the asset or liability depends on the facts and circumstances at the
measurement date and requires judgment. An entity's intention to hold the asset or to settle or
otherwise fulfill the liability is not relevant when measuring fair value because fair value is a
market-based measurement, not an entity-specific measurement.

Identifying Transactions that are not Orderly

C82.

C83.

The determination of whether a transaction is orderly (or is not orderly) is more difficult if there
has been a significant decrease in the volume or level of activity for the asset or liability in relation
to normal market activity for the asset or liability (or similar assets or liabilities). In such
circumstances it is not appropriate to conclude that all transactions in that market are not orderly
(i.e., forced liquidations or distress sales). Circumstances that may indicate that a transaction is
not orderly include the following:

(&) There was not adequate exposure to the market for a period before the measurement date
to allow for marketing activities that are usual and customary for transactions involving such
assets or liabilities under current market conditions.

(b) There was a usual and customary marketing period, but the seller marketed the asset or
liability to a single market participant.

(c) The seller is in or near bankruptcy or receivership (i.e., the seller is distressed).

(d) The seller was required to sell to meet regulatory or legal requirements (i.e., the seller was
forced).

(e) Thetransaction price is an outlier when compared with other recent transactions for the same
or a similar asset or liability.

An entity shall evaluate the circumstances to determine whether, on the weight of the evidence
available, the transaction is orderly.

An entity shall consider all the following when measuring fair value or estimating market risk
premiums:

(&) If the evidence indicates that a transaction is not orderly, an entity shall place little, if any,
weight (compared with other indications of fair value) on that transaction price.

(b) If the evidence indicates that a transaction is orderly, an entity shall take into account that
transaction price. The amount of weight placed on that transaction price when compared with
other indications of fair value will depend on the facts and circumstances, such as the
following:

0] The volume of the transaction.
(i)  The comparability of the transaction to the asset or liability being measured.

(i)  The proximity of the transaction to the measurement date.
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(c) Ifan entity does not have sufficient information to conclude whether a transaction is orderly,
it shall take into account the transaction price. However, that transaction price may not
represent fair value (i.e., the transaction price is not necessarily the sole or primary basis for
measuring fair value or estimating market risk premiums). When an entity does not have
sufficient information to conclude whether particular transactions are orderly, the entity shall
place less weight on those transactions when compared with other transactions that are
known to be orderly.

An entity need not undertake exhaustive efforts to determine whether a transaction is orderly, but
it shall not ignore information that is reasonably available. When an entity is a party to a transaction,
it is presumed to have sufficient information to conclude whether the transaction is orderly.

Using Quoted Prices Provided by Third Parties

C84.

C85.

C86.

C87.

C88.
C89.

This Application Guidance does not preclude the use of quoted prices provided by third parties,
such as pricing services or brokers, if an entity has determined that the quoted prices provided by
those parties are developed in accordance with this Application Guidance.

If there has been a significant decrease in the volume or level of activity for the asset or liability,
an entity shall evaluate whether the quoted prices provided by third parties are developed using
current information that reflects orderly transactions or a measurement technique that reflects
market participant assumptions (including assumptions about risk). In weighting a quoted price as
an input to a fair value measurement, an entity places less weight (when compared with other
indications of fair value that reflect the results of transactions) on quotes that do not reflect the
result of transactions.

Furthermore, the nature of a quote (e.g., whether the quote is an indicative price or a binding
offer) shall be taken into account when weighting the available evidence, with more weight given
to quotes provided by third parties that represent binding offers.

An entity shall develop unobservable inputs using the best information available in the
circumstances, which might include the entity’s own data. In developing unobservable inputs, an
entity may begin with its own data, but it shall adjust those data if reasonably available
information indicates that other market participants would use different data or there is something
particular to the entity that is not available to other market participants (e.g., an entity-specific
synergy). An entity need not undertake exhaustive efforts to obtain information about market
participant assumptions. However, an entity shall take into account all information about market
participant assumptions that is reasonably available. Unobservable inputs developed in the
manner described above are considered market participant assumptions and meet the objective
of a fair value measurement.

Paragraph C90 describes the use of Level 3 inputs for particular assets and liabilities.
Examples of Level 3 inputs for particular assets and liabilities include the following:

(&) Long-dated currency swap. A Level 3 input would be an interest rate in a specified currency
that is not observable and cannot be corroborated by observable market data at commonly
guoted intervals or otherwise for substantially the full term of the currency swap. The interest
rates in a currency swap are the swap rates calculated from the respective countries’ yield
curves.
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Three-year option on exchange-traded shares. A Level 3 input would be historical volatility,
i.e., the volatility for the shares derived from the shares’ historical prices. Historical volatility
typically does not represent current market participants’ expectations about future volatility,
even if it is the only information available to price an option.

Interest rate swap. A Level 3 input would be an adjustment to a mid-market consensus (non-
binding) price for the swap developed using data that are not directly observable and cannot
otherwise be corroborated by observable market data.

Decommissioning liability assumed in a public sector combination. A Level 3 input would be
a current estimate using the entity’s own data about the future cash outflows to be paid to
fulfill the obligation (including market participants’ expectations about the costs of fulfilling the
obligation and the compensation that a market participant would require for taking on the
obligation to dismantle the asset) if there is no reasonably available information that indicates
that market participants would use different assumptions. That Level 3 input would be used
in a present value technique together with other inputs, e.g., a current risk-free interest rate
or a credit-adjusted risk-free rate if the effect of the entity’s credit standing on the fair value
of the liability is reflected in the discount rate rather than in the estimate of future cash
outflows.

Cash-generating unit. A Level 3 input would be a financial forecast (e.g., of cash) developed
using the entity’s own data if there is no reasonably available information that indicates that
market participants would use different assumptions.
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Appendix D

Cost of Fulfillment

This Appendix is an integral part of [draft] IPSAS [X] (ED 77).

Measurement

D1.

The objective of the cost of fulfilment measurement is to estimate the value of a liability assuming
the entity will fulfill its obligation in the least costly manner. A cost of fulfillment measurement
requires an entity to determine all the following:

(@) The particular liability that is the subject of the measurement (consistently with its unit of
account).

(b)  The manner in which the liability will be settled.

(c) The measurement technique(s) appropriate for the measurement, considering the availability
of data with which to develop inputs when pricing the liability.

The Least Costly Manner

D2.

D3.

DA4.

D5.

D6.

The cost of fulfilment measurement assumes that the liability is settled by the entity in the least
costly manner.

The cost of fulfilment represents the amount the entity is obligated to incur to settle the liability.
This obligation represents the minimum amount an entity will incur assuming the entity completely
satisfies its obligation. For example, an entity may have an obligation to restore a parcel of land to
its original condition when a temporary road is no longer in use. Even when the entity intends to
enhance the parcel of land, the costs of enhancements are beyond the cost to fulfill the minimum
obligation of restoring the land to its original condition and therefore are not representative of the
cost to fulfill the liability. In cases where an entity intends to fulfill the liability beyond its commitment,
guidance in IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets, should be applied
when accounting for amount in excess of the cost to fulfill.

The entity must have the ability to access the fulfilment method that results in the obligation being
settled in the least costly manner at the expected fulfillment date. Because different entities (and
operations within those entities) with different activities may have access to a variety of fulfillment
methods, the least costly manner for the same liability might be different for different entities (and
operations within those entities). Therefore, the least costly manner shall be considered from the
perspective of the entity, thereby allowing for differences between and among entities with different
activities.

An entity need not undertake an exhaustive search of all fulfilment methods to identify the least
costly manner of fulfillment, but it shall take into account all information that is reasonably available.
In the absence of evidence to the contrary, the least costly manner of fulfillment is presumed to be
the manner in which the entity has currently selected to release itself from the obligation. For
example, if an entity elects to fulfill its decommissioning liability using its own employees, it is
presumed this is the least costly manner of fulfillment, regardless of the entity’s ability to contract
the decommissioning to third parties.

Where fulfilment requires work to be done—for example, where the liability is to rectify
environmental damage—the relevant costs are those that the entity will incur. This may be the cost

to the entity of doing the remedial work itself, or of contracting with an external party to carry out
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the work. However, the costs of contracting with an external party are only relevant where
employing a contractor is the least costly means of fulfilling the obligation and the entity has the
ability to access the fulfilment method (see paragraph D4).

Where fulfillment will be made by the entity itself, the cost of fulfilment does not include any surplus,
because any such surplus does not represent a use of the entity’s resources. Where the cost of
fulfillment amount is based on the cost of employing a contractor, the amount will implicitly include
the profit required by the contractor, as the total amount charged by the contractor will be a claim
on the entity’s resources.

Entity-Specific Value

D8.

D9.

D10.

The cost of fulfillment is an entity-specific value. An entity shall measure the cost of fulfillment of a
liability using the assumptions from the entity’s perspective, assuming the entity acts in accordance
with its own public sector objective.

In developing those entity-specific assumptions, an entity shall identify characteristics specific to
the entity and the liability, considering factors specific to all the following:

(&) The liability;
(b)  The entity’s expectations about the amount and timing of future outflows of resources; and
(c) The time value of money.

Whether a risk premium is included in the calculation will depend on guidance in the relevant
IPSAS.2

When estimating market based assumptions, such as the time value of money, there may be little
difference between the assumptions that a market participant would apply and those and entity
uses itself.

The Cost that the Entity Will Incur

D11.
D12.

D13.

The cost of fulfillment estimates the cost assuming the entity settles obligation.

A cost of fulfillment measurement, both at initial and subsequent measurement, should only
incorporate the future outflows of resources the entity expects to incur to satisfy the obligation.
Those future outflows of resources include the amounts:

(@) To be transferred to the liability counterparty; and
(b)  The entity expects to be obliged to transfer to other parties to settle the liability.

The price used to measure the cost of fulfilling the liability shall not be adjusted for transaction costs
incurred to enter into the transaction. Entry-based transaction costs have no impact on the future
outflows of resources the entity expects to incur. In contrast, transaction costs that are expected to
be incurred, or exit-based, in settling the liability are a future outflow of resources that is relevant in
measuring the cost to fulfill the liability and are included in measuring the cost of fulfillment.

2 When including a risk premium in measuring cost of fulfillment, an entity should perform the measurement from the
perspective of the entity holding the liability rather than from the perspective of the market participant as noted in
paragraph 6.
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Where the cost of fulfillment depends on uncertain future events, all possible outcomes are taken
into account in the estimated cost of fulfilment, which aims to reflect all those possible outcomes
in an unbiased manner.

Where fulfillment of the obligation will not take place for an extended period, the cash flows need
to be discounted to reflect the value of the liability at the measurement date using a measurement
technique. As a practical expedient, an entity need not discount the value of the future outflow of
resources if the entity expects the obligation to be settled within one year.

Settling its Obligations

D16.

D17.

D18.

D19.

The cost of fulfillment is the cost that the entity expects to incur to settle its obligation in the normal
course of operations.

In estimating the cost to settle its obligation in the normal course of operations, the entity assumes
the obligation will be fulfilled under the existing terms of the arrangement and that the liability will
not be transferred to a third party.

In estimating the cost of fulfillment the entity takes into account all readily available information at
the measurement date under current market conditions in estimating the outflow of resources
required to settle the liability at the expected fulfillment date.

The cost of fulfillment shall not include the non-performance risk of the entity to settle its obligation.
A cost of fulfilment measurement is a measure of the value of a liability assuming the entity will
fulfill its obligations. As non-performance risk takes into account the effect on the value of a liability
of the entity potentially not meeting its obligations, it is inconsistent to include in the measure of a
liability the possibility that it may not meet its obligations when the cost of fulfillment measurement
assumes the lability will be fulfilled in the normal course of operations.

Measurement Techniques

D20.

D21.

D22.

The cost of fulfilment cannot be observed directly in an active market. It is determined using
measurement techniques.

An entity shall use measurement techniques that are appropriate in the circumstances and for
which sufficient data is available to measure the cost of fulfillment. The cost of fulfilment reflects
entity-specific assumptions rather than assumptions used by market participants. In practice, there
may be little difference between the assumptions that a market participant would apply and those
and entity uses itself.

The objective of using a measurement technique is to estimate the cost that the entity will incur in
fulfilling the obligations represented by the liability at the measurement date under current market
conditions. The most commonly used valuation approach when measuring the cost of fulfillment is
an income approach. The main aspects of that approach as it relates to the cost of fulfillment are
summarized in paragraphs D23-D48.

Income Approach

D23.

Applying the income approach to estimate the cost of fulfilment shall take into account the
attributes of the cost of fulfilment measurement basis. This includes:

(a) Estimates of future cash flows.
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(b) Possible variations in the estimated amount or timing of future cash flows for liability being
measured, caused by the uncertainty inherent in the cash flows.

(c) The time value of money.
(d)  Other factors that impact the value of the liability.

Paragraphs D25-D48 describe the use of present value techniques to measure the cost of
fulfillment. Those paragraphs neither prescribe the use of a single specific present value technique
nor limit the use of present value techniques to measure the cost of fulfilment to the techniques
discussed. The present value technique used to measure the cost of fulfillment will depend on facts
and circumstances specific to the liability being measured and the availability of sufficient data.

Future Outflows of Resources

D25.

The estimates of outflows of resources used to determine the cost of fulfilment shall include all
inflows of resources and outflows of resources that relate directly to the fulfillment of the liability.
Those estimates shall:

(&) Be explicit (i.e., the entity shall estimate those outflows of resources separately from the
estimates of discount rates that adjust those future outflows of resources for the time value
of money and the risk adjustment that adjusts those future outflows of resources for the
effects of uncertainty about the amount and timing of those outflows of resources);

(b) Reflect the perspective of the entity, provided that the estimates of any relevant market
variables do not contradict the observable market prices for those variables (see paragraphs
D30-D34);

(c) Incorporate, in an unbiased way, all of the available information about the amount, timing and
uncertainty of all of the inflows of resources and outflows of resources that are expected to
arise as the entity fulfills the liability (see paragraph D35); and

(d) Becurrent (i.e., the estimates shall reflect all of the available information at the measurement
date) (see paragraphs D36—-D40).

Uncertainty and the Expected Value Approach

D26.

D27.

The expected present value technique uses as a starting point a set of outflows of resources that
represents the probability-weighted average of all possible future outflows of resources (i.e., the
expected outflows of resources). The resulting estimate is identical to expected value, which, in
statistical terms, is the weighted average of a discrete random variable’s possible values with the
respective probabilities as the weights. Because all possible outflows of resources are probability-
weighted, the resulting expected outflows of resources are not conditional upon the occurrence of
any specified event (unlike the outflows of resources used in the discount rate adjustment
technique).

In determining the expected outflows of resources an entity must:
(& Identify each possible outcome;

(b) Make an unbiased estimate of the amount and timing of the future outflows of resources for
each outcome; and

(c) Make an unbiased estimate of the probability of each outcome.
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Paragraph D27 requires the estimate of expected values reflect an unbiased and probability-
weighted amount that is determined by evaluating a range of possible outcomes. In practice, this
may not need to be a complex analysis. In some cases, relatively simple modelling may be
sufficient, without the need for a large number of detailed simulations of scenarios. For example,
the identification of scenarios that specify the amount and timing of the outflows of resources for
particular outcomes and the estimated probability of those outcomes will probably be needed. In
those situations, the expected outflows of resources shall reflect at least two outcomes.

In identifying the set of outflows of resources that represents the probability-weighted average of
all possible future outflows of resources, paragraph D2 assumes that the liability is settled by the
entity in the least costly manner. Each outflow represents one possible scenario where the liability
is settled in the least costly manner.

Market Variables and Non-Market Variables (Paragraph D25.b)

D30.

This application guidance identifies two types of variables:

(&) Market variables—variables that can be observed in, or derived directly from, markets (e.g.,
interest rates); and

(b)  Non-market variables—all other variables (e.g., the frequency and severity of natural
disasters impacting decommissioning liabilities).

Market Variables

D31.

Estimates of market variables shall be consistent with observable market prices at the
measurement date. An entity shall not substitute its own estimates for observed market prices
except as described in paragraph C59. In accordance with Appendix C, if market variables need to
be estimated (e.g., because no observable market variables exist), they shall be as consistent as
possible with observable market variables.

Non-Market Variables

D32.

D33.

D34.

Estimates of non-market variables shall reflect all of the available evidence, both external and
internal.

Non-market external data (e.g., national statistics for decommissioning of a nuclear power facility)
may have more or less relevance than internal data (e.g., internally developed statistics for
decommissioning of a nuclear power facility), depending on the circumstances.

Estimated probabilities for non-market variables shall not contradict observable market variables.
For example, estimated probabilities for future inflation rate scenarios shall be as consistent as
possible with probabilities implied by market interest rates.

Estimating Probabilities of Future Payments (Paragraph D25.c)

D35.

An entity estimates the probabilities associated with future payments on the basis of:
(@) Information about the known or estimated characteristics of the liability; and

(b) Historical data about the entity’'s own experience, supplemented when necessary with
historical data from other sources. Historical data is adjusted if, for example:
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() The characteristics of the liability differ (or will differ, for example because of adverse
selection) from those of the population that has been used as a basis for the historical
data;

(i) There is evidence that historical trends will not continue, that new trends will emerge or
that economic or other changes may affect the outflow of resources that arise from the
existing liability; or

(i) There have been changes in the entity’s practices or procedures that may affect the
relevance of historical data to the liability.

Under Current Estimates (Paragraph D25.d)

D36.

D37.

In estimating the probability of each outflow of resources scenario, an entity shall use all of the
available current information at the measurement date. An entity shall review the estimates of the
probabilities that it made at the end of the previous measurement date and update them for any
changes. In doing so, an entity shall consider whether:

(&) The updated estimates faithfully represent the conditions at the end of the measurement
date; and

(b) The changes in estimates faithfully represent the changes in conditions during the period.
For example, suppose that estimates were at one end of a reasonable range at the beginning
of the period. If the conditions have not changed, changing the estimates to the other end of
the range at the end of the period would not faithfully represent what has happened during
the whole period. If an entity’s most recent estimates are different from its previous estimates,
but conditions have not changed, it shall assess whether the new probabilities that are
assigned to each scenario are justified. In updating its estimates of those probabilities, the
entity shall consider both the evidence that supported its previous estimates and all of the
new available evidence, giving more weight to the more persuasive evidence.

The probability assigned to each scenario shall reflect the conditions at the measurement date.
Consequently, in accordance with IPSAS 14, Events after the Reporting Date, an event that occurs
after the end of the reporting period and resolves a condition that existed at the reporting date does
not provide evidence of a condition that existed at the end of the reporting period. For example,
there may be a 20 per cent probability at the end of the reporting period that a major storm will
strike prior to a facility being decommissioned that would increase the cost of decommission. After
the end of the reporting period and before the financial statements are authorized for issue, a storm
strikes. The outflow of resources under that contract shall not reflect the storm that, with hindsight,
is known to have occurred. Instead, the outflow of resources that were included in the measurement
are multiplied by the 20 per cent probability that was apparent at the end of the reporting period
(with appropriate disclosure, in accordance with IPSAS 14, that a non-adjusting event occurred
after the end of the reporting period).

Future Events (Paragraph D25.d)

D38.

Estimates of non-market variables shall consider not just current information about the liabilities
but also information about trends. For example, technology has consistently improved over long
periods decreasing decommissioning costs. The determination of the outflow of resources reflects
the probabilities that would be assigned to each possible trend scenario in the light of all of the
available evidence.
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Similarly, if the outflow of resources associated with fulfilling the liability are sensitive to inflation,
the determination of the outflow of resources shall reflect possible future inflation rates. Because
inflation rates are likely to be correlated with interest rates, the measurement of the outflow of
resources reflects the probabilities for each inflation scenario in a way that is consistent with the
probabilities that are implied by market interest rates.

When estimating the outflow of resources associated with fulfilling the liability, an entity shall take
into account future events that might affect the outflow of resources. The entity shall develop
scenarios that reflect those future events, as well as unbiased estimates of the probability weights
for each scenario. However, an entity shall not take into account future events, such as a change
in legislation, that would change or discharge the present obligation or create new obligations under
the existing liability.

Time Value of Money

DA41.

D42.

D43.

D44.

Entities are not indifferent to the timing of an outflow of resources. Accordingly, the timing of the
future outflows of resources is a characteristic of a liability and needs to be encompassed in any
measurement of a liability’s current value. Failure to reflect the time value of money would mean
that the resulting measurement would not be a faithful representation of the economic burden the
liability represents.

An entity shall determine the estimated outflows of resources by adjusting the estimates of future
outflows of resources for the time value of money, using discount rates that reflect the
characteristics of the liability. Such rates shall:

(a) Be consistent with observable current market prices for instruments with outflows of
resources whose characteristics are consistent with those of the liability’s outflows of
resources, in terms of, for example, timing, currency and liquidity.

(b)  Exclude the effect of any factors that influence the observable market prices but that are not
relevant to the outflows of resources of the liability.

When using a risk-free rate, the logical sources of reference rates are high quality bonds, for
example, bonds issued by a financially sound government. These instruments should include no
or insignificant default risk. They will also typically have a range of maturity dates or durations to
match the liability durations. In the event that long-dated bonds are unavailable for liabilities with
long durations, such as some decommissioning liabilities, it would be necessary to use
extrapolation techniques to estimate the rates.

Although rates on high quality government bonds will not need to be adjusted for default risk in
determining the risk-free discount rate, they may need to be adjusted for liquidity risk. Some
government bonds are traded in deep and liquid markets enabling bond holders to readily sell them
at minimal cost. The rate payable on such bonds is lower than the rate payable on an equivalent
illiquid bond. Accordingly, it might be necessary to include a ‘premium for illiquidity’ in the observed
rate for government bonds that are not traded in deep and liquid markets.

Inputs to Measurement Techniques

General Principles

D45.

Measurement techniques used in a cost of fulfillment measurement reflects entity-specific
assumptions rather than assumptions used by market participants.

54

106



D46.

DA47.

D48.

EXPOSURE DRAFT 77, MEASUREMENT

The cost of fulfillment measurement is an entity-specific valuation. When a measurement technique
is applied, an entity shall select inputs that are consistent with the characteristics of the liability (see
paragraph D10). The technique should maximize the use of observable inputs that are available to
a market participant that is making the same valuation as the entity, from the entity’s perspective.
For example, when measuring the cost to fulfill a decommissioning liability where payments are
due in 50 years, an observable market input when discounting the outflow of resources is the
government bond rate applicable to the entity.

In some cases, the characteristics of a liability may result in the application of an adjustment (e.g.,
there is no corresponding bond rate to discount an outflow of resources due in 3.5 years). However,
a cost of fulfilment measurement shall not incorporate an adjustment that is inconsistent with the
unit of account in the IPSAS that requires or permits the cost of fulfillment measurement.

When a liability will settle at a future date, the assumptions applied in developing and identifying
inputs are based on current market conditions. For example, a decommissioning liability may be
expected to settle in 50 years. The payment due on fulfillment and the associated discount rate are
both based on information available at the measurement date.
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APPENDIX E

Amendments to Other IPSAS

Amendments to IPSAS 1, Presentation of Financial Statements

Paragraphs 133, 134, and 143 are amended. Paragraph 153S is added. New text is underlined and deleted
text is struck through.

Structure and Content

Notes

Disclosure of Accounting Policies

133.

134.

It is important for users to be informed of the measurement basis or bases used in the financial
statements (for example, historical cost, eurrentcost-netrealizablevalue; fair value, cost of fulfilment,
or current operational value receverable-amount,-orrecoverable-service-amount), because the basis
on which the financial statements are prepared significantly affects their analysis. When more than
one measurement basis is used in the financial statements, for example when particular classes of
assets are revalued, it is sufficient to provide an indication of the categories of assets and liabilities
to which each measurement basis is applied.

In deciding whether a particular accounting policy should be disclosed, management considers
whether disclosure would assist users in understanding how transactions, other events, and
conditions are reflected in the reported financial performance and financial position. Disclosure of
particular accounting policies is especially useful to users when those policies are selected from
alternatives allowed in IPSASs. An example is disclosure of whether an entity applies the current
value model fairvalde or historical cost model to its investment property (see IPSAS 16, Investment
Property.) Some IPSASs specifically require disclosure of particular accounting policies, including
choices made by management between different policies allowed in those Standards. For example,
IPSAS 17 requires disclosure of the measurement bases used for classes of property, plant, and
equipment. IPSAS 5, Borrowing Costs, requires disclosure of whether borrowing costs are
recognized immediately as an expense, or capitalized as part of the cost of qualifying assets.

Key Sources of Estimation Uncertainty

143.

The disclosures in paragraph 140 are not required for assets and liabilities with a significant risk that
their carrying amounts might change materially within the next financial year if, at the reporting date,

they are measured at fair value based on recently-ebserved-marketprices a quoted price in an active
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market for an identical asset or liability (their fair values might change materially within the next

financial year, but these changes would not arise from assumptions or other sources of estimation

uncertainty at the reporting date).

Effective Date

153S.Paragraphs 133, 134, and 143 were amended by [draft] IPSAS [X] (ED 77), Measurement,

issued in [Month] [Year]. An_entity shall apply these amendments for annual financial

statements covering periods beginning on or after MM DD, YYYY. Earlier application is

encouraged. If an entity applies the amendment for a period beginning before MM DD, YYYY,

it shall disclose that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 3, Accounting Policies, Changes in Accounting Estimates and Errors

Paragraph 57 is amended. Paragraph 59F is added. New text is underlined and deleted text is struck
through.

Impracticability in Respect of Retrospective Application and Retrospective
Restatement

57.

Therefore, retrospectively applying a new accounting policy or correcting a prior period error requires
distinguishing information that:

(@) Provides evidence of circumstances that existed on the date(s) as at which the transaction,
other event, or condition occurred; and

(b)  Would have been available when the financial statements for that prior period were authorized
for issue;

from other information. For some types of estimates (e.g., an-estimate-of a fair value measurement
that uses significant unobservable net-based-en—an-observableprice-orobservable inputs), it is
impracticable to distinguish these types of information. When retrospective application or
retrospective restatement would require making a significant estimate for which it is impossible to
distinguish these two types of information, it is impracticable to apply the new accounting policy or
correct the prior period error retrospectively.

Effective Date
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59F. Paragraph 57 was amended by [draft] IPSAS [X] (ED 77), Measurement, issued in [Month]
[Year]. An entity shall apply these amendments for annual financial statements covering
periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity
applies the amendment for a period beginning before MM DD, YYYY, it shall disclose that fact
and apply [draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 4, The Effects of Changes in Foreigh Exchange Rates

Paragraphs 27 and A5 are amended. Paragraph 71H is added. New text is underlined and deleted text is
struck through.

Reporting Foreign Currency Transactions in the Functional Currency

Reporting at Subsequent Reporting Dates
27. At each reporting date:
(@) Foreign currency monetary items shall be translated using the closing rate;

(b)  Non-monetary items that are measured in terms of historical cost in a foreign currency shall be
translated using the exchange rate at the date of the transaction; and

(c) Non-monetary items that are measured at fair value_or current operational value in a foreign
currency shall be translated using the exchange rates at the date when the fair value was
determined measured.

Effective Date

71H. Paragraphs 27 and A5 were amended by [draft] IPSAS [X] (ED 77), Measurement, issued in
[Month] [Year]. An_entity shall apply these amendments for annual financial statements
covering periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an
entity applies the amendment for a period beginning before MM DD, YYYY, it shall disclose
that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Appendix A

Foreign Currency Transactions and Advance Consideration

This Appendix is an integral part of IPSAS 4.
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Scope

A5. This Appendix does not apply when an entity measures the related asset, expense or revenue on
initial recognition:

(a) At fair value or current operational value; or

Amendments to IPSAS 9, Revenue from Exchange Transactions

Paragraph 11 is amended. Paragraph 41E is added. New text is underlined and deleted text is struck
through.

Definitions
11. The following terms are used in this Standard with the meanings specified:

Exchange transactions are transactions in which one entity receives assets or services, or
has liabilities extinguished, and directly gives approximately equal value (primarily in the form
of cash, goods, services, or use of assets) to another entity in exchange.

Non-exchange transactions are transactions that are not exchange transactions. In a non-

exchange transaction, an entity either receives value from another entity without directly
giving approximately equal value in exchange, or gives value to another entity without directly
receiving approximately equal value in exchange.

Terms defined in other IPSASs are used in this Standard with the same meaning as in those
Standards, and are reproduced in the Glossary of Defined Terms published separately._Fair
value is defined in [draft] IPSAS [X] (ED 77), Measurement.

Effective Date

41E. [Draft] IPSAS [X] (ED 77), Measurement, issued in Month YYYY, includes a new definition of
fair value that replaces the definition previously found in paragraph 11. An entity shall apply
these amendments for annual financial statements covering periods beginning on or after MM
DD, YYYY. Earlier application is encouraged. If an entity applies the amendment for a period
beginning before MM DD, YYYY, it shall disclose that fact and apply [draft] IPSAS [X] (ED 77)
at the same time.

Amendments to IPSAS 10, Financial Reporting in a Hyperinflationary Economy
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Paragraph 31 is amended. Paragraph 38G is added. New text is underlined and deleted text is struck
through.

The Restatement of Financial Statements

Corresponding Figures

31.

Corresponding figures for the previous reporting period, whether they were based on a historical cost
approach model or a current cost approeach model, are restated by applying a general price index, so
that the comparative financial statements are presented in terms of the measuring unit current at the
end of the reporting period. Information that is disclosed in respect of earlier periods is also expressed
in terms of the measuring unit current at the end of the reporting period. For the purpose of presenting
comparative amounts in a different presentation currency, paragraphs 47(b) and 48 of IPSAS 4 apply.

Effective Date

38G. Paragraph 31 was amended by [draft] IPSAS [X] (ED 77), Measurement, issued in Month YYYY.

An _entity shall apply these amendments for annual financial statements covering periods
beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity applies the
amendment for a period beginning before MM DD, YYYY, it shall disclose that fact and apply
[draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 12, Inventories

Paragraph 10 is amended. Paragraphs 50A-50F, and 51K are added. New text is underlined and deleted
text is struck through.

Definitions

Net Realizable Value

10.

Net realizable value refers to the net amount that an entity expects to realize from the sale of inventory
in the ordinary course of operations. i

e-and-willing-buyers-and-sellers-in

value reflects the price at which an orderly transaction to sell the same inventory in the principal (or
most advantageous) market for that inventory would take place between market participants at the
measurement date. The former is an entity-specific value; the latter is not. Net realizable value for
inventories may not equal fair value less costs to sell.
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Disclosure

Current Value Measurement

50A. An entity shall disclose information that helps users of its financial statements assess both
of the following:

50B.

50C.

@)

(b)

For inventories that are measured at fair value on a recurring or non-recurring basis in
the statement of financial position after initial recognition, the valuation technigues and
inputs used to develop those measurements.

For recurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

To meet the objectives in paragraph 50A, an entity shall consider all the following:

@)
(b)
(©)
(d)

The level of detail necessary to satisfy the disclosure requirements;

How much emphasis to place on each of the various requirements;

How much aggregation or disaggregation to undertake; and

Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.

If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet

the objectives in paragraph 50A, an entity shall disclose additional information necessary to meet

those obijectives.

To meet the objectives in paragraph 50A, an entity shall disclose, at a minimum, the following

information for each class of inventories (see paragraph 50D for information on determining

appropriate classes of inventories) measured at fair value (including measurements based on fair

value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in the statement of financial

position after initial recognition:

(@)

(b)

(©)

For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of inventories are those that this Standard
requires or permits in the statement of financial position at the end of each reporting period.
Non-recurring fair value measurements of inventories are those that this Standard requires or
permits in the statement of financial position in particular circumstances.

For recurring and non-recurring fair value measurements, the level of the fair value hierarchy
within which the fair value measurements are categorized in their entirety (Level 1, 2 or 3).
For recurring and non-recurring fair value measurements estimated using unobservable inputs,
a description of the measurement technique(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technique), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, an entity shall provide quantitative
information about the significant unobservable inputs used in the fair value measurement. An
entity is not required to create quantitative information to comply with this disclosure
requirement if quantitative unobservable inputs are not developed by the entity when
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measuring fair value (e.g. when an entity uses prices from prior transactions or third-party
pricing information without adjustment). However, when providing this disclosure an entity
cannot ignore quantitative unobservable inputs that are significant to the fair value
measurement and are reasonably available to the entity.

(d)  For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, or
for recurring fair value measurements estimated using unobservable inputs, a reconciliation
from the opening balances to the closing balances, disclosing separately changes during the
period attributable to the following:

0] Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).

(e) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, or
for recurring fair value measurements estimated using unobservable inputs, the amount of the
total gains or losses for the period in (e)(i) included in surplus or deficit that is attributable to
the change in unrealized gains or losses relating to those inventories held at the end of the
reporting period, and the line item(s) in surplus or deficit in which those unrealized gains or
losses are recognized.

) For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, or for recurring and non-recurring fair value measurements estimated using
unobservable inputs, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

(9) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

() For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in_unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (c).

50D. An entity shall determine appropriate classes of fair value on the basis of the following:

(@) The nature, characteristics and risks of the inventories; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, because those measurements have a greater degree of
uncertainty and subijectivity. Determining appropriate classes of inventories for which disclosures
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about fair value measurements should be provided requires judgement. A class of inventories will
often require greater disaggregation than the line items presented in the statement of financial
position. However, an entity shall provide information sufficient to permit reconciliation to the line
items presented in the statement of financial position. If another IPSAS specifies the class for an
inventory, an entity may use that class in providing the disclosures required in this Standard if that
class meets the requirements in this paragraph.

For each class of inventories not measured at fair value in the statement of financial position but for
which the fair value is disclosed, an entity shall disclose the information required by
paragraph 50C(b), (c) and (g). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
Level 3 of the fair value hierarchy, required by paragraph 50C(c). For such inventories, an entity does
not need to provide the other disclosures required by this Standard.

An_entity shall present the quantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.

Effective Date

51K.

Paragraph 10 was amended, and paragraphs 50A-50F were added by [draft] IPSAS [X] (ED 77),
Measurement, issued in Month YYYY. An entity shall apply these amendments for annual
financial statements covering periods beginning on or after MM DD, YYYY. Earlier application
is encouraged. If an entity applies the amendment for a period beginning before MM DD, YYYY,
it shall disclose that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 12.

Revision of IPSAS 12 as a result of [draft] IPSAS [X] (ED 77), Measurement

BC7. The IPSASB developed [draft] IPSAS [X] (ED 77), to ensure that measurement bases were applied

consistently to all transactions. This pronouncement amends IPSAS 12 by updating the definition of
fair value to clarify its application across IPSAS and align with IFRS. The reasons for these changes
are set out in the Basis for Conclusions to [draft] IPSAS [X] (ED 77).

Amendments to IPSAS 16, Investment Property

Paragraphs 35, 38, 41, 49, 57, 62, 62B, 86, 89, 90 and 97 are amended. Paragraphs 45-48, 51-56, 58 and
60 are deleted. Paragraphs 89A-89F, 101M are added. New text is underlined and deleted text is struck
through.
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Measurement at Recognition

35.

38.

Any premium paid for a lease is treated as part of the minimum lease payments for this purpose, and
is therefore included in the cost of the asset, but is excluded from the liability. If a property interest
held under a lease is classified as investment property, the item accounted for at fair value is that
interest and not the underlying property. Guidance on determining measuring the fair value of a
property interest is set out for the fair value model in paragraphs 42—61. That guidance is also relevant
to the determination of fair value when that value is used as cost for initial recognition purposes.

The fair value of an asset fer—which—comparable—market-transactions—do—not-exist-is reliably

measurable if (a) the variability in the range of reasonable fair value estimates measurements is not
significant for that asset or (b) the probabilities of the various estimates within the range can be
reasonably assessed and used in—estimating when measuring fair value. If the entity is able to
determine measure reliably the fair value of either the asset received or the asset given up, then the
fair value of the asset given up is used to measure cost unless the fair value of the asset received is
more clearly evident.

Measurement after Recognition

Accounting Policy

41.

This Standard requires all entities to determine measure the fair value of investment property, for the
purpose of either measurement (if the entity uses the fair value model) or disclosure (if it uses the
cost model). An entity is encouraged, but not required, to determine measure the fair value of
investment property on the basis of a valuation by an independent valuer who holds a recognized
and relevant professional qualification and has recent experience in the location and category of the
investment property being valued.

Eair Current Value Model

anyone-associated-with-the-sale: [Deleted]

[Deleted]
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52.

53.

54.

55.
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wnhng—papue&mexehﬁrge&nd—eemplenenﬂawnet—ymuha#eea& | Deletedl

When measuring the Fhe fair value of investment property in accordance with Appendix A of [draft]
IPSAS [X] (ED 77), an entity shall ensure that the fair value reflects, among other things, rental
revenue from current leases and reasonable-and-suppertable other assumptions that represent-what
knowledgeable—willing—parties market participants would assume use when pricing the investment
Qrogerty abeut—mn%al—revenae—#em—ﬁutu#e—leases—m—me—hght—ef under current market conditions. #
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amount-and-timing-of the cash-flows. [Deleted]

fairvalue-estimates: [Deleted]
In exceptional cases, there is clear evidence when an entity first acquires an investment property (or
when an existing property first becomes an investment property after a change in use) that the
variability in the range of reasonable fair value estimates measurements will be so great, and the
probabilities of the various outcomes so difficult to assess, that the usefulness of a single estimate
measure of fair value is negated. This may indicate that the fair value of the property will not be
reliably determinable measurable on a continuing basis (see paragraph 62).

[Deleted]

Inability to Betermine Measure Fair Value Reliably

62.

There is arebuttable presumption that an entity can reliably determine measure the fair value

of an investment property on a continuing basis. However, in exceptional cases, there is clear

evidence when an entity first acquires an investment property (or when an existing property

first becomes investment property after a change in use) that the fair value of the investment

property is not reliably determinable measurable on a continuing basis. This arises when, and
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only when, the market for comparable market properties is inactive (e.q., there are few recent
transactions, price guotations are not current or observed transaction prices indicate that the
seller was forced to sell) are-infreguent and alternative reliable estimates measurements of
fair value (for example, based on discounted cash flow projections) are not available. If an
entity determines that the fair value of an investment property under construction is not
reliably determinable measurable but expects the fair value of the property to be reliably
determinable measurable when construction is complete, it shall measure that investment
property under construction at cost until either its fair value becomes reliably determinable
measurable or construction is completed (whichever is earlier). If an entity determines that
the fair value of an investment property (other than an investment property under
construction) is not reliably determinable measurable on a continuing basis, the entity shall
measure that investment property using the cost model in IPSAS 17. The residual value of the
investment property shall be assumed to be zero. The entity shall apply IPSAS 17 until
disposal of the investment property.

The presumption that the fair value of investment property under construction can be measured
reliably can be rebutted only on initial recognition. An entity that has measured an item of investment
property under construction at fair value may not conclude that the fair value of the completed
investment property cannot be determined measured reliably.

Disclosure

Eair Current Value Model and Historical Cost Model

86.

An entity shall disclose:
(@8 Whether it applies the fair current value or the historical cost model;

(b) If it applies the fair current value model, whether, and in what circumstances, property
interests held under operating leases are classified and accounted for as investment
property;

(c) When classification is difficult (see paragraph 18), the criteria it uses to distinguish
investment property from owner-occupied property and from property held for sale in
the ordinary course of operations;

(d)

()
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Eair Current Value Model

89.

In the exceptional cases referred to in paragraph 62, when an entity measures investment
property using the cost model in IPSAS 17, the reconciliation required by paragraph 87 shall
disclose amounts relating to that investment property separately from amounts relating to
other investment property. In addition, an entity shall disclose:

(b) An explanation of why fair value cannot be determined measured reliably;

Current Value Measurement

89A.

89B.

89C.

An entity shall disclose information that helps users of its financial statements assess both
of the following:

(@) Eorinvestment properties that are measured at fair value on arecurring or non-recurring
basis in the statement of financial position after initial recognition, the valuation
technigues and inputs used to develop those measurements.

(b)  Eorrecurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

To meet the objectives in paragraph 89A, an entity shall consider all the following:

(@) The level of detail necessary to satisfy the disclosure requirements;

(b) How much emphasis to place on each of the various requirements;

(c) How much aggregation or disaggregation to undertake; and

(d)  Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.

If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet
the objectives in paragraph 89A, an entity shall disclose additional information necessary to meet
those obijectives.

To meet the objectives in paragraph 89A, an entity shall disclose, at a minimum, the following
information for each class of investment properties (see paragraph 89D for information on
determining appropriate classes of investment properties) measured at fair value (including
measurements based on fair value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in
the statement of financial position after initial recognition:

(@) For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of investment properties are those that this
Standard requires or permits in the statement of financial position at the end of each reporting
period. Non-recurring fair value measurements of investment properties are those that this
Standard requires or permits in the statement of financial position in particular circumstances.

(b) For recurring and non-recurring fair value measurements, whether the fair value
measurements are estimated using observable or unobservable inputs. For recurring and
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non-recurring fair value measurements, the level of the fair value hierarchy within which the
fair value measurements are categorized in their entirety (Level 1, 2 or 3).

For recurring and non-recurring fair value measurements estimated using unobservable inputs,
a_description of the measurement technique(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technigue), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, or for fair value measurements estimated
using unobservable inputs, an entity shall provide quantitative information about the significant
unobservable inputs used in the fair value measurement. An entity is not required to create
guantitative information to comply with this disclosure requirement if quantitative unobservable
inputs are not developed by the entity when measuring fair value (e.q. when an entity uses
prices from prior transactions or third-party pricing information without adjustment). However,
when providing this disclosure an entity cannot ignore guantitative unobservable inputs that
are significant to the fair value measurement and are reasonably available to the entity.

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, a
reconciliation from the opening balances to the closing balances, disclosing separately
changes during the period attributable to the following:

(i) Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy,
the amount of the total gains or losses for the period in (d)(i) included in surplus or deficit that
is_attributable to the change in unrealized gains or losses relating to those investment
properties held at the end of the reporting period, and the line item(s) in surplus or deficit in
which those unrealized gains or losses are recognized.

For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

() For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (c).
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89D. An entity shall determine appropriate classes of investment properties on the basis of the following:

(@) The nature, characteristics and risks of the investment properties]; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized, or
whether the fair value is observable or unobservable.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, because those measurements have a greater degree of
uncertainty and subjectivity. Determining appropriate classes of investment properties for which
disclosures about fair value measurements should be provided requires judgement. A class of
investment properties will often require greater disaggregation than the line items presented in the
statement of financial position. However, an entity shall provide information sufficient to permit
reconciliation to the line items presented in the statement of financial position. If another IPSAS
specifies the class for an investment property, an entity may use that class in providing the
disclosures required in this Standard if that class meets the requirements in this paragraph.

89E For each class of investment properties not measured at fair value in the statement of financial
position but for which the fair value is disclosed, an entity shall disclose the information required by
paragraph 89C(b), (c) and (i). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, required by paragraph 89C(c). For such investment properties, an entity does not need to
provide the other disclosures required by this Standard.

89F An entity shall present the gquantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.

Cost Model

90. In addition to the disclosures required by paragraph 86, an entity that applies the cost model
in paragraph 65 shall disclose:

(e) The fair value of investment property. In the exceptional cases described in paragraph
62, when an entity cannot determine measure the fair value of the investment property
reliably, the entity shall disclose:

(i)  An explanation of why fair value cannot be determined measured reliably; and

Transitional Provisions

Fair Value Model

70

122



EXPOSURE DRAFT 77, MEASUREMENT

APPENDIX E

97. An entity that (a) has previously applied IPSAS 16 (2001), and (b) elects for the first time to classify
and account for some or all eligible property interests held under operating leases as investment
property, shall recognize the effect of that election as an adjustment to the opening balance of
accumulated surpluses or deficits for the period in which the election is first made. In addition:

(@) Ifthe entity has previously disclosed publicly (in financial statements or otherwise) the fair value
of its investment property in earlier periods (determined on a basis that satisfies the definition
of fair value and the guidance in paragraphs-45—61 Appendix A of [draft] IPSAS [X] (ED 77)),
the entity is encouraged, but not required:

0] To adjust the opening balance of accumulated surpluses or deficits for the earliest period
presented for which such fair value was disclosed publicly; and

(i)  To restate comparative information for those periods; and

(b) If the entity has not previously disclosed publicly the information described in (a), it shall not
restate comparative information and shall disclose that fact.

Effective Date

101M.Paragraphs 35, 38, 41 49, 57, 62, 62B, 86, 89, 90, and 97 were amended, and paragraphs 89A-
89F were added, and paragraphs 45-48, 51-56, 58 and 60 were deleted by [draft] IPSAS [X]
(ED 77), issued in Month YYYY. An entity shall apply these amendments for annual financial
statements covering periods beginning on or_after MM DD, YYYY. Earlier application is
encouraged. If an entity applies the amendment for a period beginning before MM DD, YYYY,
it shall disclose that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Basis for Conclusions

Revision of IPSAS 16 as aresult of [draft] IPSAS [X] (ED 77), Measurement

BC12. [Draft] IPSAS [X] (ED 77), Measurement, issued in [Month] [Year], provides generic guidance on
the initial and subsequent measurement of assets, to ensure a consistent approach across all
IPSAS. The IPSASB agreed to remove guidance on measurement in IPSAS 16 where such
guidance was now provided in [draft] IPSAS [X] (ED 77), and to refer preparers to the guidance in
that Standard.

Amendments to IPSAS 21, Impairment of Non-Cash-Generating Assets

Paragraphs 10, 14, 29, 35-39, 43, 62, 67 and 77 are amended. Paragraphs 40-42, and 46 are deleted.
Paragraphs 10A and 82N are added. New text is underlined and deleted text is struck through.
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Scope

10.

10A.

This Standard does not require the application of an impairment test to an investment property that
is-earried measured at fair value in-accoerdance-with within the scope of IPSAS 16. This is because,
under the fair value model in IPSAS 16, an investment property is carried at fair value at the reporting
date and any impairment will be taken into account in the valuation.

However, this Standard applies to nhon-cash-generating assets that are carried at revalued amount
(i.e., fair value, or current operating value, at the date of the revaluation less any subsequent
accumulated depreciation and subsequent accumulated impairment losses) in accordance with other
IPSAS, such as the current value model in [draft] IPSAS [X] (ED 78), Property, Plant, and Equipment
and the revaluation model in IPSAS 31, Intangible Assets. The only difference between a non-cash-
generating asset'’s fair value and its fair value less costs of disposal is the direct incremental costs
attributable to the disposal of the non-cash-generating asset.

(a) If the disposal costs are negligible, the recoverable service amount of the revalued non-cash-
generating asset is necessarily close to, or greater than, its revalued amount. In this case, after
the revaluation requirements have been applied, it is unlikely that the revalued non-cash-
generating asset is impaired and recoverable service amount need not be estimated.

(b) __If the disposal costs are not negligible, the fair value less costs of disposal of the revalued non-
cash-generating asset is necessarily less than its fair value. Therefore, the revalued non-cash-
generating asset will be impaired if its value in use is less than its revalued amount. In this
case, after the revaluation requirements have been applied, an entity applies this Standard to
determine whether the non-cash-generating asset may be impaired.

Definitions

14.

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

Recoverable service amount is the higher of a non-cash-generating asset’s fair value less
costs to-sell of disposal and its value in use.
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Identifying an Asset that may be Impaired

29.

The list in paragraph 27 is not exhaustive. There may be other indications that an asset may be
impaired. The existence of other indications may result in the entity estimating the asset’s recoverable
service amount. For example, any of the following may be an indication of impairment:

(a) During-theperiod; There are observable indications that the an asset’s market value has
declined during the period significantly more than would be expected as a result of the passage
of time or normal use; or

(b)  Asignificant long-term decline (but not necessarily cessation or near cessation) in the demand
for or need for services provided by the asset.

Measuring Recoverable Service Amount

35.

36.

37.

38.

This Standard defines recoverable service amount as the higher of an asset’s fair value, less costs
to-sell of disposal, and its value in use. Paragraphs 36-50 set out the basis for measuring recoverable
service amount.

It is not always necessary to determine both an asset'’s fair value less costs te-sell of disposal and its
value in use. If either of these amounts exceeds the asset’s carrying amount, the asset is not
impaired, and it is not necessary to estimate the other amount.

It may be possible to determine measure fair value less costs te-sell of disposal, even if there is not
a_quoted price in_an active market for an identical asset is—hot-traded—in—an—active—market.
Paragraph-42 [Draft] IPSAS [X] (ED 77) sets out possible alternative bases for estimating measuring
fair value less costs te-sell of disposal when there is not a quoted price in an active market for the an
identical asset-does-hot-exist. However, sometimes it will not be possible to determine measure fair
value less costs te-sell of disposal, because there is no basis for making a reliable® estimate of the

and-willing-parties price at which an orderly transaction to sell the asset would take place between
market participants at the measurement date under current market conditions. In this case, the entity
may use the asset’s value in use as its recoverable service amount.

If there is no reason to believe that an asset’s value in use materially exceeds its fair value less costs
to-sell of disposal, the asset’s fair value less costs te-sell of disposal may be used as its recoverable
service amount. This will often be the case for an asset that is held for disposal. This is because the
value in use of an asset held for disposal will consist mainly of the net disposal proceeds. However,
for many public sector non-cash-generating assets that are held on an ongoing basis to provide
specialized services or public goods to the community, the value in use of the asset is likely to be
greater than its fair value less costs te-sell of disposal.

3

Information that is reliable is free from material error and bias, and can be depended on by users to faithfully represent that which
it purports to represent or could reasonably be expected to represent. Paragraph BC16 of IPSAS 1 discusses the transitional
approach to the explanation of reliability.
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In some cases, estimates, averages, and computational short cuts may provide reasonable
approximations of the detailed computations illustrated in this Standard for determining fair value less
costs te-sell of disposal or value in use.

Fair Value Less Costs te-SeH of Disposal

41.

42.

43.

disposal-of-the-asset:

atwhich-the-estimate-is-made- [Deleted]

Costs of disposal, other than those that have been recognized as liabilities, are deducted in
determining measuring fair value less costs to-sell of disposal. Examples of such costs are legal
costs, stamp duty and similar transaction taxes, costs of removing the asset, and direct incremental
costs to bring an asset into condition for its sale. However, termination benefits (as defined in
IPSAS 39, Employee Benefits,) and costs associated with reducing or reorganizing a business
following the disposal of an asset, are not direct incremental costs to dispose of the asset.

Reversing an Impairment Loss

62.

The list in paragraph 60 is not exhaustive. An entity may identify other indications of a reversal of an
impairment loss that would also require the entity to re-estimate the asset's recoverable service
amount. For example, either of the following may be an indication that the impairment loss may have
reversed:

(@) There are observable indications that the A-significantrise-in—an asset's market value has
increased significantly during the period; or

(b) A significant long-term increase in the demand or need for the services provided by the asset.
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67. Areversal of an impairment loss reflects an increase in the estimated recoverable service amount of
an asset, either from use or from sale, since the date when an entity last recognized an impairment
loss for that asset. Paragraph 77 requires an entity to identify the change in estimates that causes
the increase in recoverable service amount. Examples of changes in estimates include:

(@) Achange inthe basis for recoverable service amount (i.e., whether recoverable service amount
is based on fair value less costs te-sell of disposal or value in use);

(b) If recoverable service amount was based on value in use, a change in estimate of the
components of value in use; or

(c) If recoverable service amount was based on fair value less costs te-sell of disposal, a change
in estimate of the components of fair value less costs to-sell of disposal.

Disclosure

77. An entity shall disclose the following for each material impairment loss recognized or reversed during
the period:

(e) Whether the recoverable service amount of the asset is its fair value less costs to-sell of
disposal or its value in use;

) If the recoverable service amount is fair value less costs to-sell of disposal, the basis used to
determine measure fair value less costs to-sell of disposal (such as whether fair value was
determined measured by reference to a quoted price in an active market for an identical asset);
and

Effective Date

82N. Paragraphs 10, 14, 29, 35-39, 43, 62, 67 and 77 were amended, paragraphs 40-42, and 46 were
deleted and paragraph 10A was added by [draft] IPSAS [X] (ED 77), issued in Month YYYY. An
entity shall apply these amendments for annual financial statements covering periods
beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity applies the
amendment for a period beginning before MM DD, YYYY, it shall disclose that fact and apply
[draft] IPSAS [X] (ED 77) at the same time.

Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 21.
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Property, Plant, and Equipment and Intangible Assets

BC19.Firstly, there are different methods of determining recoverable service amount under this Standard,
and of determining recoverable amount under IAS 36. Recoverable service amount is defined in this
Standard as the higher of a non-cash-generating asset’s fair value less costs to sell and its value in
use. Under this Standard, an entity determines an asset’s value in use by determining the current
cost to replace the asset’'s remaining service potential. The current cost to replace the asset’s
remaining service potential is determined using the depreciated replacement cost approach, and
approaches described as the restoration cost approach and the service units approach. These
approaches may-alse-be were also adopted to measure fair value under IPSAS 17 and IPSAS 31
and therefore the value in use is was a measure of fair value. Recoverable amount is defined in
IAS 36 as the higher of an asset’s fair value less costs to sell and its value in use. Value in use under
IAS 36 is determined using the present value of the cash flows expected to be derived from continued
use of the asset and its eventual disposal. IAS 36 states that the value in use may be different from
the fair value of the asset.

BC19A. The IPSASB has since issued [draft] IPSAS [X], (ED 77) which provides a consistent approach to
measuring fair value in all IPSAS. The IPSASB noted that the guidance in that Standard includes a
fair value hierarchy, which guidance on measurement techniques that may be used where there is
no observable market data. The IPSASB considered whether the continued use of restoration cost
approach and the service units approach was appropriate, and noted that the alternatives included
in IPSAS 17 and IPSAS 31 are inconsistent with measurement technigues available in [draft]
IPSAS [X], (ED 77) to estimate fair value. The IPSASB agreed to modified the wording of IPSAS 17
and IPSAS 31 accordingly.

Revision of IPSAS 21 as aresult of [draft] IPSAS [X] (ED 77), Measurement

BC27.[Draft] IPSAS [X] (ED 77), Measurement, issued in [Month] [Year], provides generic guidance on the
measurement of fair value and replacement cost, to ensure a consistent approach across all IPSAS.
The IPSASB agreed to remove guidance on measurement in IPSAS 21 where such guidance was
now provided in [draft] IPSAS [X] (ED 77), and to refer preparers to the guidance in that Standard.

Amendments to IPSAS 22, Disclosure of Financial Information about the General Government
Sector

Paragraph 32 is amended. Paragraph 47F is added. New text is underlined and deleted text is struck
through.

Accounting Policies
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Statistical bases of reporting require all assets and liabilities (except loans) to be revalued to market
value at each reporting date. IPSASs include different measurement requirements, and require or
permit a historical cost model and current values model for certain classes of assets and liabilities.
They do not require all assets and liabilities to be revalued to market value. Therefore, the
measurement of assets and liabilities in the GGS disclosures in the financial statements, including
the investment in the PFC and PNFC sectors, may differ from the measurement basis adopted in
statistical bases of reporting.

Effective Date

47F. Paragraph 32 was amended by [draft] IPSAS [X] (ED 77),issued in Month YYYY. An entity shall

apply these amendments for annual financial statements covering periods beginning on or
after MM DD, YYYY. Earlier application is encouraged. If an entity applies the amendment for
aperiod beginning before MM DD, YYYY, it shall disclose that fact and apply [draft] IPSAS [X]
(ED 77) at the same time.

Basis for Conclusions

Consolidation and Disaggregation

BC7. Statistical bases of financial reporting and IPSASs have many similarities in their treatment of

particular transactions and events. However, there are also differences. For example, statistical
bases of financial reporting:

(@ Require all assets and liabilities (except loans) to be revalued to market value at each reporting
date. IPSASs include different measurement requirements, and require or permit a historical
cost model and current values model for certain classes of assets and liabilities;

(b)

Amendments to IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers)

Paragraphs 42 and 97 are amended and paragraph 124H is added. New text is underlined and deleted text
is struck through.

Recognition of Assets
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Measurement of Assets on Initial Recognition

42. An asset acquired through a non-exchange transaction shall initially be measured at its fair
value as at the date of acquisition. Appendix A of [draft] IPSAS [X] (ED 77), Measurement,
provides guidance on measuring assets at fair value.

Transfers

Gifts and Donations, including Goods In-kind

97. Oninitial recognition, gifts and donations including goods in-kind are measured at their fair value as
at the date of acquisition, which-may-be-ascertained-byreference-to-an-active-market,-orby-appraisak

Effective Date

124H.Paragraphs 42 and 97 were amended by [draft] IPSAS [X] (ED 77), issued in Month YYYY. An
entity shall apply these amendments for annual financial statements covering periods
beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity applies the
amendment for a period beginning before MM DD, YYYY, it shall disclose that fact and apply
[draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 26, Impairment of Cash-Generating Assets

Paragraphs 8, 10, 13, 25, 31-36, 41, 42, 66, 78, 85, 87, 89, 92, 94, 100, 104, 120, and 123 are amended.
Paragraphs 38-40 are deleted. Paragraphs 10A, 66A and 126M are added. New text is underlined and
deleted text is struck through.

Scope

8. This Standard does not apply to inventories and cash-generating assets arising from construction
contracts, because existing standards applicable to these assets contain requirements for
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recognizing and measuring such assets. This Standard does not apply to deferred tax assets, assets
related to employee benefits, or deferred acquisition costs and intangible assets arising from an
insurer’s contractual rights under insurance contracts. The impairment of such assets is addressed
in the relevant international or national accounting standards. In addition, this Standard does not
apply to biological assets related to agricultural activity that are measured at fair value less costs te
sell of disposal. IPSAS 27 dealing with biological assets related to agricultural activity contains
measurement requirements.

This Standard does not require the application of an impairment test to an investment property that
is—carried measured at fair value in-acecordance-with within the scope of IPSAS 16. Under the fair
value model in IPSAS 16, an investment property is carried at fair value at the reporting date, and
any impairment will be taken into account in the valuation.

However, this Standard applies to cash-generating assets that are carried at revalued amount (i.e.,
fair value or current operational value at the date of the revaluation less any subsequent accumulated
depreciation and subseguent accumulated impairment losses) in accordance with other IPSAS, such
as the current value model in IPSAS 17, Property, Plant, and Equipment and the revaluation model
in IPSAS 31, Intangible Assets. The only difference between a cash-generating asset’s fair value and
its fair value less costs of disposal is the direct incremental costs attributable to the disposal of the
cash-generating asset.

(a) If the disposal costs are negligible, the recoverable amount of the revalued cash-generating
asset is _necessarily close to, or greater than, its revalued amount. In this case, after the
revaluation requirements have been applied, it is unlikely that the revalued cash-generating
asset is impaired and recoverable amount need not be estimated.

(b) __Ifthe disposal costs are not negligible, the fair value less costs of disposal of the revalued cash-
generating asset is necessarily less than its fair value. Therefore, the revalued cash-generating
asset will be impaired if its value in use is less than its revalued amount. In this case, after the
revaluation requirements have been applied, an entity applies this Standard to determine
whether the cash-generating asset may be impaired.

Definitions

13.

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

Recoverable amount is the higher of an asset’s or a cash-generating unit’s fair value less
costs to-sel of disposal and its value in use.

Identifying an Asset that may be Impaired
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In assessing whether there is any indication that an asset may be impaired, an entity shall
consider, as a minimum, the following indications:

External sources of information

(a) During-the-period; There are observable indicators that an asset's-market value has
declined during the period significantly more than would be expected as a result of the
passage of time or normal use;

Measuring Recoverable Amount

31.

32.

33.

34.

35.

This Standard defines “recoverable amount” as the higher of an asset’s fair value less costs to-sell
of disposal and its value in use. Paragraphs 32-70 set out the requirements for measuring
recoverable amount. These requirements use the term “an asset” but apply equally to an individual
asset or a cash-generating unit.

It is not always necessary to determine both an asset’s fair value less costs te-sell of disposal and its
value in use. If either of these amounts exceeds the asset’s carrying amount, the asset is notimpaired
and it is not necessary to estimate the other amount.

It may be possible to determine measure fair value less costs to-sell of disposal, even if there is not
a quoted price in an active market for an identical asset is-hrot-traded-in-an-active-market. However,
sometimes it will not be possible to determine measure fair value less costs te-sell of disposal
because there is no basis for makmg a reliable* estimate of the ame&nt—ebtwnable—tmm%he—sai&e#

o o ies price at which an
orderly transaction to sell the asset would take place between market participants at the
measurement date under current market conditions. In this case, the entity may use the asset’s value
in use as its recoverable amount.

If there is no reason to believe that an asset’s value in use materially exceeds its fair value less costs
to-sell of disposal, the asset’s fair value less costs te-sell of disposal may be used as its recoverable
amount. This will often be the case for an asset that is held for disposal. This is because the value in
use of an asset held for disposal will consist mainly of the net disposal proceeds, as the future cash
flows from continuing use of the asset until its disposal are likely to be negligible.

Recoverable amount is determined for an individual asset, unless the asset does not generate cash
inflows that are largely independent of those from other assets or groups of assets. If this is the case,
recoverable amount is determined for the cash-generating unit to which the asset belongs (see
paragraphs 85-90), unless either:

(@) The asset’s fair value less costs te-sell of disposal is higher than its carrying amount; or

(b) The assetis a part of a cash-generating unit but is capable of generating cash flows individually,
in which case the asset’s value in use can be estimated to be close to its fair value less costs

Information that is reliable is free from material error and bias, and can be depended on by users to faithfully represent that which
it purports to represent or could reasonably be expected to represent. Paragraph BC16 of IPSAS 1 discusses the transitional

approach to the explanation of reliability.
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to-sell of disposal and the asset’s fair value less costs te-sell of disposal can be determined

measured.

In some cases, estimates, averages and computational shortcuts may provide reasonable
approximations of the detailed computations for determining fair value less costs to-sell of disposal
or value in use.

Fair Value less Costs to-Sell of Disposal

39.

40.

41.

42.

disposal-of-the-asset:

atwhich-the-estimate-is-made- [Deleted]

to-sel-doesnotreflectaforced-sale: [Deleted]

Costs of disposal, other than those that have been recognized as liabilities, are deducted in
determining measuring fair value less costs to-sell of disposal. Examples of such costs are legal
costs, stamp duty and similar transaction taxes, costs of removing the asset, and direct incremental
costs to bring an asset into condition for its sale. However, termination benefits and costs associated
with reducing or reorganizing a business following the disposal of an asset are not direct incremental
costs to dispose of the asset.

Sometimes, the disposal of an asset would require the buyer to assume a liability, and only a single
fair value less costs to-sell of disposal is available for both the asset and the liability. Paragraph 89
explains how to deal with such cases.

Value in Use

Composition of Estimates of Future Cash Flows

66.

The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end of its
useful life is determined in a similar way to an asset’s fair value less costs te-sell of disposal, except
that, in estimating those net cash flows:
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@)

Fair value differs from value in use. Fair value reflects the assumptions market participants would
use when pricing the asset. In contrast, value in use reflects the effects of factors that may be specific
to the entity and not applicable to entities in general. For example, fair value does not reflect any of
the following factors to the extent that they would not be generally available to market participants:

(a)  Additional value derived from the grouping of assets (such as the creation of a portfolio of
investment properties in different locations);

(b)  Synergies between the asset being measured and other assets;

(c) __ Legal rights or legal restrictions that are specific only to the current owner of the asset; and

(d)  Tax benefits or tax burdens that are specific to the current owner of the asset.

Cash-Generating Units

Identifying the Cash-Generating Unit to which an Asset Belongs

78.

The recoverable amount of an individual asset cannot be determined if:

(@) The asset’s value in use cannot be estimated to be close to its fair value less costs to-sell of
disposal (for example, when the future cash flows from continuing use of the asset cannot be
estimated to be negligible); and

(b) The asset does not generate cash inflows that are largely independent of those from other
assets and is not capable of generating cash flows individually.

In such cases, value in use and, therefore, recoverable amount, can be determined only for the

asset’s cash-generating unit.

Recoverable Amount and Carrying Amount of a Cash-Generating Unit

85.

87.

The recoverable amount of a cash-generating unit is the higher of the cash-generating unit’s fair
value less costs to-sell of disposal and its value in use. For the purpose of determining the recoverable
amount of a cash-generating unit, any reference in paragraphs 31-70 to an asset is read as a
reference to a cash-generating unit.

The carrying amount of a cash-generating unit:

(@) Includes the carrying amount of only those assets that can be attributed directly, or allocated
on a reasonable and consistent basis, to the cash-generating unit and will generate the future
cash inflows used in determining the cash-generating unit’'s value in use; and
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(b)  Does notinclude the carrying amount of any recognized liability, unless the recoverable amount
of the cash-generating unit cannot be determined without consideration of this liability.

This is because fair value less costs te-sell of disposal and value in use of a cash-generating unit are
determined excluding cash flows that relate to assets that are not part of the cash-generating unit
and liabilities that have been recognized (see paragraphs 41 and 56).

It may be necessary to consider some recognized liabilities to determine the recoverable amount of
a cash-generating unit. This may occur if the disposal of a cash-generating unit would require the
buyer to assume the liability. In this case, the fair value less costs te-sell of disposal (or the estimated
cash flow from ultimate disposal) of the cash-generating unit is the estimated-selling price to sell for
the assets of the cash-generating unit and the liability together, less the costs of disposal. To perform
a meaningful comparison between the carrying amount of the cash-generating unit and its
recoverable amount, the carrying amount of the liability is deducted in determining both the cash-
generating unit’s value in use and its carrying amount.

Impairment Loss for a Cash-Generating Unit

92.

94.

In allocating an impairment loss in accordance with paragraph 91, an entity shall not reduce
the carrying amount of an asset below the highest of:

(@) Its fair value less costs to-sell of disposal (if determinable measurable);

If the recoverable amount of an individual asset cannot be determined (see paragraph 78):

(@) Animpairment loss is recognized for the asset if its carrying amount is greater than the higher
of its fair value less costs te-sell of disposal and the results of the allocation procedures
described in paragraphs 91-93; and

(b) No impairment loss is recognized for the asset if the related cash-generating unit is not
impaired. This applies even if the asset’s fair value less costs to-sell of disposal is less than its
carrying amount.

Reversing an Impairment Loss

100.

In assessing whether there is any indication that an impairment loss recognized in prior
periods for an asset other than goodwill may no longer exist or may have decreased, an entity
shall consider, as a minimum, the following indications:

External sources of information

(@) There are observable indications that Fhe the asset’'s market value has increased
significantly during the period;

83

135



EXPOSURE DRAFT 77, MEASUREMENT

APPENDIX E

104. A reversal of an impairment loss reflects an increase in the estimated service potential of an asset,
either from use or from sale, since the date when an entity last recognized an impairment loss for
that asset. An entity is required to identify the change in estimates that causes the increase in
estimated service potential. Examples of changes in estimates include:

(@) A change in the basis for recoverable amount (i.e., whether recoverable amount is based on
fair value less costs to-sell of disposal or value in use);
(b) If recoverable amount was based on value in use, a change in the amount or timing of
estimated future cash flows, or in the discount rate; or
(c) If recoverable amount was based on fair value less costs to-sell of disposal, a change in
estimate of the components of fair value less costs to sell.
Disclosure

120. An entity shall disclose the following for each material impairment loss recognized or
reversed during the period for a cash-generating asset (including goodwill) or a cash-
generating unit:

(e)

()

Whether the recoverable amount of the asset (cash-generating unit) is its fair value less
costs te-sel of disposal or its value in use;

If the recoverable amount is fair value less costs te-sel of disposal, the basis used to
determine measure fair value less costs to-sell of disposal (such as whether fair value
was determined measured by reference to a quoted price in an active market for_an
identical asset); and

Disclosure of Estimates used to Measure Recoverable Amounts of Cash-Generating Units
Containing Intangible Assets with Indefinite Useful Lives

123. An entity shall disclose the information required by (a)—(f) for each cash-generating unit
(group of units) for which the carrying amount of goodwill or intangible assets with indefinite
useful lives allocated to that unit (group of units) is significant in comparison with the entity’s
total carrying amount of goodwill or intangible assets with indefinite useful lives:

(©)

(d)

The recoverable amount of the unit (or group of units) and the basis on which the unit’'s
(group of units’) recoverable amount has been determined (i.e., value in use or fair value
less costs to-sell of disposal);

If the unit’s (group of units’) recoverable amount is based on value in use:
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0] A-description-ofeach Each key assumption on which management has based its
cash flow projections for the period covered by the most recent budgets/forecasts.

Key assumptions are those to which the unit's (group of units’) recoverable
amount is most sensitive;

(e) Iftheunit's (group of units’) recoverable amount is based on fair value less costs to-sel
of disposal, the methodology measurement technigue(s) used to determine measure fair
value less costs te-sell of disposal. If fair value less costs te-sell of disposal is not
determined measured using an-ebservable-market a guoted price for the an identical
unit, an entity shall disclose the following information shal-alse-be-disclosed:

0] A-description-of-each Each key assumption on which management has based its
determination of fair value less costs to-sell of disposal. Key assumptions are
those to which the unit's (group of units’) recoverable amount is most sensitive;
and

(i) A description of management’s approach to determining the value (or values)
assigned to each key assumption, whether those values reflect past experience
or, if appropriate, are consistent with external sources of information, and, if not,
how and why they differ from past experience or external sources of information.

(iim) The level of the fair value hierarchy (see [draft] IPSAS [X] (ED 77)) within which the
fair value measurement is categorized in its entirety (without giving regard to the
observability of ‘costs of disposal’).

(iib) If there has been a change in valuation technigue, the change and the reason(s)
for making it.
If fair value less costs to-sell of disposal is determined measured using discounted cash

flow projections, an_entity shall disclose the following information shall-alse-be
disclosed:

(i)  The period over which management has projected cash flows;
(iv) The growth rate used to extrapolate cash flow projections; and

(v) Thediscount rate(s) applied to the cash flow projections.

Effective Date

126M.Paragraphs 8, 10, 13, 25, 31-36, 41, 42, 66, 78, 85, 87, 89, 92, 94, 100, 104, 120, and 123 were
amended, paragraphs 38-40 were deleted and paragraphs 10A and 66A were added by [draft]
IPSAS [X] (ED 77), issued in Month YYYY. An entity shall apply these amendments for annual
financial statements covering periods beginning on or after MM DD, YYYY. Earlier application
is encouraged. If an entity applies the amendment for a period beginning before MM DD, YYYY,
it shall disclose that fact and apply [draft] IPSAS [X] (ED 77) at the same time.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 26.

Revision of IPSAS 26 as a result of [draft] IPSAS [X] (ED 77), Measurement

BC22. [Draft] IPSAS [X] (ED 77), Measurement, issued in [Month] [Year], provides generic quidance on
the measurement of fair value, to ensure a consistent approach across all IPSAS. The IPSASB
agreed to remove guidance on measurement in IPSAS 26 where such guidance was now provided
in [draft] IPSAS [X] (ED 77), and to refer preparers to the guidance in that Standard.

Implementation Guidance

This guidance accompanies, but is not part of, IPSAS 26.

Calculation of Value in Use and Recognition of an Impairment Loss

Background and Calculation of Value in Use

IG13. It is not possible to determine the fair value less costs to-sell of disposal of the power plant.
Therefore, recoverability can only be determined through the calculation of value in use. To
determine the value in use for the power plant (see Schedule 1), Government R:

(@) Prepares cash flow forecasts derived from the most recent financial budgets/forecasts for the
next five years (years 20X5-20X9) approved by management;

(b) Estimates subsequent cash flows (years 20Y0-20Y9) based on declining growth rates
ranging from -6 percent per annum to -3 percent per annum; and

(c) Selects a 6 percent discount rate, which represents a rate that reflects current market
assessments of the time value of money and the risks specific to Government R’s power
plant.

Inclusion of Recognized Liabilities in Calculation of Recoverable Amount of a Cash-Generating
Unit

Impairment Testing
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IG24. The cash-generating unit’s fair value less costs te-sell of disposal is CU800. This amount includes
restoration costs that have already been provided for. As a consequence, the value in use for the
cash-generating unit is determined after consideration of the restoration costs, and is estimated to
be CU700 (CU1,200 minus CU500). The carrying amount of the cash-generating unit is CU500,
which is the carrying amount of the site (CU1,000) minus the carrying amount of the provision for
restoration costs (CU500). Therefore, the recoverable amount of the cash-generating unit exceeds
its carrying amount.

Accounting Treatment of an Individual Asset in a Cash-Generating Unit dependent on whether
Recoverable Amount can be Determined

Background

IG25. A holding tank at a water purification plant has suffered physical damage but is still working,
although not as well as before it was damaged. The holding tank’s fair value less costs te-sell of
disposal is less than its carrying amount. The holding tank does not generate independent cash
inflows. The smallest identifiable group of assets that includes the holding tank and generates cash
inflows that are largely independent of the cash inflows from other assets is the plant to which the
holding tank belongs. The recoverable amount of the plant shows that the plant taken as a whole
is not impaired.

Recoverable Amount of Holding Tank Cannot be Determined

IG27. The recoverable amount of the holding tank alone cannot be estimated because the holding tank’s
value in use:

(@) May differ from its fair value less costs te-sell of disposal; and

(b) Can be determined only for the cash-generating unit to which the holding tank belongs (the
water purification plant).

The plant is not impaired. Therefore, no impairment loss is recognized for the holding tank.
Nevertheless, the entity may need to reassess the depreciation period or the depreciation method
for the holding tank. Perhaps a shorter depreciation period or a faster depreciation method is
required to reflect the expected remaining useful life of the holding tank or the pattern in which
economic benefits are expected to be consumed by the entity.

Recoverable Amount of Holding Tank Can be Determined

IG29. The holding tank’s value in use can be estimated to be close to its fair value less costs te-sell of
disposal. Therefore, the recoverable amount of the holding tank can be determined, and no
consideration is given to the cash-generating unit to which the holding tank belongs (i.e., the
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production line). Because the holding tank’s fair value less costs to-sell of disposal is below its
carrying amount, an impairment loss is recognized for the holding tank.

Amendments to IPSAS 27, Agriculture

Paragraphs 19, 20, 26, 29 and 34 are amended. Paragraphs 14, 21-25, 27, 45 and 46 are deleted.
Paragraph 46A-46F and 56K is added. New text is underlined and deleted text is struck through.

Recognition and Measurement

19.

20.

21.

22.

no-charge-orfora-nominalcharge: [Deleted]

The determination-of fair value measurement of for a biological asset or agricultural produce may be
facilitated by grouping biological assets or agricultural produce according to significant attributes; for
example, by age or quality. An entity selects the attributes corresponding to the attributes used in the
market as a basis for pricing.

Entities often enter into contracts to sell their biological assets or agricultural produce at a future date.
Contract prices are not necessarily relevant in determining measuring fair value, because fair value
reflects the current market conditions in which a~willing-buyer-and-seller market participant buyers
and sellers would enter into a transaction. As a result, the fair value of a biological asset or agricultural
produce is not adjusted because of the existence of a contract. In some cases, a contract for the sale
of a biological asset or agricultural produce in an exchange transaction may be an onerous contract,
as defined in IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets. IPSAS 19 applies
to onerous contracts.
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ofreasonable-estimates. [Deleted)]

value: [Deleted]

- [Deleted]

An entity does not include any cash flows for financing the assets, taxation—or re-establishing
biological assets after harvest (for example, the cost of replanting trees in a plantation forest after
harvest).

Biological assets are often physically attached to land (for example, trees in a plantation forest). There
may be no separate market for biological assets that are attached to the land but an active market
may exist for the combined assets, that is, for the biological assets, raw land, and land improvements,
as a package. An entity may use information regarding the combined assets to determine measure
the fair value for of the biological assets. For example, the fair value of raw land and land
improvements may be deducted from the fair value of the combined assets to arrive at the fair value
of biological assets.

Inability to Measure Fair Value Reliably

34.

There is a presumption that fair value can be measured reliably for a biological asset.
However, that presumption can be rebutted only on initial recognition for a biological asset
for which guoted market-determined prices or—valdes are not available, and for which
alternative estimates—of fair value measurements are determined to be clearly unreliable. In
such a case, that biological asset shall be measured at its cost less any accumulated
depreciation and any accumulated impairment losses. Once the fair value of such a biological
asset becomes reliably measurable, an entity shall measure it at its fair value less costs to
sell.
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Disclosure

General

45,

46.

46A.

46B.

46C.

An entity shall disclose information that helps users of its financial statements assess both

of the following:

(@) FEor agricultural assets that are measured at fair value on a recurring or non-recurring
basis in _the statement of financial position after initial recognition, the valuation
technigues and inputs used to develop those measurements.

(b)  Eorrecurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

To meet the objectives in paragraph 46A, an entity shall consider all the following:

(@) The level of detail necessary to satisfy the disclosure requirements;

(b) How much emphasis to place on each of the various requirements;

(c) How much aggregation or disaggregation to undertake; and

(d)  Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.

If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet
the objectives in paragraph 46A, an entity shall disclose additional information necessary to meet
those obijectives.

To meet the objectives in paragraph 46A, an entity shall disclose, at a minimum, the following
information for each class of agricultural assets (see paragraph 46D for information on determining
appropriate classes of agricultural assets) measured at fair value (including measurements based on
fair value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in the statement of financial
position after initial recognition:

(@) For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of agricultural assets are those that this
Standard requires or permits in the statement of financial position at the end of each reporting
period. Non-recurring fair value measurements of agricultural assets are those that this
Standard requires or permits in the statement of financial position in particular circumstances.

(b)  For recurring and non-recurring fair value measurements, the level of the fair value hierarchy
within which the fair value measurements are categorized in their entirety (Level 1, 2 or 3).
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(c)  Forrecurring and non-recurring fair value measurements estimated using unobservable inputs,
a description of the measurement technique(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technique), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, or for fair value measurements estimated
using unobservable inputs, an entity shall provide quantitative information about the significant
unobservable inputs used in the fair value measurement. An entity is not required to create
guantitative information to comply with this disclosure requirement if quantitative unobservable
inputs are not developed by the entity when measuring fair value (e.g. when an entity uses
prices from prior transactions or third-party pricing information without adjustment). However,
when providing this disclosure an entity cannot ignore guantitative unobservable inputs that
are significant to the fair value measurement and are reasonably available to the entity.

(d)  For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, a
reconciliation from the opening balances to the closing balances, disclosing separately
changes during the period attributable to the following:

0] Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).

(e) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy,
the amount of the total gains or losses for the period in (d)(i) included in surplus or deficit that
is attributable to the change in unrealized gains or losses relating to those agricultural assets
held at the end of the reporting period, and the line item(s) in surplus or deficit in which those
unrealized gains or losses are recognized.

) For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

(9) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

() For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (c).

46D. An entity shall determine appropriate classes of agricultural assets on the basis of the following:
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(@) The nature, characteristics and risks of the agricultural assets; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, because those measurements have a greater degree of
uncertainty and subijectivity. Determining appropriate classes of agricultural assets for which
disclosures about fair value measurements should be provided requires judgement. A class of
agricultural assets will often require greater disaggregation than the line items presented in the
statement of financial position. However, an entity shall provide information sufficient to permit
reconciliation to the line items presented in the statement of financial position. If another IPSAS
specifies the class for an agricultural assets, an entity may use that class in providing the disclosures
required in this Standard if that class meets the requirements in this paragraph.

For each class of agricultural assets not measured at fair value in the statement of financial position
but for which the fair value is disclosed, an entity shall disclose the information required by
paragraph 46C(b), (c) and (g). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, required by paragraph 46C(c). For such agricultural assets, an entity does not need to provide
the other disclosures required by this Standard.

An_entity shall present the quantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.

Effective Date

56K.

Paragraphs 19, 20, 26, 29 and 34 were amended, paragraphs 46A-46E were added, and

paragraphs 14, 21-25, 27, 45 and 46 were deleted by [draft] IPSAS [X] (ED 77), issued in Month

YYYY. An _entity shall apply these amendments for annual financial statements covering

periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an _entity

applies the amendment for a period beginning before MM DD, YYYY, it shall disclose that fact

and apply [draft] IPSAS [X] (ED 77) at the same time.

Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 27.

Revision of IPSAS 27 as aresult of [draft] IPSAS [X] (ED 77), Measurement

BC18.[Draft] IPSAS [X] (ED 77), issued in [Month] [Year], provides generic guidance on the measurement

of fair value, to ensure a consistent approach across all IPSAS. The IPSASB agreed to remove
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guidance on measurement in IPSAS 27 where such guidance was now provided in [draft] IPSAS [X]
(ED 77), and to refer preparers to the guidance in that Standard.

Amendments to IPSAS 28, Financial Instruments: Presentation

Paragraph AG56 is amended. Paragraph 60K is added. New text is underlined and deleted text is struck
through.

Effective Date

60K. Paragraph AG56 was amended by [draft] IPSAS [X] (ED 77), issued in Month YYYY. An entity
shall apply these amendments for annual financial statements covering periods beginning on
or after MM DD, YYYY. Earlier application is encouraged. If an entity applies the amendment
for a period beginning before MM DD, YYYY, it shall disclose that fact and apply [draft] IPSAS
[X] (ED 77) at the same time.

Application Guidance

This Appendix is an integral part of IPSAS 28.

Presentation

Treatment in Consolidated Financial Statements

Compound Financial Instruments (paragraphs 33-37)

AG56.Compound financial instruments are not common in the public sector because of the capital structure
of public sector entities. The following discussion does, however, illustrate how a compound financial
instrument would be analyzed into its component parts. A common form of compound financial
instrument is a debt instrument with an embedded conversion option, such as a bond convertible into
ordinary shares of the issuer, and without any other embedded derivative features. Paragraph 33
requires the issuer of such a financial instrument to present the liability component and net
assets/equity component separately in the statement of financial position, as follows:

(b) The equity instrument is an embedded option to convert the liability into net assets/equity of

the issuer. Thefairvalue-of- the-option-comprises-its-time-value-and-its-intrinsic-value—if-any-

This option has value on initial recognition even when it is out of the money.
93

145



EXPOSURE DRAFT 77, MEASUREMENT

APPENDIX E

Amendments to IPSAS 30, Financial Instruments: Disclosures

Paragraphs 8 and 34 are amended. Paragraphs 31-33 are deleted. Paragraphs 30A-30l and 52J are
added. New text is underlined and deleted text is struck through.

Definitions

8. The following terms are used in this Standard with the meanings specified:

Other price risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices (other than those arising from interest rate risk
or currency risk), whether those changes are caused by factors specific to the individual
financial instrument or its issuer, or by factors affecting all similar financial instruments
traded in the market.

Significance of Financial Instruments for Financial Position and Financial
Performance

Other Disclosures

Fair Value

30A. An entity shall disclose information that helps users of its financial statements assess both
of the following:

(@) Eorfinancial instruments that are measured at fair value on a recurring or non-recurring
basis in the statement of financial position after initial recognition, the valuation
technigues and inputs used to develop those measurements.

(b)  Eorrecurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

30B. To meet the objectives in paragraph 30A, an entity shall consider all the following:

(@) The level of detail necessary to satisfy the disclosure requirements;

(b) How much emphasis to place on each of the various requirements;

(c) How much aggregation or disaggregation to undertake; and

(d)  Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.
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If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet

the objectives in paragraph 30A, an entity shall disclose additional information necessary to meet

those obijectives.

To _meet the objectives in paragraph 30A, an entity shall disclose, at a minimum, the following

information for each class of financial instruments (see paragraph 30D for information on determining

appropriate classes of financial instruments) measured at fair value (including measurements based

on fair value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in the statement of financial

position after initial recognition:

(@)

(b)

(©)

(d)

(e)

For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of financial instruments are those that this
Standard requires or permits in the statement of financial position at the end of each reporting
period. Non-recurring fair value measurements of financial instruments are those that this
Standard requires or permits in the statement of financial position in particular circumstances.
For recurring and non-recurring fair value measurements, the level of the fair value hierarchy
within which the fair value measurements are cateqgorized in their entirety (Level 1, 2 or 3).
For financial instruments held at the end of the reporting period that are measured at fair value
on a recurring basis, the amounts of any transfers between Level 1 and Level 2 of the fair value
hierarchy, the reasons for those transfers and the entity’s policy for determining when transfers
between levels are deemed to have occurred (see paragraph 30E). Transfers into each level
shall be disclosed and discussed separately from transfers out of each level.

For recurring and non-recurring fair value measurements estimated using unobservable inputs,
a description of the measurement technique(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technique), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, or for fair value measurements estimated
using unobservable inputs, an entity shall provide quantitative information about the significant
unobservable inputs used in the fair value measurement. An entity is not required to create
guantitative information to comply with this disclosure requirement if quantitative unobservable
inputs are not developed by the entity when measuring fair value (e.g. when an entity uses
prices from prior transactions or third-party pricing information without adjustment). However,
when providing this disclosure an entity cannot ignore guantitative unobservable inputs that
are significant to the fair value measurement and are reasonably available to the entity.

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, a
reconciliation from the opening balances to the closing balances, disclosing separately
changes during the period attributable to the following:

0] Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).
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(iv) __For recurring fair value measurements categorized within Level 3 of the fair value
hierarchy, the amounts of any transfers into or out of Level 3 of the fair value hierarchy,
the reasons for those transfers and the entity’s policy for determining when transfers
between levels are deemed to have occurred (see paragraph 30E). Transfers into Level
3 shall be disclosed and discussed separately from transfers out of Level 3.

) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy,
the amount of the total gains or losses for the period in (e)(i) included in surplus or deficit that
is attributable to the change in unrealized gains or losses relating to those financial instruments
held at the end of the reporting period, and the line item(s) in surplus or deficit in which those
unrealized gains or losses are recognized.

(g)  For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

(h)  For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

()] For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (d).

(i) For financial assets and financial liabilities, if changing one or more of the unobservable
inputs to reflect reasonably possible alternative assumptions would change fair value
significantly, an entity shall state that fact and disclose the effect of those changes. The
entity shall disclose how the effect of a change to reflect a reasonably possible
alternative assumption was calculated. For that purpose, significance shall be judged
with respect to surplus or deficit, and total assets or total liabilities, or, when changes in
fair value are recognized in net assets/equity, total equity.

30D. An entity shall determine appropriate classes of financial instruments on the basis of the following:

(@) The nature, characteristics and risks of the financial instruments; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized, or
whether the fair value is observable or unobservable.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, because those measurements have a greater degree of
uncertainty and subjectivity. Determining appropriate classes of financial instruments for which
disclosures about fair value measurements should be provided requires judgement. A class of
financial instruments will often require greater disaggregation than the line items presented in the
statement of financial position. However, an entity shall provide information sufficient to permit
reconciliation to the line items presented in the statement of financial position. If another IPSAS
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specifies the class for an financial instruments, an entity may use that class in providing the
disclosures required in this Standard if that class meets the requirements in this paragraph.

An entity shall disclose and consistently follow its policy for determining when transfers between
levels of the fair value hierarchy are deemed to have occurred in accordance with paragraph 30C(c)
and (e)(iv). The policy about the timing of recognizing transfers shall be the same for transfers into
the levels as for transfers out of the levels. Examples of policies for determining the timing of transfers
include the following:

(@) The date of the event or change in circumstances that caused the transfer.
(b)  The beginning of the reporting period.
(c) The end of the reporting period.

If _an entity makes an accounting policy decision to use the exception in paragraph
IPSAS 41.AG1430, it shall disclose that fact.

For each class of financial instruments not measured at fair value in the statement of financial position
but for which the fair value is disclosed, an entity shall disclose the information required by
paragraph 30C(b), (d) and (i). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, required by paragraph 30C(d). For such financial instruments, an entity does not need to
provide the other disclosures required by this Standard.

For a liability measured at fair value and issued with an inseparable third-party credit enhancement,
an issuer shall disclose the existence of that credit enhancement and whether it is reflected in the fair
value measurement of the liability.

An_entity shall present the guantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.
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disclose;-by-class-of financiakHnstrument: In some cases, an entity does not recognize a gain or loss
on initial recognition of a financial asset or financial liability because the fair value is neither evidenced
by a quoted price in an active market for an identical asset or liability (i.e., a Level 1 input) nor based
on a valuation technigue that uses only data from observable markets (see paragraph AG117 of
IPSAS 41). In such cases, the entity shall disclose by class of financial asset or financial liability:

(@) Its accounting policy for recognizing in surplus or deficit the that difference between the fair
value at initial recognition and the transaction price in-surplus-or-deficit to reflect a change in

factors (including time) that market participants would censiderin-setting—a—price take into
account when pricing the asset or liability (see paragraph AG117(b) of IPSAS 41);-and

(b) The aggregate difference yet to be recognized in surplus or deficit at the beginning and end of
the period and a reconciliation of changes in the balance of this difference:;_ and

(c) ___Why the entity concluded that the transaction price was not the best evidence of fair value,
including a description of the evidence that supports the fair value.

Effective Date

52J. Paragraphs 8 and 34 were amended, paragraphs 31-33 were deleted and paragraphs 30A-30I
were added by [draft] IPSAS [X] (ED 77), issued in Month YYYY. An entity shall apply these
amendments for annual financial statements covering periods beginning on or after MM DD,
YYYY. Earlier application is_encouraged. If an entity applies the amendment for a period
beginning before MM DD, YYYY, it shall disclose that fact and apply [draft] IPSAS [X] (ED 77)
at the same time.

Implementation Guidance

This guidance accompanies, but is not part of, IPSAS 30.

Significance of Financial Instruments for Financial Position and Financial Performance (paragraphs
10-36, AG4 and AG5)

Fair Value (paragraphs 31-34)

IG16. The fair value at initial recognition of financial instruments that are not traded in active markets is
determined in accordance with paragraph AG151 of IPSAS 41. However, when, after initial
recognition, an entity will use a measurement valuation technique that incorporates data not obtained
from observable markets, there may be a difference between the transaction price at initial
recognition and the amount determined at initial recognition using that_measurement valuation
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technique. In these circumstances, the difference will be recognized in surplus or deficit in
subsequent periods in accordance with IPSAS 41 and the entity’s accounting policy. Such recognition
reflects changes in factors (including time) that market participants would consider in setting a price
(see paragraph AG151 of IPSAS 41). Paragraph 33 requires disclosures in these circumstances. An
entity might disclose the following to comply with paragraph 34:

Background

On January 1, 20X1 an entity purchases for CU15 million financial assets that are not traded in an
active market. The entity has only one class of such financial assets.

The transaction price of CU15 million is the fair value at initial recognition.

After initial recognition, the entity will apply a measurement valdation technique to establish the
financial assets’ fair value. This measurement valdation technique includes variables other than data
from observable markets.

At initial recognition, the same measurement valuation technique would have resulted in an amount
of CU14 million, which differs from fair value by CU1 million.

The entity has existing differences of CU5 million at January 1, 20X1.
Application of Requirements

The entity’s 20X2 disclosure would include the following:

Accounting Policies

The entity uses the following measurement valdation technique to determine the fair value of financial
instruments that are not traded in an active market: [description of technique not included in this
example]. Differences may arise between the fair value at initial recognition (which, in accordance
with IPSAS 41, is generally the transaction price) and the amount determined at initial recognition
using the measurement valuation technique. Any such differences are [description of the entity’s
accounting policy]

In the Notes to the Financial Statements

As discussed in note X, the entity uses [name of measurement valgation technique] to measure the
fair value of the following financial instruments that are not traded in an active market. However, in
accordance with IPSAS 41, the fair value of an instrument at inception is generally the transaction
price. If the transaction price differs from the amount determined at inception using the measurement
valuation technique, that difference is [description of the entity’s accounting policy].

Amendments to IPSAS 31, Intangible Assets

Paragraphs 45, 48, 71, 74, 75, 76, 81, 83, 99, 121, 123 and 124 are amended. Paragraphs 123A-123F
and 132P are added. New text is underlined and deleted text is struck through.
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Recognition and Measurement

Exchanges of Assets

45,

Paragraph 28(b) specifies that a condition for the recognition of an intangible asset is that the cost of
the asset can be measured reliably. The fair value of an intangible asset forwhich-comparable-market
transactions-do-hotexist is reliably measurable if:

(@) The variability in the range of reasonable fair value estimates measurements is not significant
for that asset: or

(b) The probabilities of the various estimates within the range can be reasonably assessed and
used in-estimating when measuring fair value.

If an entity is able to determine measure reliably the fair value of either the asset received or the
asset given up, then the fair value of the asset given up is used to measure cost unless the fair value
of the asset received is more clearly evident.

Internally Generated Goodwill

48.

Differences between the market fair value of an entity and the carrying amount of its identifiable net
assets at any time may capture a range of factors that affect the fair value of the entity. However,
such differences do not represent the cost of intangible assets controlled by the entity.

Subsequent Measurement

71.

An entity shall choose either the historical eest model in paragraph 73 or the revaluation
current value model in paragraph 74 as its accounting policy. If an intangible asset is
accounted for using the revatluation current value model, all the other assets in its class shall
also be accounted for using the same model, unless thereis no active market for those assets.

Historical Cost Model

Current Value Revaluation Model

74.

After initial recognition, an intangible asset shall be carried at a revalued amount, being its
fair value at the date of the revaluation less any subsequent accumulated amortization and
subsequent accumulated impairment losses. For the purpose of revaluations under this
Standard, fair value shall be determined measured by reference to an active market.
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Revaluations shall be made with such regularity that at the reporting date the carrying amount
of the asset does not differ materially from its fair value.

The revaluation current value model does not allow:
(&) The revaluation of intangible assets that have not previously been recognized as assets; or
(b) The initial recognition of intangible assets at amounts other than cost.

The revaluation current value model is applied after an asset has been initially recognized at cost.
However, if only part of the cost of an intangible asset is recognized as an asset because the asset
did not meet the criteria for recognition until part of the way through the process (see paragraph 63),
the revaluation current value model may be applied to the whole of that asset. Also, the revaluation
current value model may be applied to an intangible asset that was received through a non-exchange
transaction (see paragraphs 42-43).

If the fair value of a revalued intangible asset can no longer be determined measured by
reference to an active market, the carrying amount of the asset shall be its revalued amount
at the date of the last revaluation by reference to the active market less any subsequent
accumulated amortization and any subsequent accumulated impairment losses.

If the fair value of the asset can be determined measured by reference to an active market at a
subsequent measurement date, the revaluation model is applied from that date.

Intangible Assets with Finite Useful Lives

Residual Value

99. The residual value of an intangible asset with a finite useful life shall be assumed to be zero
unless:
(8) Thereis acommitment by a third party to acquire the asset at the end of its useful life;
or
(b) Thereis an active market (as defined in [draft] IPSAS [X] (ED 77)) for the asset, and:
0] Residual value can be determined by reference to that market; and
(i) Itis probable that such a market will exist at the end of the asset’s useful life.
Disclosure
General
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121. An entity shall also disclose:

(c) For intangible assets acquired through a non-exchange transaction and initially
recognized at fair value (see paragraphs 42-43):

0] The fair value initially recognized for these assets;
(i)  Their carrying amount; and

(i)  Whether they are measured after recognition under the historical cost model or
the current value revaluation model.

(d)

Intangible Assets Measured after Recognition using the Current Value Revaluation Model

123. If intangible assets are accounted for at revalued amounts, an entity shall disclose the
following:

(&) By class of intangible assets:
0] The effective date of the revaluation;
(i)  The carrying amount of revalued intangible assets; and

(i)  The carrying amount that would have been recognized had the revalued class of
intangible assets been measured after recognition using the historical cost model
in paragraph 73;

(b)

123A.An entity shall disclose information that helps users of its financial statements assess both
of the following:

(@) For_intangible assets that are measured at fair value on a recurring or non-recurring
basis_in_the statement of financial position after_initial recognition, the valuation
technigues and inputs used to develop those measurements.

(b)  Forrecurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

123B.To meet the objectives in paragraph 123A, an entity shall consider all the following:

(@) The level of detail necessary to satisfy the disclosure requirements;

(b) How much emphasis to place on each of the various requirements;

(c) How much aggregation or disaggregation to undertake; and

(d)  Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.
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If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet

the objectives in paragraph 123A, an entity shall disclose additional information necessary to meet

those obijectives.

123C.To _meet the objectives in paragraph 123A, an entity shall disclose, at a minimum, the following

information for each class of intangible assets (see paragraph 123D for information on determining

appropriate classes of intangible assets) measured at fair value (including measurements based on

fair value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in the statement of financial

position after initial recognition:

(@)

(b)

(©)

(d)

(e)

For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of intangible assets are those that this
Standard requires or permits in the statement of financial position at the end of each reporting
period. Non-recurring fair value measurements of intangible assets are those that this Standard
requires or permits in the statement of financial position in particular circumstances.

For recurring and non-recurring fair value measurements, the level of the fair value hierarchy
within which the fair value measurements are cateqgorized in their entirety (Level 1, 2 or 3).
For recurring and non-recurring fair value measurements estimated using unobservable inputs,
a description of the measurement technique(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technigue), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, or for fair value measurements estimated
using unobservable inputs, an entity shall provide quantitative information about the significant
unobservable inputs used in the fair value measurement. An entity is not required to create
quantitative information to comply with this disclosure requirement if guantitative unobservable
inputs are not developed by the entity when measuring fair value (e.q. when an entity uses
prices from prior transactions or third-party pricing information without adjustment). However,
when providing this disclosure an entity cannot ignore quantitative unobservable inputs that
are significant to the fair value measurement and are reasonably available to the entity.

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, a
reconciliation _from the opening balances to the closing balances, disclosing separately
changes during the period attributable to the following:

0] Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, or
for recurring fair value measurements estimated using unobservable inputs, the amount of the
total gains or losses for the period in (d)(i) included in surplus or deficit that is attributable to
the change in unrealized gains or losses relating to those intangible assets held at the end of
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the reporting period, and the line item(s) in surplus or deficit in which those unrealized gains or
losses are recognized.

) For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

(g) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

0] For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (c).

123D.An entity shall determine appropriate classes of intangible assets on the basis of the following:

(@) The nature, characteristics and risks of the intangible assets; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized, or
whether the fair value is observable or unobservable.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy because those measurements have a greater degree of uncertainty
and subjectivity. Determining appropriate classes of intangible assets for which disclosures about fair
value measurements should be provided requires judgement. A class of intangible assets will often
require greater disaggregation than the line items presented in the statement of financial position.
However, an entity shall provide information sufficient to permit reconciliation to the line items
presented in the statement of financial position. If another IPSAS specifies the class for an intangible
assets, an entity may use that class in providing the disclosures required in this Standard if that class
meets the requirements in this paragraph.

123G For each class of intangible assets not measured at fair value in the statement of financial position

123l

124.

but for which the fair value is disclosed, an entity shall disclose the information required by
paragraph 123C(b), (c) and (g). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, required by paragraph 123C(c). For such intangible assets, an entity does not need to provide
the other disclosures required by this Standard.

An_entity shall present the quantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.

It may be necessary to aggregate the classes of revalued assets into larger classes for disclosure
purposes. However, classes are not aggregated if this would result in the combination of a class of
intangible assets that includes amounts measured under both the cost and current value revaluation
models.
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Effective Date

132P.

Paragraphs 45,48, 71, 74, 75, 76, 81, 83,99, 121, 123, and 124 were amended, and paragraphs

123A-123F were added by [draft] IPSAS [X] (ED 77), issued in Month YYYY. An entity shall
apply these amendments for annual financial statements covering periods beginning on or
after MM DD, YYYY. Earlier application is encouraged. If an entity applies the amendment for
aperiod beginning before MM DD, YYYY, it shall disclose that fact and apply [draft] IPSAS [X]
(ED 77) at the same time.

Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 31.

Current Value Revaluyation Model

BCo.

Revis

BC13.

Revis

The current value revaluation model proposed in IPSAS 31 is similar to the revaluation model that in
IAS 38 which requires revaluations to be accounted for on an asset-by-asset basis. IPSAS 17,
Property, Plant, and Equipment requires revaluations to be accounted for by class of assets rather
than by individual asset. The IPSASB considered this approach for intangible assets, but concluded
that it was not necessary because intangible assets differ from property, plant, and equipment in that
they are less likely to be homogeneous. One of the major types of intangible assets of public sector
entities is internally-developed software, for which detailed information is available on an individual
asset basis. Consequently, the IPSASB concluded that it was appropriate to require revalued
intangible assets to be accounted for on an asset-by-asset basis.

ion of IPSAS 31 as a result of Improvements to IPSAS, 2018

Paragraph 109 requires an entity to test an intangible asset for impairment when reassessing its
useful life. When this standard was issued, such a test was only required for intangible assets
measured under the historical cost model. Following the publication of Impairment of Revalued
Assets (Amendments to IPSAS 21, Impairment of Non-Cash-Generating Assets, and IPSAS 26,
Impairment of Cash-Generating Assets) in July 2016, this test is required for all intangible assets,
and paragraph 109 has been amended accordingly.

ion of IPSAS 31 as aresult of [draft] IPSAS [X] (ED 77), Measurement

BC14.

[Draft] IPSAS [X] (ED 77), issued in [Month] [Year], provides generic guidance on the initial and
subsequent measurement of assets, to ensure a consistent approach across all IPSAS. The
IPSASB agreed to remove guidance on measurement in IPSAS 27 where such guidance was how
provided in [draft] IPSAS [X] (ED 77), and to refer preparers to the guidance in that Standard.
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Amendments to IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs)

Paragraphs 65, 69, 70, 72 and 148 are amended. Paragraphs 41B, 152A-152F and 1540are added. New
text is underlined and deleted text is struck through.

Exemptions that Affect Fair Presentation and Compliance with Accrual Basis
IPSASs during the Period of Transition

Three Year Transitional Relief Period for the Recognition and/or Measurement of Assets and/or
Liabilities

Recognition and/or Measurement of Assets and/or Liabilities

41B. A first-time adopter shall apply the guidance in [draft] IPSAS [X] (ED 77) when measuring

assets and/or liabilities at fair value, cost of fulfilment or historical.

Exemptions that Do Not Affect Fair Presentation and Compliance with Accrual
Basis IPSASs During the Period of Adoption

Using Deemed Cost to Measure Assets and/or Liabilities

65.

69

Deemed cost can only be determined where the acquisition cost of the asset and/ or the liability is
not available. Deemed cost assumes that the entity had initially recognized the asset and/ or the
liability at the given date. Subsequent depreciation or amortization is based on that deemed cost on
the premise that the acquisition cost is equal to the deemed cost. For example, a first-time adopter
may elect to measure property, plant and equipment at deemed cost at the date of adoption of
IPSASSs because cost information about the item of property, plant and equipment was not available
on that date, and use fair value as its deemed cost at that date. Any subsequent depreciation is based
on the fair value determined measured at that date and starts from the date that the deemed cost
has been determined.

In determining measuring the fair value in accordance with paragraph 67, the first-time adopter shall
apply the definition of fair value and guidance in etherapplicable tRSASs [draft] IPSAS [X] (ED 77)
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indetermining to measure the fair value of the asset in question. The fair value shall reflect conditions

that existed at the date on which it was determined measured.

70. If reliable-market-based-evidence-of observable inputs of fair value is are not available for
inventory, or investment property that is of a specialized nature, a first-time adopter may
consider the following measurement alternatives in determining a deemed cost:

(@) Forinventory, current replacement cost;-and
(b) Forinvestment property of a specialized nature, depreciated replacement cost:;_and

(c) FEor property, plant, and equipment, current operational value.

Using Deemed Cost for Investments in Controlled Entities, Joint Ventures and Associates
(IPSAS 34)

72. Where a first-time adopter measures an investment in a controlled entity, joint venture or
associate at cost in its separate financial statements, it may, on the date of adoption of
IPSASs, elect to measure that investment at one of the following amounts in its separate
opening statement of financial position:

(@) Cost;or

(b) Deemed cost. The deemed cost of such an investment shall be its fair value {determined
inaccordance-with-IPRSAS-41) at the first-time adopter’s date of adoption of IPSASs in

its separate financial statements.

Disclosures
Disclosures where Deemed Cost is Used for Inventory, Investment Property, Property, Plant and
Equipment, Intangible Assets, Financial Instruments or Service Concession Assets

148. If afirst-time adopter uses fair value, or the alternative in paragraphs 64, 67 or 70, as deemed
cost for inventory, investment property, property, plant and equipment, intangible assets,
financial instruments, or service concession assets, its financial statements shall disclose:

(&) The aggregate of those fair values—er—other—measurementalternatives that were
considered in determining deemed cost;

(b) The aggregate adjustment to the carrying amounts recognized under the previous basis
of accounting; and

(c) Whether the deemed cost was determined on the date of adoption of IPSASs or during
the period of transition.
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Current Value Measurement

152A.An entity shall disclose information that helps users of its financial statements assess both

of the following:

@)

For assets or liabilities that are measured at current operational value or fair value on a
non-recurring basis in the statement of financial position after initial recognition, the
valuation technigues and inputs used to develop those measurements.

152B.To meet the objectives in paragraph 152A, an entity shall consider all the following:

(e)
®
(9)
(h)

The level of detail necessary to satisfy the disclosure requirements;

How much emphasis to place on each of the various requirements;

How much aggregation or disaggregation to undertake; and

Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.

If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet

the objectives in paragraph 152A, an entity shall disclose additional information necessary to meet

those obijectives.

152C.To _meet the objectives in paragraph 152A, an entity shall disclose, at a minimum, the following

information for each class of assets or liabilities measured at current operational value or fair value

(including measurements based on current operational value or fair value within the scope of [draft]

IPSAS [X] (ED 77), Measurement) in the statement of financial position after initial recognition:

(@)

(b)

(©)

For non-recurring current operational value or fair value measurements, the current operational
value or fair value measurement at the end of the reporting period, and for non-recurring current
operational value or fair value measurements, the reasons for the measurement. Non-recurring
current operational value or fair value measurements of assets or liabilities are those that this
Standard requires or permits in the statement of financial position in particular circumstances.
For _non-recurring current operational value or fair value measurements, whether the current
operational value or fair value measurements are estimated using observable or unobservable
inputs. For non-recurring fair value measurements, the level of the fair value hierarchy within
which the fair value measurements are categorized in their entirety (Level 1, 2 or 3).

For non-recurring current operational value or fair value measurements estimated using
unobservable inputs, a description of the measurement technigue(s) and the inputs used in the
current operational value or fair value measurement. If there has been a change in
measurement technigue (e.g. changing from a market approach to an income approach or the
use of an additional valuation technique), the entity shall disclose that change and the
reason(s) for making it. For fair value measurements categorized within Level 3 of the fair value
hierarchy, or for current operational value or fair value measurements estimated using
unobservable inputs, an entity shall provide gquantitative information about the significant
unobservable inputs used in the current operational value or fair value measurement. An entity
is not required to create guantitative information to comply with this disclosure requirement if
gquantitative unobservable inputs are not developed by the entity when measuring current
operational value or fair value (e.g. when an entity uses prices from prior transactions or
third-party pricing information without adjustment). However, when providing this disclosure an
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entity _cannot _ignore guantitative _unobservable inputs that are significant to the current
operational value or fair value measurement and are reasonably available to the entity.

(d)  For non-recurring fair value measurements categorized within Level 3 of the fair value
hierarchy, or for non-recurring current operational value measurements estimated using
unobservable inputs, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
current operational value or fair value measurements from period to period).

152D.An entity shall determine appropriate classes of assets or liabilities on the basis of the following:

(c) The nature, characteristics and risks of the assets or liabilities; and
(d)  The level of the fair value hierarchy within which the fair value measurement is categorized, or
whether the current operational value or fair value is observable or unobservable.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, or for current operational value measurements estimated using
unobservable inputs, because those measurements have a greater degree of uncertainty and
subjectivity. Determining appropriate classes of assets or liabilities for which disclosures about
current operational value or fair value measurements should be provided requires judgement. A class
of assets or liabilities will often require greater disaggregation than the line items presented in the
statement of financial position. However, an entity shall provide information sufficient to permit
reconciliation to the line items presented in the statement of financial position. If another IPSAS
specifies the class for an assets or liabilities, an entity may use that class in providing the disclosures
required in this Standard if that class meets the requirements in this paragraph.

152E For each class of assets or liabilities not measured at current operational value or fair value in the

152F

statement of financial position but for which the current operational value or fair value is disclosed,
an entity shall disclose the information required by paragraph 152C(b), (c) and (d). However, an entity
is not required to provide the quantitative disclosures about significant unobservable inputs used in
fair value measurements categorized within Level 3 of the fair value hierarchy, or for current
operational value or fair value measurements estimated using unobservable inputs, required by
paragraph 152C(c). For such assets or liabilities, an entity does not need to provide the other
disclosures required by this Standard.

An_entity shall present the guantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.

Effective Date

1540. Paragraphs 65, 69, 70, 72 and 148 were amended and paragraphs 152A-152F and 41B were

added by [draft] IPSAS [X] (ED 77), issued in Month YYYY. An entity shall apply these

amendments for annual financial statements covering periods beginning on or after MM DD,

YYYY. Earlier application is encouraged. If an entity applies the amendment for a period

beqginning before MM DD, YYYY, it shall disclose that fact and apply [draft] IPSAS [X] (ED 77)

at the same time.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 33.

Exemptions that Do Not Affect Fair Presentation and Compliance with Accrual Basis IPSAS

Deemed Cost

Alternative Measurement Bases for Fair Value in Determining Deemed Cost

BC93.

BC94.

In determining “fair value”, when IPSAS 33 was developed, the guidance in each applicable IPSAS
is was considered, where such guidance is was provided. In IPSAS 17 it is was noted that fair value
is was normally determined by reference to market-based evidence, often by appraisal. IPSAS 17
also states stated that if market-based market-based evidence is was not available to measure
items of property, plant and equipment, an entity ean could estimate fair value using replacement
cost, reproduction cost or a service units approach.

The IPSASB noted that the fair value guidance in IPSAS 16 only considers considered a market-
based value, and that limited guidance is was provided in IPSAS 12 in determining fair value. The
IPSASB concluded that because a first-time adopter may find it difficult to determine a market-
based fair value for all investment properties and all inventories, other measurement alternatives
may need to be considered in determining deemed cost for inventory or investment property.

BC94A.The IPSASB has since issued [draft] IPSAS [X], (ED 77) which provides a consistent approach to

BC95.

measuring fair value in all IPSAS. The IPSASB noted that the guidance in that Standard includes
a fair value hierarchy, which guidance on estimation techniques that may be used where there is
no observable market data. The IPSASB considered whether the continued use of measurement
alternatives was appropriate, and noted that the alternatives included in IPSAS 33 are consistent
with measurement technigues available in [draft] IPSAS [X], (ED 77) to estimate fair value. The
IPSASB agreed to modify the wording of IPSAS 33 accordingly.

The IPSASB agreed that a first-time adopter may consider the following measurement alternatives
technigues in determining a deemed cost if reliable-market-based-evidence observable inputs of
fair value is are not available on the date of adoption of IPSASs, or on the date that the asset is
recognized and/or measured where a first-time adopter takes advantage of the exemption that
provides a three year transitional relief period to not recognize and/or measure certain assets:

(@) Forinventory, current replacement cost; and

(b)  Forinvestment property of a specialized nature, depreciated replacement cost.
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Amendments to IPSAS 34, Separate Financial Statements

Paragraphs 23A-231 and 32E are added. New text is underlined and deleted text is struck through.

Disclosure

Current Value Measurement

23A. An entity shall disclose information that helps users of its financial statements assess both
of the following:

23B.

23C.

(@)

(b)

For investments that are measured at fair value on arecurring or non-recurring basis in
the statement of financial position after initial recognition, the valuation technigues and
inputs used to develop those measurements.

For recurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

To meet the objectives in paragraph 23A, an entity shall consider all the following:

(@)
(b)
(©)
(d)

The level of detail necessary to satisfy the disclosure requirements;

How much emphasis to place on each of the various requirements;

How much aggregation or disaggregation to undertake; and

Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.

If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet

the objectives in paragraph 23A, an entity shall disclose additional information necessary to meet

those obijectives.

To _meet the objectives in paragraph 23A, an entity shall disclose, at a minimum, the following

information for _each class of investments (see paragraph 23D for information on determining

appropriate classes of investments) measured at fair value (including measurements based on fair

value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in the statement of financial

position after initial recognition:

(@)

(b)

(©)

For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of investments are those that this Standard
requires or permits in the statement of financial position at the end of each reporting period.
Non-recurring fair value measurements of investments are those that this Standard requires or
permits in the statement of financial position in particular circumstances.

For recurring and non-recurring fair value measurements, the level of the fair value hierarchy
within which the fair value measurements are categorized in their entirety (Level 1, 2 or 3).
For investments held at the end of the reporting period that are measured at fair value on a
recurring basis, the amounts of any transfers between Level 1 and Level 2 of the fair value
hierarchy, the reasons for those transfers and the entity’s policy for determining when transfers
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between levels are deemed to have occurred (see paragraph 23E). Transfers into each level
shall be disclosed and discussed separately from transfers out of each level.

For recurring and non-recurring fair value measurements estimated using unobservable inputs,
a_description of the measurement technique(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technigue), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, an entity shall provide quantitative
information about the significant unobservable inputs used in the fair value measurement. An
entity is not required to create quantitative information to comply with this disclosure
requirement if quantitative unobservable inputs are not developed by the entity when
measuring fair value (e.qg. when an entity uses prices from prior transactions or third-party
pricing information without adjustment). However, when providing this disclosure an_entity
cannot ignore quantitative unobservable inputs that are significant to the fair value
measurement and are reasonably available to the entity.

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy, a
reconciliation from the opening balances to the closing balances, disclosing separately
changes during the period attributable to the following:

(i) Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).

(iv) __For recurring fair value measurements categorized within Level 3 of the fair value
hierarchy, the amounts of any transfers into or out of Level 3 of the fair value hierarchy,
the reasons for those transfers and the entity’s policy for determining when transfers
between levels are deemed to have occurred (see paragraph 23E). Transfers into Level
3 shall be disclosed and discussed separately from transfers out of Level 3.

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy,
the amount of the total gains or losses for the period in (e)(i) included in surplus or deficit that
is attributable to the change in unrealized gains or losses relating to those investments held at
the end of the reporting period, and the line item(s) in surplus or deficit in which those
unrealized gains or losses are recognized.

For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

(i) For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
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interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (d).

(i) For financial assets and financial liabilities, if changing one or more of the unobservable
inputs to reflect reasonably possible alternative assumptions would change fair value
significantly, an entity shall state that fact and disclose the effect of those changes. The
entity shall disclose how the effect of a change to reflect a reasonably possible
alternative assumption was calculated. For that purpose, significance shall be judged
with respect to surplus or deficit, and total assets or total liabilities, or, when changes in
fair value are recognized in net assets/equity, total equity.

An entity shall determine appropriate classes of investments on the basis of the following:

(@) The nature, characteristics and risks of the investments; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized, or
whether the fair value is observable or unobservable.

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, because those measurements have a greater degree of uncertainty and subjectivity.
Determining appropriate classes of investments for which disclosures about fair value measurements
should be provided requires judgement. A class of investments will often require greater
disaggregation than the line items presented in the statement of financial position. However, an entity
shall provide information sufficient to permit reconciliation to the line items presented in the statement
of financial position. If another IPSAS specifies the class for an investments, an entity may use that
class in providing the disclosures required in this Standard if that class meets the requirements in

this paragraph.

An_entity shall disclose and consistently follow its policy for determining when transfers between
levels of the fair value hierarchy are deemed to have occurred in accordance with paragraph 23C(c)
and (e)(iv). The policy about the timing of recognizing transfers shall be the same for transfers into
the levels as for transfers out of the levels. Examples of policies for determining the timing of transfers
include the following:

(@) The date of the event or change in circumstances that caused the transfer.
(b)  The beginning of the reporting period.
(c) The end of the reporting period.

If an entity makes an accounting policy decision to use the exception in paragraph (IFRS 13.48), it
shall disclose that fact.

For each class of investments not measured at fair value in the statement of financial position but for
which the fair value is disclosed, an entity shall disclose the information required by
paragraph 23C(b), (d) and (i). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
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Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable

inputs, required by paragraph 23C(d). For such investments, an entity does not need to provide the

other disclosures required by this Standard.

An_entity shall present the quantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.

Effective Date

32E.

Paragraphs 23A-23H were added by [draft] IPSAS [X] (ED 77), Measurement, issued in Month
YYYY. An _entity shall apply these amendments for annual financial statements covering
periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity
applies the amendment for a period beginning before MM DD, YYYY, it shall disclose that fact
and apply [draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 38, Disclosure of Interests in Other Entities

Paragraphs 57A-57F and 61E are added. New text is underlined and deleted text is struck through.

Disclosure

Current Value Measurement

57A.

57B.

An entity shall disclose information that helps users of its financial statements assess both
of the following:

(@) For_interest in_other entities that are measured at fair value on a recurring or
non-recurring basis in the statement of financial position_after initial recognition, the
valuation technigues and inputs used to develop those measurements.

(b)  Forrecurring fair value measurements using significant unobservable inputs (Level 3),
the effect of the measurements on surplus or deficit or net assets/equity for the period.

To meet the objectives in paragraph 57A, an entity shall consider all the following:

(@) The level of detail necessary to satisfy the disclosure requirements;

(b) How much emphasis to place on each of the various requirements;

(c) How much aggregation or disaggregation to undertake; and

(d)  Whether users of financial statements need additional information to evaluate the quantitative
information disclosed.

115

167



57C.

EXPOSURE DRAFT 77, MEASUREMENT

APPENDIX E

If the disclosures provided in accordance with this IPSAS and other IPSASs are insufficient to meet

the objectives in paragraph 57A, an entity shall disclose additional information necessary to meet

those obijectives.

To _meet the objectives in paragraph 57A, an entity shall disclose, at a minimum, the following

information for each class of interest in other entities (see paragraph 57D for information on

determining appropriate classes of interest in_other entities) measured at fair value (including

measurements based on fair value within the scope of [draft] IPSAS [X] (ED 77), Measurement) in

the statement of financial position after initial recognition:

(@)

(b)

(©)

(d)

(e)

For recurring and non-recurring fair value measurements, the fair value measurement at the
end of the reporting period, and for non-recurring fair value measurements, the reasons for the
measurement. Recurring fair value measurements of interest in other entities are those that
this Standard requires or permits in the statement of financial position at the end of each
reporting period. Non-recurring fair value measurements of interest in other entities are those
that this Standard requires or permits in the statement of financial position in particular
circumstances.

For recurring and non-recurring fair value measurements, the level of the fair value hierarchy
within which the fair value measurements are categorized in their entirety (Level 1, 2 or 3).
For recurring and non-recurring fair value measurements estimated using unobservable inputs,
a_description of the measurement techniqgue(s) and the inputs used in the fair value
measurement. If there has been a change in measurement technigue (e.g. changing from a
market approach to an income approach or the use of an additional valuation technigue), the
entity shall disclose that change and the reason(s) for making it. For fair value measurements
categorized within Level 3 of the fair value hierarchy, or for fair value measurements estimated
using unobservable inputs, an entity shall provide quantitative information about the significant
unobservable inputs used in the fair value measurement. An entity is not required to create
guantitative information to comply with this disclosure requirement if quantitative unobservable
inputs are not developed by the entity when measuring fair value (e.q. when an entity uses
prices from prior transactions or third-party pricing information without adjustment). However,
when providing this disclosure an entity cannot ignore guantitative unobservable inputs that
are significant to the fair value measurement and are reasonably available to the entity.

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy a
reconciliation from the opening balances to the closing balances, disclosing separately
changes during the period attributable to the following:

(i) Total gains or losses for the period recognized in surplus or deficit, and the line item(s)
in surplus or deficit in which those gains or losses are recognized.

(i) Total gains or losses for the period recognized in net assets/equity, and the line item(s)
in net assets/equity in which those gains or losses are recognized.

(i) Purchases, sales, issues and settlements (each of those types of changes disclosed

separately).

For recurring fair value measurements categorized within Level 3 of the fair value hierarchy,
the amount of the total gains or losses for the period in (e)(i) included in surplus or deficit that
is_attributable to the change in unrealized gains or losses relating to those interest in other
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entities held at the end of the reporting period, and the line item(s) in surplus or deficit in which
those unrealized gains or losses are recognized.

) For recurring and non-recurring fair value measurements categorized within Level 3 of the fair
value hierarchy, a description of the valuation processes used by the entity (including, for
example, how an entity decides its valuation policies and procedures and analyses changes in
fair value measurements from period to period).

(g) For recurring fair value measurements categorized within Level 3 of the fair value hierarchy:

0] For all such measurements, a narrative description of the sensitivity of the fair value
measurement to changes in unobservable inputs if a change in those inputs to a different
amount might result in a significantly higher or lower fair value measurement. If there are
interrelationships between those inputs and other unobservable inputs used in the fair
value measurement, an entity shall also provide a description of those interrelationships
and of how they might magnify or mitigate the effect of changes in the unobservable
inputs on the fair value measurement. To comply with that disclosure requirement, the
narrative description of the sensitivity to changes in unobservable inputs shall include,
at a minimum, the unobservable inputs disclosed when complying with (c).

57D. An entity shall determine appropriate classes of interest in other entities on the basis of the following:

57E

57F

(@) The nature, characteristics and risks of the interest in other entities; and
(b)  The level of the fair value hierarchy within which the fair value measurement is categorized

The number of classes may need to be greater for fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, because those measurements have a greater degree of uncertainty and subjectivity.
Determining appropriate classes of interest in other entities for which disclosures about fair value
measurements should be provided requires judgement. A class of interest in other entities will often
require greater disaggregation than the line items presented in the statement of financial position.
However, an entity shall provide information sufficient to permit reconciliation to the line items
presented in the statement of financial position. If another IPSAS specifies the class for an interest
in other entities, an entity may use that class in providing the disclosures required in this Standard if
that class meets the requirements in this paragraph.

For each class of interest in other entities not measured at fair value in the statement of financial
position but for which the fair value is disclosed, an entity shall disclose the information required by
paragraph 57C(b), (c) and (g). However, an entity is not required to provide the quantitative
disclosures about significant unobservable inputs used in fair value measurements categorized within
Level 3 of the fair value hierarchy, or for fair value measurements estimated using unobservable
inputs, required by paragraph 57C(c). For such interest in other entities, an entity does not need to
provide the other disclosures required by this Standard.

An_entity shall present the quantitative disclosures required by this Standard in a tabular format
unless another format is more appropriate.
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Effective Date

61E. Paragraphs 57A-57F were added by [draft] IPSAS [X] (ED 77), Measurement, issued in Month
YYYY. An _entity shall apply these amendments for annual financial statements covering
periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity
applies the amendment for a period beginning before MM DD, YYYY, it shall disclose that fact
and apply [draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 39, Employee Benefits

Paragraphs 8 and 144 are amended and paragraph 176C is added. New text is underlined and deleted text
is struck through.

Definitions

8. The following terms are used in this Standard with the meanings specified

Definitions Relating to the Net Defined Benefit Liability (Asset)

The deficit or surplus is:

(@) The present value of the defined benefit obligation less

(b) The fair value (as defined in [draft] IPSAS [X] (ED 77), Measurement, of plan assets (if
any).

Post-Employment Benefits—Defined Benefit Plans

Disclosure

Explanation of Amounts in the Financial Statements

144. An entity shall disaggregate the fair value of the plan assets into classes that distinguish the nature
and risks of those assets, subdividing each class of plan asset into those that have a quoted market
price in an active market (as defined in [draft] IPSAS [X] (ED 77) and those that do not. For example,
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and considering the level of disclosure discussed in paragraph 138, an entity could distinguish
between:

Effective Date

176C.Paragraphs 8 and 144 were amended by [draft] IPSAS [X] (ED 77), Measurement, issued in
Month YYYY. An entity shall apply these amendments for annual financial statements
covering periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an
entity applies the amendment for a period beginning before MM DD, YYYY, it shall disclose
that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Amendments to IPSAS 40, Public Sector Combinations

Paragraph 72 is amended and paragraph 1261 is added. New text is underlined and deleted text is struck
through.

The Acquisition Method of Accounting

Recognizing and Measuring the Identifiable Assets Acquired, the Liabilities Assumed and any
Non-Controlling Interest in the Acquired Operation

Measurement Principle

72. Theacquirer shall measure the identifiable assets acquired and the liabilities assumed at their
acquisition-date fair values (as defined in_ [draft] IPSAS[X] (ED 77), Measurement).
Appendix A of [draft] IPSAS [X] (ED 77) provides guidance on measuring assets and liabilities
at fair value.

Effective Date

1261. Paragraph 72 was amended by [draft] IPSAS [X] (ED 77), Measurement, issued in Month YYYY.
An_entity shall apply these amendments for annual financial statements covering periods
beginning on or after MM DD, YYYY. Earlier application is encouraged. If an entity applies the
amendment for a period beginning before MM DD, YYYY, it shall disclose that fact and apply
[draft] IPSAS [X] (ED 77) at the same time.
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Disclosure Requirements Relating to Acquisitions

lllustrating the Consequences of Applying the Disclosure Requirements in Paragraphs 119-125 of

IPSAS 40.

IE278. The following example illustrates some of the disclosure requirements relating to acquisitions; it is
not based on an actual transaction. The example assumes that AE is a public sector entity with
responsibility for healthcare in its region and that TE is a listed entity. The illustration presents the
disclosures in a tabular format that refers to the specific disclosure requirements illustrated. An
actual footnote might present many of the disclosures illustrated in a simple narrative format.

Paragraph
reference

124(b)

... owned by TE, in excess of CU7,500 for 20X3, up to a maximum amount
of CU2,500 (undiscounted).

The potential undiscounted amount of all future payments that AE could be
required to make under the contingent consideration arrangement is between
CUO0 and CU2,500.

The fair value of the contingent consideration arrangement of CU1,000 was
estimated by applying an income approach. The fair value measurement is
based on significant inputs that are not observable in the market, which [draft]
IPSAS [X] (ED 77), Measurement, refers to as Level 3 inputs. Key
assumptions include a discount rate range of 20-25 percent and assumed
probability-adjusted revenues in XE of CU10,000-20,000.

As of 31 December 20X2, neither the amount recognized for the contingent
consideration arrangement, nor the range of outcomes or the assumptions
used to develop the estimates had changed.

Amendments to IPSAS 41, Financial Instruments

Paragraphs 66 is amended. Paragraphs AG143A-AG143AB, and 156E are added. Paragraphs 67, 68
and AG144—-AG155 are deleted. New text is underlined and deleted text is struck through.

Measurement
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Fair Value Measurement Considerations

66. In determining the fair value of a financial asset or a financial liability for the purpose of applying this
Standard, IPSAS 28 or IPSAS 30, an entity shall apply [draft] IPSAS [X] (ED 77), Measurement and

paragraphs AG143A—-AG143AB AG144-AG155 of Appendix A.

67.

68.

Effective Date

156E.Paragraphs 66 and AG31 were amended, paragraphs AG143A—AG143AB were added, and
paragraphs 67, 68 and AG144-AG155 were deleted by [draft] IPSAS [X] (ED 77), Measurement
issued in_Month YYYY. An entity shall apply these amendments for annual financial
statements covering periods beginning on or_after MM DD, YYYY. Earlier application is
encouraged. If an entity applies the amendment for a period beginning before MM DD, YYYY,
it shall disclose that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Application Guidance

This Appendix is an integral part of IPSAS 41.

Subsequent Measurement
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Transfers that Qualify for Derecognition

AG31.When measuring the fair values of the part that continues to be recognized and the part that is
derecognized for the purposes of applying paragraph 24, an entity applies the fair value

measurement requirements in-paragraphs-66—68-and-AG144-AG155 [draft] IPSAS [X] (ED 77) in
addition to paragraph 25.

Fair Value Measurement Considerations

Application to Liabilities and an Entity’s Own Equity Instruments

General Principles

AG143A. A fair value measurement assumes that a financial or non-financial liability or an entity’s own
equity instrument (eg equity interests issued as consideration in a business combination) is
transferred to a market participant at the measurement date. The transfer of a liability or an entity’s
own equity instrument assumes the following:

(a) A liability would remain outstanding and the market participant transferee would be required to
fulfil the obligation. The liability would not be settled with the counterparty or otherwise
extinguished on the measurement date.

(b) __An_entity’s own equity instrument would remain outstanding and the market participant
transferee would take on the rights and responsibilities associated with the instrument. The
instrument would not be cancelled or otherwise extinguished on the measurement date.

AG143B. Even when there is no observable market to provide pricing information about the transfer of a
liability or an entity’s own equity instrument (e.q., because contractual or other legal restrictions
prevent the transfer of such items), there might be an observable market for such items if they are
held by other parties as assets (e.g., a corporate bond or a call option on an entity’s shares).

AG143C. In all cases, an entity shall maximize the use of relevant observable inputs and minimize the use
of unobservable inputs to meet the objective of a fair value measurement, which is to estimate the
price at which an orderly transaction to transfer the liability or equity instrument would take place
between market participants at the measurement date under current market conditions.

Liabilities and Equity Instruments Held by Other Parties as Assets

AG143D. When a quoted price for the transfer of an identical or a similar liability or entity’s own equity
instrument is not available and the identical item is held by another party as an asset, an entity shall
measure the fair value of the liability or equity instrument from the perspective of a market participant
that holds the identical item as an asset at the measurement date.

AG143E. In such cases, an entity shall measure the fair value of the liability or equity instrument as follows:

(a)___Using the quoted price in an active market for the identical item held by another party as an
asset, if that price is available.

(b) _ Ifthat price is not available, using other observable inputs, such as the quoted price in a market
that is not active for the identical item held by another party as an asset.
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If the observable prices in (a) and (b) are not available, using another valuation technique, such

as

0] An income approach (e.g., a present value technigue that takes into account the future
cash flows that a market participant would expect to receive from holding the liability or
equity instrument as an asset; see paragraphs 45 and C35).

(i) A market approach (e.qg. using guoted prices for similar liabilities or equity instruments
held by other parties as assets; see paragraphs 42, C31 and C32).

AG143F. An entity shall adjust the quoted price of a liability or an entity’s own equity instrument held by
another party as an asset only if there are factors specific to the asset that are not applicable to the

fair value measurement of the liability or equity instrument. An entity shall ensure that the price of the

asset does not reflect the effect of a restriction preventing the sale of that asset. Some factors that

may indicate that the quoted price of the asset should be adjusted include the following:

(a)

The quoted price for the asset relates to a similar (but not identical) liability or equity instrument

(b)

held by another party as an asset. For example, the liability or equity instrument may have a
particular characteristic (e.q., the credit quality of the issuer) that is different from that reflected
in the fair value of the similar liability or equity instrument held as an asset.

The unit of account for the asset is not the same as for the liability or equity instrument. For

example, for liabilities, in some cases the price for an asset reflects a combined price for a
package comprising both the amounts due from the issuer and a third-party credit
enhancement. If the unit of account for the liability is not for the combined package, the
objective is to measure the fair value of the issuer’s liability, not the fair value of the combined
package. Thus, in such cases, the entity would adjust the observed price for the asset to
exclude the effect of the third-party credit enhancement.

Liabilities and Equity Instruments not Held by Other Parties as Assets

AG143G. When a quoted price for the transfer of an identical or a similar liability or entity’s own equity
instrument is not available and the identical item is not held by another party as an asset, an entity

shall measure the fair value of the liability or equity instrument using a valuation technique from the

perspective of a market participant that owes the liability or has issued the claim on equity.

AG143H. For example, when applying a present value technique an entity might take into account either of
the following:

(a)

The future cash outflows that a market participant would expect to incur in fulfilling the

(b)

obligation, including the compensation that a market participant would require for taking on the
obligation (see paragraphs AG143X— AG1437).

The amount that a market participant would receive to enter into or issue an identical liability

or equity instrument, using the assumptions that market participants would use when pricing
the identical item (e.g., having the same credit characteristics) in the principal (or most
advantageous) market for issuing a liability or an equity instrument with the same contractual
terms.

Non-Performance Risk
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AG143l. The fair value of a liability reflects the effect of non-performance risk. Non-performance risk
includes, but may not be limited to, an entity’s own credit risk (as defined in IFRS 7 Financial
Instruments: Disclosures). Non-performance risk is assumed to be the same before and after the
transfer of the liability.

AG143J. When measuring the fair value of a liability, an entity shall take into account the effect of its credit
risk (credit standing) and any other factors that might influence the likelihood that the obligation will
or will not be fulfilled. That effect may differ depending on the liability, for example:

(a) ___ Whether the liability is an obligation to deliver cash (a financial liability) or an obligation to
deliver goods or services (a non-financial liability).

(b) _ The terms of credit enhancements related to the liability, if any.

AG143K. The fair value of a liability reflects the effect of non-performance risk on the basis of its unit of
account. The issuer of a liability issued with an inseparable third-party credit enhancement that is
accounted for separately from the liability shall not include the effect of the credit enhancement (e.qg.,
a third-party guarantee of debt) in the fair value measurement of the liability. If the credit enhancement
is accounted for separately from the liability, the issuer would take into account its own credit standing
and not that of the third-party guarantor when measuring the fair value of the liability.

Restriction Preventing the Transfer of a Liability or an Entity’s Own Equity Instrument

AG143L. When measuring the fair value of a liability or an entity’s own equity instrument, an entity shall not
include a separate input or an adjustment to other inputs relating to the existence of a restriction that
prevents the transfer of the item. The effect of a restriction that prevents the transfer of a liability or
an entity’s own equity instrument is either implicitly or explicitly included in the other inputs to the fair
value measurement.

AG143M. For example, at the transaction date, both the creditor and the obligor accepted the transaction
price for the liability with full knowledge that the obligation includes a restriction that prevents its
transfer. As a result of the restriction being included in the transaction price, a separate input or an
adjustment to an existing input is not required at the transaction date to reflect the effect of the
restriction on transfer. Similarly, a separate input or an adjustment to an existing input is not required
at subsequent measurement dates to reflect the effect of the restriction on transfer.

Financial Liability with a Demand Feature

AG143N. The fair value of a financial liability with a demand feature (e.q., a demand deposit) is not less
than the amount payable on demand, discounted from the first date that the amount could be required

to be paid.

Application to Financial Assets and Financial Liabilities with Offsetting Positions in Market Risks or
Counterparty Credit Risk

AG1430. An entity that holds a group of financial assets and financial liabilities is exposed to market risks
(as defined in IFRS 7) and to the credit risk (as defined in IFRS 7) of each of the counterparties. If
the entity manages that group of financial assets and financial liabilities on the basis of its net
exposure to either market risks or credit risk, the entity is permitted to apply an exception to this IFRS
for measuring fair value. That exception permits an entity to measure the fair value of a group of
financial assets and financial liabilities on the basis of the price that would be received to sell a net
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long position (i.e., an asset) for a particular risk exposure or paid to transfer a net short position (i.e.,
a liability) for a particular risk exposure in an orderly transaction between market participants at the
measurement date under current market conditions. Accordingly, an entity shall measure the fair
value of the group of financial assets and financial liabilities consistently with how market participants
would price the net risk exposure at the measurement date.

AG143P. An entity is permitted to use the exception in paragraph AG1430 only if the entity does all the
following:
(a) _ Manages the group of financial assets and financial liabilities on the basis of the entity’s net

exposure to a particular market risk (or risks) or to the credit risk of a particular counterparty in
accordance with the entity’s documented risk management or investment strategy;

(b) __ Provides information on that basis about the group of financial assets and financial liabilities to
the entity’s key management personnel, as defined in IPSAS 20, Related Party Disclosures;
and

(c) _Isrequired or has elected to measure those financial assets and financial liabilities at fair value
in the statement of financial position at the end of each reporting period.

AG143Q. The exception in paragraph AG1430 does not pertain to financial statement presentation. In
some cases the basis for the presentation of financial instruments in the statement of financial
position differs from the basis for the measurement of financial instruments, for example, if an IFRS
does not require or permit financial instruments to be presented on a net basis. In such cases an
entity may need to allocate the portfolio-level adjustments (see paragraphs AG143T-AG143W) to
the individual assets or liabilities that make up the group of financial assets and financial liabilities
managed on the basis of the entity’s net risk exposure. An entity shall perform such allocations on a
reasonable and consistent basis using a methodology appropriate in the circumstances.

AG143R. An entity shall make an accounting policy decision in accordance with IPSAS 3, Accounting
Policies, Changes in Accounting Estimates and Errors to use the exception in paragraph AG1430.
An entity that uses the exception shall apply that accounting policy, including its policy for allocating
bid-ask adjustments (see paragraphs AG143T— AG143V) and credit adjustments (see paragraph
AG143W), if applicable, consistently from period to period for a particular portfolio.

AG143S. The exception in paragraph AG1430 applies only to financial assets, financial liabilities and other
contracts within the scope of IPSAS 41, Financial Instruments (or IPSAS 29, Financial Instruments:
Recognition and Measurement, if IPSAS 41 has not yet been adopted). The references to financial
assets and financial liabilities in paragraphs AG1430— AG143R and AG143T— AG143W should be
read as applying to all contracts within the scope of, and accounted for in accordance with, IPSAS
41 (or IPSAS 29, if IPSAS 41 has not yet been adopted), regardless of whether they meet the
definitions of financial assets or financial liabilities in IPSAS 29, Financial Instruments: Presentation.

Exposure to Market Risks

AG143T. When using the exception in paragraph AG1430 to measure the fair value of a group of financial
assets and financial liabilities managed on the basis of the entity’s net exposure to a particular market
risk (or risks), the entity shall apply the price within the bid-ask spread that is most representative of
fair value in the circumstances to the entity’s net exposure to those market risks (see paragraphs
AG143AA and AG143BB).
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AG143U. When using the exception in paragraph AG1430, an entity shall ensure that the market risk (or
risks) to which the entity is exposed within that group of financial assets and financial liabilities is
substantially the same. For example, an entity would not combine the interest rate risk associated
with a financial asset with the commodity price risk associated with a financial liability because doing
so would not mitigate the entity’s exposure to interest rate risk or commodity price risk. When using
the exception in paragraph AG1430, any basis risk resulting from the market risk parameters not
being identical shall be taken into account in the fair value measurement of the financial assets and
financial liabilities within the group.

AG143V. Similarly, the duration of the entity’s exposure to a particular market risk (or risks) arising from the
financial assets and financial liabilities shall be substantially the same. For example, an entity that
uses a 12-month futures contract against the cash flows associated with 12 months’ worth of interest
rate risk exposure on a five-year financial instrument within a group made up of only those financial
assets and financial liabilities measures the fair value of the exposure to 12-month interest rate risk
on a net basis and the remaining interest rate risk exposure (i.e., years 2-5) on a gross basis.

Exposure to the Credit Risk of a Particular Counterparty

AG143W. When using the exception in paragraph AG1430 to measure the fair value of a group of financial
assets and financial liabilities entered into with a particular counterparty, the entity shall include the
effect of the entity’s net exposure to the credit risk of that counterparty or the counterparty’s net
exposure to the credit risk of the entity in the fair value measurement when market participants would
take into account any existing arrangements that mitigate credit risk exposure in the event of default
(e.q., a master netting agreement with the counterparty or an agreement that requires the exchange
of collateral on the basis of each party’s net exposure to the credit risk of the other party). The fair
value measurement shall reflect market participants’ expectations about the likelihood that such an
arrangement would be legally enforceable in the event of default.

Applying Present Value Techniques to Liabilities and an Entity’s Own Equity Instruments not Held by Other
Parties as Assets (paragraphs AG143G and AG143H)

AG143X. When using a present value technique to measure the fair value of a liability that is not held by
another party as an asset (e.qg., a decommissioning liability), an entity shall, among other things,
estimate the future cash outflows that market participants would expect to incur in fulfiling the
obligation. Those future cash outflows shall include market participants’ expectations about the costs
of fulfilling the obligation and the compensation that a market participant would require for taking on
the obligation. Such compensation includes the return that a market participant would require for the

following:

(a) ___Undertaking the activity (i.e., the value of fulfilling the obligation; e.q., by using resources that
could be used for other activities); and

(b) _ Assuming the risk associated with the obligation (i.e., a risk premium that reflects the risk that
the actual cash outflows might differ from the expected cash outflows; see paragraph AG1432).

AG143Y. For example, a non-financial liability does not contain a contractual rate of return and there is no
observable market vield for that liability. In some cases the components of the return that market
participants would require will be indistinguishable from one another (e.q., when using the price a
third party contractor would charge on a fixed fee basis). In other cases an entity needs to estimate
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those components separately (e.g., when using the price a third party contractor would charge on a
cost plus basis because the contractor in that case would not bear the risk of future changes in costs).

AG143Z. An entity can include a risk premium in the fair value measurement of a liability or an entity’s own
equity instrument that is not held by another party as an asset in one of the following ways:

(a) By adjusting the cash flows (i.e., as an increase in the amount of cash outflows); or

(b) By adjusting the rate used to discount the future cash flows to their present values (i.e., as a
reduction in the discount rate).

An_entity shall ensure that it does not double-count or omit adjustments for risk. For example, if the
estimated cash flows are increased to take into account the compensation for assuming the risk associated
with the obligation, the discount rate should not be adjusted to reflect that risk.

Inputs to Valuation Technigues

AG143AA. If an asset or a liability measured at fair value has a bid price and an ask price (e.g., an input
from a dealer market), the price within the bid-ask spread that is most representative of fair value in
the circumstances shall be used to measure fair value regardless of where the input is categorized
within the fair value hierarchy (i.e., Level 1, 2 or 3; see paragraphs C59-C89 of [Draft] IPSAS [X]
(ED 77), Measurement). The use of bid prices for asset positions and ask prices for liability positions
is permitted, but is not required.

AG143AB. [Draft] IPSAS [X] (ED 77), Measurement, does not preclude the use of mid-market pricing or
other pricing conventions that are used by market participants as a practical expedient for fair value
measurements within a bid-ask spread.

creditquality-ofthe-instrument: [Deleted]
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used-to-measure-the financial-asset-orfinancial-liability: [Deleted]
AG147 jate-guoted-market price foran-asset-held-orliabili

the-entity-adjustsfor those-factoers: [Deleted]

No Active Market: Valuation Technique
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costs-are-out-of-line-with-market-comparables. [Deleted]

Basis for Conclusions
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Revision of IPSAS 41 as aresult of [draft] IPSAS [X] (ED 77), Measurement

BC164.The IPSASB issued [draft] IPSAS [X] (ED 77), Measurement, in [Month] [Year]. That Standard
provides guidance on measuring assets and liabilities at fair value, which is relevant to the measuring
financial instruments. Guidance specific to applying fair value to the measurement of financial
instruments was added as application guidance (see paragraphs AG143A-AG143BB).

Amendments to IPSAS 42, Social Benefits

Paragraphs 12 and AG17 are amended. Paragraph 35B is added. New text is underlined and deleted text
is struck through.

General Approach

Measurement of a Liability for a Social Benefit Scheme

Initial Measurement of the Liability

12. An entity shall measure the liability for a social benefit scheme at the best estimate of the
costs (i.e., the social benefit payments) that the entity will incur in fulfilling the present
obligations represented by the liability. [Draft] IPSAS [X] (ED 77), Measurement, provides
guidance on measuring liabilities at cost of fulfillment.

Effective Date

35B. Paragraphs 12 and AG17 were amended by [draft] IPSAS [X] (ED 77), Measurement, issued in
Month YYYY. An_entity shall apply these amendments for annual financial statements
covering periods beginning on or after MM DD, YYYY. Earlier application is encouraged. If an
entity applies the amendment for a period beginning before MM DD, YYYY, it shall disclose
that fact and apply [draft] IPSAS [X] (ED 77) at the same time.

Application Guidance

This Appendix is an integral part of IPSAS 42.

General Approach (see paragraphs 6-21)

131

183



EXPOSURE DRAFT 77, MEASUREMENT

APPENDIX E

Measurement of a Liability for a Social Benefit Scheme

AG17.

Basis

Because a liability cannot extend beyond the point at which eligibility criteria for the next payment
will be next satisfied, liabilities in respect of social benefits will usually be short-term liabilities.
Consequently, prior to the financial statements being authorized for issue, an entity may receive
information regarding the eligibility of beneficiaries to receive the social benefit. IPSAS 14, Events
After the Reporting Date, and Appendix B of [draft] IPSAS [X] (ED 77), Measurement, provides
guidance on using this information.

for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 42.

Revision of IPSAS 31 as a result of [draft] IPSAS [X] (ED 77), Measurement

BC164.

BC165.

The IPSASB issued [draft] IPSAS [X] (ED 77), Measurement, in [Month] [Year]. That Standard
provides quidance on measuring liabilities at the cost of fulfilment, which is relevant to the
measuring the liability for social benefits under the general approach. That guidance includes a
requirement that a risk adjustment is considered in estimating the cost of fulfillment. Generally, this
is not expected to affect the measurement of the liability under the general approach given the
short-term nature of most social benefit liabilities.

While the guidance on measuring liabilities at cost of fulfilment is not expected to change the
measurement of liabilities for social benefits under the general approach in the majority of cases,
the IPSASB agreed to amend lllustrative Examples 9 and 10 to avoid references to using
information about payments made after the reporting date, which might conflict with the guidance
in_[draft] IPSAS [X] (ED 77). The IPSASB noted that the provisions in other IPSAS regarding
materiality would allow entities to use information about payments made after the reporting date
where the effect of doing so was not materially different from using estimates made at the reporting
date.

lllustrative Examples

These examples accompany, but are not part of, IPSAS 42

General Approach: Recognition and Measurement

Example 9
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In this example, it is assumed that there is no difference between the estimates Government | has
complete-information-at-the-date-it paysretirement-pensions used in recognizing the liability and
the actual amount of pensions paid. Consequently, the difference between the amount paid in
January 20X8 (CU3,024,997) and the liability recognized as at December 31, 20X7 (CU2,990,656)
represents the pro-rated retirement pensions paid to those who reached retirement age during
January 20X8 (CU34,341).

On January-31-20X9 December 31, 20X8, Government | pays recognizes a liability for retirement
pensions payable to those who satisfied the eligibility criteria at that date. Government | estimates
that, on January 31, 20X9, it will pay retirement pensions totaling CU3,053,576. There are three
elements to this payment estimate as follows:

Cu

Full pensions paid to those pensioners eligible at December 31, 20X8 and remaining 2,979,600
eligible at January 31, 20X9

Pro-rated pensions paid to those pensioners eligible at December 31, 20X8 who died 36,420
during January 20X9

Pro-rated pensions paid to those who reached retirement age during January 20X9 37,556
Total 3,053,576

Consequently, Government | recognizes a liability of CU3,016,020. This includes the full pensions
that will be paid to those pensioners eligible at December 31, 20X8 and who are estimated to
remaining eligible at January 31, 20X9 (CU2,979,600) and the pro-rated pensions that will be paid
to those pensioners eligible at December 31 who died are estimated to die during January 20X9
(CU36,420). The liability does not include the pro-rated pensions that will be paid to those who
reach are estimated to reached retirement age during January 20X9 because they had not satisfied
the eligibility criteria as at December 31, 20X8.

During 20X8, the total amount recognized as an expense is CU36,485,544. The breakdown of this
amount is as follows:
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Cu

Pro-rated pensions paid to those who reached retirement age during January 20X8 34,341
(recognized in January 20X8)

Pensions paid between February 20X8 and December 20X8 and recognized in the 33,435,183
financial year January 1, 20X8 to December 31, 20X8

Full pensions paid to those pensioners eligible at December 31, 20X8 and estimated 2,979,600
to remaining eligible at January 31, 20X9 (recognized in December 20X8)

Pro-rated pensions paid to those pensioners eligible at December 31, 20X8 who are 36,420
estimated to died during January 20X9 (recognized in December 20X8)

Total 36,485,544

Example 10

IE46.

IE47.

In this example, it is assumed that there is no difference between the estimates State Government J
used in recognizing the liability and the actual amount of has-complete-information-at-the-date-it
pays unemployment benefits paid. Consequently, the difference between the amount paid on
July 15, 20X1 (CU129,745) and the liability recognized as at June 30 20X1 (CU125,067) represents
the pro-rated unemployment benefit paid to those who became eligible for unemployment benefits
between July 1, 20X1 and July 15, 20X1 (CU4,678).

On July-15;,20X2 June 30, 20X2, State Government J pays recognizes a liability for unemployment
benefits payable to those who satisfied the eligibility criteria at that date. State Government J
estimates that, on July 15, 20X2, it will pay unemployment benefits totaling CU132,952. There are
four elements to this payment estimate as follows:

Cu

Unemployment benefits to be paid to unemployed persons eligible at June 15, 20X2and 113,120
estimated to remaining eligible at July 15, 20X2

Pro-rated unemployment benefits to be paid to those unemployed persons eligible at 9,975
June 15, 20X2 whose eligibility had was estimated to come to an end by July 15, 20X2

Pro-rated unemployment benefits to be paid to those unemployed persons who became 5,045
eligible between June 15, 20X2 and June 30, 20X2

Pro-rated unemployment benefits to be paid to those unemployed persons who were 4,812
estimated to become became eligible between July 1, 20X2 and July 15, 20X2

Total 132,952

134

186



EXPOSURE DRAFT 77, MEASUREMENT

APPENDIX E

[Deleted]
IE49. Consequently, State Government J recognizes a liability of CU128,140. This includes:

(@) The unemployment benefits that will be paid to those unemployed persons eligible at June
15, 20X2 and who are estimated to remaining eligible at July 15, 20X2 (CU113,120);

(b)  The pro-rated unemployment benefits that will be paid to those unemployed persons eligible
at June 15, 20X2 whose eligibility is estimated to had come to an end by July 15, 20X2
(CU9,975); and

(c) The pro-rated unemployment benefits that will be paid to those unemployed persons who
became eligible between June 15, 20X2 and June 30, 20X2 (CU5,045).

IE50. The liability does not include the pro-rated unemployment benefits that will be paid to those who
are estimated to become beecame eligible between July 1, 20X2 and July 15, 20X2 because they
had not satisfied the eligibility criteria as at June 30, 20X2.

IE51. During the financial year July 1, 20X1-June 30, 20X2, the total amount recognized as an expense
is CU1,714,949. The breakdown of this amount is as follows:

Cu

Pro-rated unemployment benefits paid in July 20X1 to those who became eligible 4,678
between July 1, 20X1 and July 15, 20X1 (recognized in July 20X1)
Unemployment benefits paid in between August 20X1 and June 20X2 and 1,582,131
recognized in the financial year July 1, 20X1-June 30, 20X2
Unemployment benefits estimated to be paid in July 20X2 to unemployed 128,140
persons eligible at June 15, 20X2, both those estimated to remaining eligible and
those whose eligibility had is estimated to come to an end by July 15, 20X2; and
those unemployed persons who became eligible between June 15, 20X2 and
June 30, 20X2 (recognized in June 20X2)

1,714,949
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for Conclusions

This Basis for Conclusions accompanies, but is not part of, [draft] IPSAS [X] (ED 77).

Introduction

The Purpose of Measurement in Public Sector Financial Statements

BC1.

Service

BC2.

BC3.

BCA4.

BCS.

The purpose of measurement in public sector financial statements is to provide information about
assets and liabilities and related revenues and expenditures that users need for accountability and
decision-making. Measurement that fairly reflects the cost of services, operational capacity and
financial capacity of a public sector entity supports users’ assessments of such matters as:

(&) Whether the entity provided its services to constituents in an efficient and effective manner;

(b) The resources currently available for future expenditures, and to what extent there are
restrictions or conditions attached to their use;

(c) To what extent the burden on future-year taxpayers of paying for current services has
changed; and

(d)  Whether the entity’s ability to provide services has improved or deteriorated compared with
the previous year.

Delivery Objective and Public Sector Assets and Liabilities

Public sector measurement should take into account both the primary objective of most public
entities and the type of assets and liabilities that such entities hold. The primary objective of most
public sector entities is to deliver services to the public, rather than to make profits and generate a
return on equity to investors. The type of assets and liabilities that a public sector entity holds is
likely to reflect this objective. For example, in the public sector the primary reason for holding
property, plant, and equipment and other assets is for their service potential rather than their ability
to generate cash flows. Because of the types of services provided, a significant proportion of assets
used by public sector entities is specialized—for example, roads and military assets. There may be
a limited market for specialized assets and, even then, they may need considerable adaptation in
order to be used by other operators. These factors have implications for the measurement of such
assets.

Another common feature of public sector assets is that they are held to achieve policy objectives,
such as service delivery, which need to be taken into account when measurement aims to derive
a value that reflects existing use.

Governments and other public sector entities may hold items that contribute to the historical and
cultural character of a nation or region—for example, art treasures, historical buildings, and other
artifacts. They may also be responsible for national parks and other areas of natural significance
with native flora and fauna. Such items and areas are not generally held for sale, even if markets
exist. Rather, governments and public sector entities have a responsibility to preserve and maintain
them for current and future generations.

Governments and other public sector entities incur liabilities related to their service delivery
objectives. Many liabilities arise from non-exchange transactions and include those related to
programs that operate to deliver social benefits. Liabilities may also arise from governments’ role
as a lender of last resort and from any obligations to transfer resources to those affected by
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disasters. In addition many governments have obligations that arise from monetary activities such
as currency in circulation.

Measurement of Assets and Liabilities for Financial Reporting by Public Sector Entities

BC6.

BC7.

BCS.

BC9.

Chapter 7 of The Conceptual Framework for General Purpose Financial Reporting by Public Sector
Entities (the Conceptual Framework) addresses measurement of assets and liabilities in the
financial statements. In developing Chapter 7 the IPSASB took into account the special
characteristics of the public sector, the needs of users, public sector entities’ objectives, different
types of assets and liabilities, and the importance of service potential.

Where an asset is held primarily for its service potential, rather than its ability to generate future
economic benefits, its measurement should provide information on the value of the asset’s service
potential to the entity. This was an important consideration for the IPSASB, as it developed
concepts for public sector measurement and identified appropriate measurement bases for use in
the public sector.

The objective of measurement and the measurement bases in Chapter 7 of the Conceptual
Framework address public sector financial reporting needs. They differ from objectives and
measurement bases developed for private sector entities that operate to make a profit and value
assets and liabilities in terms of their ability to generate future economic benefits, which focuses on
future cash flows.

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

Relationship Between ED, Measurement and Other IPSAS

BC10.

BC11.

During development of this ED the IPSASB considered including all requirements with respect to
measurement of assets and liabilities in one Standard, in order to provide a comprehensive “one
stop shop”. However, the IPSASB concluded that other IPSAS should address impairment,
depreciation, amortization, and any specific measurement requirements relating to the assets or
liabilities covered by the IPSAS, for example the measurement of intangible assets or of employee
benefit liabilities. [Draft] IPSAS [X], ED 77, Measurement, should provide the definitions and generic
application guidance for the measurement bases identified in the Conceptual Framework. The aim
is to support consistent application of measurement bases referred to in other IPSAS.

The IPSASB decided to develop application guidance for the following four measurement bases:
historical cost, current operational value, fair value, and, cost of fulfillment because the greater
need for application guidance relates to these four measurement bases.

Objective (paragraph 1)

BC12.

ED 77’s objective explains that it focuses on the definition of appropriate measurement bases and
their derivation. It does not establish requirements for which measurement bases should be used
in IPSAS. The ED’s objective refers to the objective of measurement in the Conceptual Framework
because this underpins its approach to measurement bases and their selection.

Structure of Measurement Standard

BC13.

One objective of the measurement project is to provide detailed guidance on the implementation of
commonly used measurement bases, and the circumstances under which these measurement

bases will be used.
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In order to satisfy this objective, the IPSASB agreed core text should define key terms and provide
generic principles for measurement bases and techniques while the application guidance would
expand on principles for measurement bases and outline how measurement techniques are applied
when estimating the value of an asset or liability measured by a specific measurement basis.

The IPSASB concluded this structure is appropriate because:

(&) Core text stands alone. Including principle level guidance for measurement bases and
measurement techniques in the core text allows it to be read and applied independently of
the application guidance.

(b)  Minimal duplication. The most significant challenge to overcome in structuring the material
was to reduce the duplication of measurement technique guidance between the core text
and the application guidance, and within the application guidance. This was a challenge
because some measurement techniques can be applied to more than one measurement
basis. The structure of the [draft] Standard allows for key measurement techniques and
principles to be included once in the core text, and application of those principles to each
measurement basis to be included in the appropriate application guidance.

Scope and definitions (paragraphs 2—6)

BC16.

ED 77’s scope conveys that the [draft] Standard’s definitions of measurement bases and related
application guidance apply when another IPSAS requires measurement using one of the defined
measurement bases. As part of its scoping decision, the IPSASB considered whether the ED
should include guidance on the measurement of assets held for sale, as envisioned in ED 79, Non-
Current Assets Held for Sale and Discontinued Operations. The IPSASB noted that the issues
relating to the measurement of assets held for sale are similar to those relating to the measurement
of impaired assets, which is outside the scope of the project. Therefore, it was decided that the
measurement of assets held for sale should also be excluded.

Initial Measurement (paragraphs 7-16)

BC17.

BC18.

BC19.

The IPSASB discussed the applicability of the measurement hierarchy to initial and subsequent
measurement and concluded that it is applicable to measurement in the financial statements (i.e.,
subsequent measurement).

Unless otherwise required or permitted by another IPSAS, on the transaction date, an asset or
liability is measured at its transaction price or, when the transaction price does not faithfully present
relevant information of the entity in a manner that is useful in holding the entity to account, and for
decision-making purposes, at a deemed cost. This approach is applied regardless of whether the
current value model or historical cost model is applied when measuring assets and labilities in the
financial statements. For this reason, the IPSASB concluded that initial recognition in the financial
statements is based on a measurement after the transaction date and thus the hierarchy applies to
subsequent measurement.

A transaction price is applied, where appropriate, because transactions occurring in orderly markets
are negotiated between parties at arm’s length and are presumed to faithfully present the
economics of the transaction. The transaction price is therefore useful for decision-making
purposes and to the users of the financial information to hold decision makers to account. Where
transaction price is not appropriate, a deemed cost is calculated using a current value
measurement technique to approximate the value of the asset or liability on the transaction date.
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After measurement on the transaction date the entity makes an accounting policy choice, where
permitted, to apply a historical cost or current value measurement model to reflect the
measurement objective of the item being measured. The accounting policy choice impacts the
measurement when the item is first, and subsequently, recognized in the financial statements.

Subsequent Measurement (paragraphs 17-53)

Use of the Historical Cost Model or Current Value Model

BC21.

BC22.

BC23.

BC24.

BC25.

BC26.

The IPSASB accepts that the existence of accounting policy options reduces comparability
between reporting entities. The IPSASB considered the options for measurement subsequent to
initial recognition in existing IPSAS with a view to eliminating or reducing those options.

The IPSASB noted that Chapter 7 of the Conceptual Framework sets out the measurement
objective (see paragraph BC8).

The Conceptual Framework goes on to state that it is not possible to identify a single measurement
basis that best meets the measurement objective and acknowledges both historical cost and
current value measurements.

The IPSASB concluded that:

(@ Where an accounting policy choice exists in an IPSAS to measure using the historical cost
model or current value model, it would be inconsistent with the Conceptual Framework to
eliminate existing accounting policy options for subsequent measurement; and that

(b)  Such a step would be outside the scope of this ED, which is to provide requirements and
guidance on the definitions and application of measurement bases (i.e., what is meant by
each measurement basis and how to derive measurement bases), rather than to specify
where they should be used. The latter is a decision for individual standards.

The Basis for Conclusions of the Conceptual Framework notes that many respondents to the
Conceptual Framework Consultation Paper and ED on Measurement advocated the continued
widespread use of historical cost, mostly in combination with other measurement bases. Supporters
of historical cost referenced the accountability objective of financial reporting, the verifiability of
historical cost and its suitability for budget reporting purposes where budgets are prepared on a
historical cost basis.

Conversely those who supported current values, linked this view to both decision making and
accountability, arguing that the cost of service provision should reflect the value of assets used in
service provision at the time they are consumed, rather than their transaction price.

Historical Cost (Appendix A)

Financial Instruments Measured at Historical Cost

Amortized Cost

BC27.

The amortized cost of a financial asset or financial liability reflects estimates of future cash flows
discounted at a rate that is not updated after initial recognition. For loans given or received, if
interest is receivable or payable regularly, the amortized cost of the loan typically approximates the
amount originally paid or received. Therefore, the amortized cost of a financial asset or liability is
considered to be a form of historical cost.
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Current Operational Value (Appendix B)

BC28.

BC29.

BC30.

BC31.

BC32.

Most responses to the April 2019 Measurement Consultation Paper agreed with the IPSASB’s
preliminary view that fair value is relevant and applicable in measuring some assets and liabilities
in the public sector. Constituents’ concerns with fair value related to the fact that when an item is
held for its operational capacity, as is often the case in the public sector, fair value is difficult and
inappropriate to apply because the following concepts generally are not applicable:

(@ Highest and best use; and
(b) Maximizing the use of market participant data.

While respondents agreed the fair value definition proposed is applicable in some circumstances,
they also noted the definition is unlikely to be appropriate as a current value measurement basis in
most cases. Respondents expressed the view that a public sector specific measurement is
required.

The IPSASB agreed with respondents’ views and developed a current value measurement basis
unique to the public sector. Given fair value is applied to items held for their financial capacity, this
basis was developed specifically for assets held for their operational capacity.

When assets are held for their operational capacity in the public sector, they are held to achieve a
service delivery objective. Holding an asset to meet a service delivery objective often results in an
asset being held in a capacity other than that of one that satisfies its highest and best financial use.
For example, an entity may have a service delivery objective to provide medical services to citizens
of a city center. While operating a building the entity owns as a hospital may not be in the best
financial interests of the entity, it does satisfy the service delivery objective.

The IPSASB agreed that, when an asset is held for its operational capacity, the most relevant
information to the users of financial information is the current value of the asset in its current use.
This provides users with useful information in the public sector.

(@) In the statement of financial position, it reflects the amount an entity would incur at the
measurement date to replace the capacity to achieve its present service delivery objective
using its current assets.

(b) In the statement of financial performance, the consumption of the asset, through
depreciation, reflects the amount the entity would incur during the period to provide the
service at the prevailing prices when an asset is measured. This differs from historical cost,
that reflects consumption of the asset in terms of the prices that prevailed when the asset
was acquired.

Current Operational Value — Service Delivery Objective

BC33.

BC34.

The term service delivery objective was used to define current operational value to emphasize the
development of the measurement basis related to the measurement of assets held for their
operational capacity. While assets used to achieve the entity’'s service delivery objective may
generate cash flows, that is not the service delivery objective.

For example, the federal government may have a service delivery objective to issue passports to
its citizens as a means of identification for international travel. Many federal governments generate
cash flows from this activity. However, the objective is to provide a service, while the cash flows
generated contribute to covering costs.
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Current Operational Value — Surplus Capacity

BC35.

BC36.

Respondents to the Measurement Consultation Paper identified highest and best use as a concept
that is not applicable when measuring certain assets held in the public sector. Where an entity
elects to forgo capacity, the IPSASB discussed whether this capacity should be included in the
measurement of current operational value. The IPSASB discussed several examples:

(@) An entity operates a building at 80% capacity. The surplus capacity is not expected to be
used during the building’s useful life, although there are no specific constraints (such as
security requirements) that prevent its use; and

(b)  Aschool was constructed with a capacity of 500 students. When the school was first opened,
enrollment was at capacity. In subsequent decades, demographic shifts have reduced
enrollment to 300 students. The expected enrollment for the remaining service life of the
asset is 300 students.

The IPSASB agreed surplus capacity should be included, except to the extent the asset is impaired
in accordance with IPSAS 21 and IPSAS 26, when measuring current operational value because
this presents the value of the current asset used to provide the service rather than the amount
required to achieve the entity’s present service delivery objectives in a hypothetical situation.

Current Operational Value — Restrictions

BC37.

BC38.

BC39.

BC40.

The IPSASB is of the view that not all restrictions of the types referred to in paragraph B13 would
reduce the entry price for an asset’s service potential compared with the price of an equivalent
unrestricted asset. Some of those restrictions legally limit an asset’'s operation to providing a
particular service (for example, providing free or subsidized health services) but the nature of the
asset effectively precludes alternative uses of the asset, in which cases the legal restriction has
little (if any) effect on the asset’s value. This would often occur with specialized assets.

In some cases, a restriction on the use of an asset or the prices that may be charged to users of
the asset’s services would reduce the net cash inflows the asset is expected to generate and/or
the asset’s selling price, compared with those amounts without the restriction. However, such
effects might not be accompanied by a reduction in the current entry price of the service potential
embodied in the asset considered when estimating the asset’s current operational value.

The only circumstance in which a restriction would reduce the current entry price of the service
potential embodied in the asset—and therefore reduce the asset’s estimated current operational
value—is where an equivalent restricted asset is obtainable in an orderly market. In such a
circumstance, the vendor of the replacement asset to the public sector entity could obtain only a
reduced amount from any prospective purchaser. Therefore, the public sector entity could replace
the service potential embodied in its restricted asset for a reduced price.

However, if an equivalent restricted asset were not obtainable in an orderly market to replace the
service potential of the restricted asset being measured, the public sector entity would have no
choice but to purchase an equivalent unrestricted asset (the price of which reflects its superior
cash-generating ability to other bidders for the asset) to replace the service potential embodied in
the asset. In this latter circumstance, the service potential of the asset held for its operational
capacity would be no greater to the public sector entity, but the current entry price of that service
potential would be greater (compared with the current entry price if an equivalent restricted asset
were obtainable in an orderly market).
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Where an equivalent restricted asset is obtainable in an orderly market, the market entry price of
an equivalent restricted asset would already reflect any effects that the restrictions have on the
current entry price of the service potential embodied in the asset. That is, the restrictions would be
taken into account in the measurement of the asset's current operational value, but would be
implicit in the market price of the equivalent restricted asset, and therefore no explicit adjustment
would be necessary. Where an equivalent restricted asset is obtainable in an orderly market, to be
used in the measurement of the restricted asset’s current operational value, it is necessary that the
price of the equivalent restricted asset is supported by observable market evidence. This criterion
is included to enable reliance to be placed on the value of that equivalent asset as an input to
faithful representation of the restricted asset’'s current operational value. Where the price of the
equivalent restricted asset is not supported by observable market evidence, the asset is measured
at the price of an equivalent unrestricted asset.

Current Operational Value — Alternative Sites

BC42.

BC43.

BC44.

The IPSASB noted that, in carrying out a valuation under the cost approach, the valuation
profession would consider the cost of a site suitable for the delivery of the service delivery
objectives from a modern equivalent asset. This might be a site of a similar size and in a similar
location to the actual site. Where the actual site would no longer be considered appropriate
because, for example, the service would be delivered more efficiently or effectively from another
location, a hypothetical site in an appropriate location would be used as the basis for the land
valuation, subject to discussion and agreement with the entity.

The IPSASB agreed that a valuation based on an alternative site would not achieve the objective
of a current operational value measurement because it would not provide a value of the existing
asset in its current use. All valuations should be based on delivering the entity’s service delivery
objectives from the current site.

The IPSASB noted that measuring land held for its operating capacity at its current location, total
capacity and actual size may result in a valuation that is similar to a market participant valuation,
or fair value.

Current Operational Value — Measurement Techniques

BC45.

BC46.

To support the application of current operational value, the IPSASB agreed each of the
measurement techniques (market approach, cost approach and income approach) reflects the
attributes of the measurement basis and can be applied in estimating the value of the asset when
measured at current operational value. No hierarchy was developed to select the measurement
technique. The IPSASB agreed the selection of the measurement technique that approximates the
value of the asset under current operational value should be based on professional judgment. In
most cases the IPSASB believes the selection should be straightforward as the measurement
technique is generally selected based on the data available to the entity measuring the asset.

For example, an active market for an identical asset may exist for certain types of assets. In these
circumstances applying the market approach is likely to be a straightforward valuation. As the asset
becomes more specialized, the existence of an active market likely decreases. In these
circumstances the cost approach or income approach are relevant. However, given public sector
assets often generate little to no cash flows, and generally cash flows are insufficient to cover
operating expenses, the IPSASB expected the application of the income approach when estimating
the value of an asset under the current operational value basis to be rare and would most likely be
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applied in conjunction with another measurement technique in estimating the present value of an
amount that is unavailable at the measurement date.

Fair Value (Appendix C)

BC47.

BCA48.

BC49.

BC50.

BC51.

This ED has application guidance for the fair value measurement basis. During development of this
ED the IPSASB considered whether the fair value measurement basis was relevant to measuring
assets and liabilities held by public sector entities. The IPSASB concluded that: there are assets
and liabilities held by public sector entities, which should be measured at fair value; and, the term
“fair value” should have the same meaning as that established by IFRS 13, Fair Value
Measurement.

In reaching these two conclusions the IPSASB noted that there were references to fair value
throughout IPSAS. However, the definition of fair value in the initial suite of IPSAS was derived
from a pre-IFRS 13 definition. IFRS 13 defines fair value as an exit value, as follows:

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date.

The IPSASB’s 2014 Conceptual Framework did not include fair value in its list of measurement
bases, because the IPSASB considered that the IFRS 13 meaning of fair value would not be
appropriate for many public sector assets and liabilities, because it is an exit value. However, during
development of this [draft] Standard the IPSASB’s work on financial instruments has demonstrated
that an exit-based definition of fair value is relevant for many financial instruments and more
generally assets held for financial rather than operational capacity.

The IPSASB decided, with support from members of its Consultative Advisory Group (CAG), that
if the term “fair value” continues to be used in IPSAS, the same meaning as that in IFRS 13 should
apply. This avoids confusion and supports good quality measurement, when using this
measurement basis.

In June 2018 the IPSASB approved IPSAS 41, Financial Instruments, which is an IFRS-aligned
IPSAS. IPSAS 41 identifies fair value as a measurement basis applicable to financial instruments.
The IPSASB had already decided, in September 2017, that the Measurement project should allow
for measurement at fair value, with the issue being one of how to integrate the IFRS 13 definition
of fair value into IPSAS. The IPSASB decided that [draft] IPSAS [X], Measurement, should include
the majority of IFRS 13 text to ensure that its definition of fair value would be consistent with that
in IFRS 13, and adequately support IPSAS 41's requirements with respect to measurement of
financial instruments at fair value. On that basis the ED’s appendix with fair value application
guidance has reproduced the majority of IFRS 13 text and aims to ensure that the ED’s definition
of fair value is the same as that established in IFRS 13.

Use of Fair Value throughout IPSAS

BC52.

A review of existing IPSAS was performed to determine whether the updated fair value was
applicable in IPSAS where legacy fair value definition was applied. The IPSASB considered the
components of the IFRS 13 definition of fair value to identify the key indicator or indicators of the
appropriateness of fair value. The IPSASB concluded that exit vs. entry distinction is not useful in
selecting measurement bases (see BC7.16-BC7.19 of the IPSASB Conceptual Framework). The
IPSASB noted that some jurisdictions considered specialized vs. non-specialized distinction to be
useful in considering whether fair value is an appropriate measurement basis. The IPSASB
concluded that while the specialization of an asset is a useful distinction, it is not a clear determinant
143

195



EXPOSURE DRAFT 77, MEASUREMENT

when assessing the appropriateness of fair value. Rather, the IPSASB agreed that an entity’s intent
to hold the asset or liability for either financial or operational capacity is the clearest indicator. The
IPSASB concluded that fair value is an appropriate measurement basis when the asset is held or
the liability incurred primarily for its financial capacity.

BC53. The IPSASB also cautioned against a “blanket approach” of fair value appropriateness by
Standard, as there may be instances where the use of fair value appropriateness may differ by
reporting entity in a consolidation, or where a cash-generating or non-cash-generating asset may
have hybrid measurement objectives. It is important to consider transaction-specific and entity-
specific considerations within each IPSAS when selecting measurement bases.

BC54. In cases where assets held for operational capacity and assets held for financial capacity are within
the scope of the same IPSAS, an entity should exercise professional judgment, consider entity-
and transaction-specific factors, and apply accounting principles in existing IPSAS. The primary
measurement objective, and in turn the measurement basis, is determined for each individual asset
or class of assets (i.e. assets with similar nature and use to an entity’s operations within the same
IPSAS). The IPSASB concluded that accounting principles to guide an entity to group assets of
similar nature and determine the intended primary objective are sufficiently illustrated in existing
IPSAS guidance.

BC55. The IPSASB concluded that the need for consequential amendments will be decided on a case by
case basis in accordance with [draft] IPSAS [X], Measurement.

BC56. As noted in BC10, guidance in [draft] IPSAS [X], Measurement, is generic in nature. As such
specific measurement guidance in IFRS 13 has been located in the applicable IPSAS. For example:

(a) IFRS 13 paragraphs 34-56 and 70-71 are specific to measuring financial instruments and
have been added to IPSAS 41, Financial Instruments.

Use of Value in Use Application Guidance

BC57. One of the project objectives was to provide more detailed guidance on the implementation of
commonly used measurement bases and the circumstances under which these measurement
bases will be used. In considering whether this [draft] Standard should include measurement
guidance related to value in use, the IPSASB concluded value in use:

@) Is not commonly used — value in use is limited to impairment evaluations in IPSAS 21,
Impairment of Non-Cash-Generating Assets, and IPSAS 26, Impairment of Cash-
Generating Assets; and

(b) Is well understood both in application and when it should be applied — IPSAS 21 and IPSAS
26 include extensive measurement guidance when applying a value in use measurement.

BC58. The IPSASB agreed including value in use guidance in this [draft] Standard is unnecessary. This
decision was supported by responses to the IPSASB Measurement Consultation Paper.

Application of Measurement Techniques

BC59. Since measurement techniques consider the attributes of measurement bases, some techniques
can be applied to multiple bases. As such, the IPSASB decided to place generic measurement
technique guidance in the core text to reflect the generic nature of the measurement technique and
enable them to be applicable across multiple measurement bases.
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BC60. The IPSASB considered how a measurement technique can be used to estimate a value of an
asset or liability under a measurement basis when it uses data available to estimate and reflect the
attributes of that basis. Based on this analysis, the IPSASB concluded:

(@8 Market approach can be used to estimate the fair value and current operational value
measurement bases;

(b) Income approach can be used to estimate the current operational value, fair value and cost
of fulfilment measurement bases; and

(c) Cost approach can be used to estimate the fair value and current operational value
measurement bases.

The IPSASB noted that judgment is required to select and apply the most appropriate technique to
estimate a value of an asset or liability under a particular measurement basis for each transaction,
that best meets the objective of that basis.

Depreciation and Amortization

BC61. Depreciation is a charge for the consumption of an asset over its useful life. ED 77 does not address
depreciation. Requirements and guidance on depreciation are provided at standards-level. For
example, IPSAS 17, Property, Plant and Equipment, addresses:

(8 The unit of account for depreciation;

(b)  The recognition of depreciation;

(c) The point at which depreciation of an asset begins;

(d)  The relationship between economic and useful lives;

(e) The circumstances under which land may be depreciated;

® Depreciation methods; and

(@) The relationship between the revenue generated by an asset and depreciation.

BC62. Amortization is the term applied to the consumption of an intangible asset that does not have a
physical substance. As for depreciation, requirements and guidance are provided at standards-
level, and ED 77 does not address amortization. IPSAS 31, Intangible Assets, distinguishes
intangible assets with definite and indefinite useful lives, and for the former provides requirements
and guidance on amortization periods and methods and their review and residual value.

BC63. The selection of an accounting policy for measurement subsequent to initial recognition may have
an impact on whether an asset is depreciated or amortized. This is determined at standards level.
For example, IPSAS 17 requires that assets on the revaluation model with useful lives are
depreciated. IPSAS 16, Investment Property, does not require depreciation of an investment
property that is measured in accordance with the current value model subsequent to initial
recognition. IPSAS 31 does not permit amortization of an asset that is classified as held for sale.

Disclosures

BC64. The scope of the measurement project included the development of enhanced measurement
disclosures that would apply across the IPSAS. In developing disclosures, the IPSASB agreed no
additional disclosures were required for assets and liabilities measured using the historical cost
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model. As no-remeasurement occurs, there is no additional information to disclosure as part of
subsequent measurement.

For assets and liabilities measured using the current value model, the IPSASB agreed additional
disclosures were required. With recurring remeasurements, new information is available an at each
measurement date. Disclosures providing information on the valuation techniques, inputs and
assumptions applied when measuring assets and liabilities using the current value model provide
useful decision making information.

The IPSASB developed disclosures that are to be applied consistently across the IPSAS which
require assets or liabilities be measured using a measurement basis available in the current value
model. These disclosure were inserted in the relevant IPSAS to clearly indicate which IPSAS the
disclosure are to be applied.

Transition

BC67.

BC68.

BC69.

The IPSASB concluded that although [draft] IPSAS [X], ED 77 is a major new standard that
incorporates the IFRS 13, Fair Value concept into IPSASB literature, much of the [draft] Standard
is a codification of existing measurement guidance currently spread across many individual IPSAS.
[Draft] IPSAS [X], ED 77 brings together generic measurement guidance, while transaction-specific
guidance remains in those individual IPSAS.

Consequently, the IPSASB decided that [draft] IPSAS [X], ED 77 should be effective for annual
periods beginning on or after [Month Day, Year]. Because [draft] IPSAS [X], ED 77 applies when
other IPSAS require or permit application of the measurement bases (and does not introduce any
significantly new measurement principles), the IPSASB believes that the extended transition period
for [draft] IPSAS [X], ED 77 provides enough time for entities, their auditors and users of financial
statements to prepare for implementation of its requirements.

The IPSASB proposed prospective application because a change between current value measures
would be inseparable from a change in the current value measurements (i.e., as new events occur
or as new information is obtained, e.g., through better insight or improved judgment). Therefore,
the IPSASB concluded that [draft] IPSAS [X], ED 77 should be applied prospectively (in the same
way as a change in accounting estimate).
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Alternative View
Alternative View of Mr. Todd Beardsworth and Mr. Mike Blake

AV1.

AV2.

AV3.

AVv4,

Mr Beardsworth and Mr Blake disagree with the definition of current operational value and aspects
of the related requirements proposed in ED 77.

Definition proposed in ED 77

Current Operational Value is the value of an asset used to achieve the entity’s service delivery
objectives at the measurement date.

Their main areas of disagreement with the proposals are as follows:

. The income approach is not appropriate as a measurement technique for current
operational value;

. The lack of clarity in the proposed definition of current operational value risks not achieving
the qualitative characteristics of financial reporting;

. The proposed definition of current operational value could permit either entry or exit values;
and

. The lack of clarity about the accounting for surplus capacity.

Mr Beardsworth has also expressed an alternative view on the proposed definition of current
operational value in ED 76 Conceptual Framework — Limited Scope Update on the grounds that
the proposed definition:

. Is unclear;
. Risks not achieving the qualitative characteristics of financial reporting; and
. Should focus on the cost of replacing an asset used for its service potential.

Mr Beardsworth and Mr Blake therefore consider there should be a different definition of current
operational value (as shown below) to that proposed in ED 77.

Definition proposed in this Alternative View

Current Operational Value is the cost to replace the service potential embodied in an asset at the
measurement date.

The income approach is not appropriate for current operational value

AVS.,

AVG6.

ED 77 identifies the measurement techniques to be used when applying the measurement bases.
ED 77 paragraph B24 states that the market, cost and income approaches may be used to
measure the current operational value of an asset. Mr Beardsworth and Mr Blake disagree with
permitting the use of the income approach for measuring current operational value. Public sector
entities often hold and use assets for their service potential, even though the cash flows (or revenue
and expense flows) to be generated from that asset are less than the cost of the asset or the fair
value of the asset. Allowing an entity to use the income approach for assets held for operational
purposes runs the risk that assets will be measured at inappropriately low amounts, making it
difficult for users to identify the remaining service potential of such assets. They consider that
replacement cost measures would more appropriately reflect the service potential embodied in
assets and the current cost of providing services using those assets.

ED 77 outlines the measurement techniques that may be used when determining current
operational value. It requires an entity to maximise the use of observable inputs and minimise the
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use of unobservable inputs. Mr Beardsworth and Mr Blake note that, although more observable
inputs might sometimes be available for the income approach than for the other techniques, as
mentioned in the previous paragraph it might result in an amount not reflecting the remaining
service potential embodied in the asset.

They also note the view that the current value of operational assets should not exceed the amount
that the entity can afford to pay to replace such assets. In this respect, some entities may have
funding limited to particular sources or restricted revenue amounts and under that view it would not
be appropriate to apply the market approach or the cost approach where doing so assumes future
outlays greater than the amounts the entities could afford to spend, having regard to their funding
constraints. Under that view, it is contended that using the income approach would more
appropriately represent the assets’ service potential because that service potential is capped by
the finite sources of net cash inflows to finance the assets’ replacement.

Mr Beardsworth and Mr Blake do not consider this to be a valid reason to apply the income
approach to estimate the current operational value of assets. Using the income approach to reflect
funding constraints upon the entity (i.e. the ability to finance replacements) would conflate the value
of the asset’s service potential with the entity’s sources of funding. The more appropriate place to
reflect funding constraints is the statement of financial performance, in which depreciation of assets
based on current entry price would be compared with revenues that, in the circumstances of the
entities described above, are likely to only partially recover the cost of services provided.

Mr Beardsworth and Mr Blake consider that the logical extension of capping the measurement of
the service potential embodied in assets to the amount of net cash inflows available to support their
replacement would be measuring the current value of all assets held for their operational capacity
by reference to the net cash inflows they are expected to generate. However, they note that this
would be a radical departure from the IPSASB’s current approach to identifying and recognising
impairments of non-cash-generating assets.

In addition, they observe that measuring an asset’s service potential using current entry prices
reflects an assumed hypothetical asset replacement, the validity of which does not depend on
whether the asset will actually be replaced. For example, a public sector entity might scrap an asset
without replacing it at the end of its useful life. Regardless of whether an asset is ultimately
replaced, throughout its useful life its current entry price represents the cost currently avoided (in
pursuing the entity’s service delivery objectives) as a result of controlling the asset.

As noted above, they consider that the definition of current operational value should focus on the
cost to replace the service potential embodied in the asset. The income approach is generally
inconsistent with this concept. In their view, applying the income approach results in an amount
that reflects the cash flows (or revenue and expenses) expected to be generated by the asset. In
many cases, such an amount would not represent the cost of replacing the service potential
embodied in an asset, particularly if (due to restrictions affecting the entity or the entity’s own policy)
the entity does not charge for the services provided by using the assets, or if the charges for these
outputs are below-market charges, and the entity bases the asset’s measurement on the entity’s
expected cash flows.

They are aware of the view that, to measure the current operational value of an asset, the income
approach could be applied by measuring the present value of amounts that the entity could receive
if it were to charge market prices for an asset’s outputs. However, they also disagree with applying
that version of the income approach to measure the current operational value of an asset because
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the amount calculated could still differ from the amount that suppliers of the asset would charge
the entity to replace it (which would reflect the highest and best use of the asset to other market
participants in the entry market for the asset, which might be unrelated to the market prices for the
entity’s outputs).

Lack of clarity risks not achieving the qualitative characteristics

AV13.

Mr Beardsworth and Mr Blake consider that the lack of clarity in the definition of current operational
value could lead to its inconsistent application. This could result in entities in similar circumstances
determining different amounts for similar assets, which would adversely affect the comparability of
current operational values across entities. The lack of clarity could also lead to the definition being
applied in ways that were not intended. This could adversely affect the relevance and faithful
representation of reported amounts.

Current operational value as defined could include entry and exit values

AV14.

AV15.

Paragraph 25 of ED 77 states that current operational value is an entry value. This is an entity-
specific entry price at the measurement date under current market conditions. However, ED 77
permits current operational value to be determined using the income approach, which is an exit
value, based on the description of exit values in paragraph 7.8 of the IPSASB Conceptual
Framework (and paragraph 7.19 of the updated Conceptual Framework proposed in ED 76). Mr
Beardsworth and Mr Blake consider that the resulting measurement would still be an exit price if
an entity applying the discounted cash flow method under the income approach used entity-specific
assumptions for cash flows and the discount rate.

They consider that a measurement basis should have a clear focus and be able to be described as
generating either entry values or exit values. This would not preclude more than one technique
being used when applying a particular measurement basis, but it would require the objective of the
measurement basis to be clear. However, the potential use of both entry and exit values for the
proposed measurement basis would be confusing for constituents. It would make it harder for them
to identify the objective of the measurement and to identify which technique is most appropriate.
This could lead to a lack of comparability.

Lack of clarity about accounting for surplus capacity

AV16.

AV17.

Paragraph B12 of ED 77 states that “current operational value assumes the asset is used to its full
capacity, subject to any obsolescence” [emphasis added]. However, ED 77's discussion of
deductions made for obsolescence (in paragraph B33) does not explain how surplus capacity
affects those deductions. Mr Beardsworth and Mr Blake consider that this lack of clarity could lead
to current operational value being overstated or understated, depending upon how an entity
interprets the proposed requirements.

Furthermore, they consider it is important to clarify that, when an asset includes surplus capacity
that is severable from the asset (e.g. surplus land that could be sold or leased separately) the unit
of account for measurement should be bifurcated — with the severable part of the asset that is
surplus to operating requirements classified and measured as an asset held for its financial
capacity.
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Implementation Guidance

This guidance accompanies, but is not part of, [draft] ED (X), Measurement.
Section A: Attributes of Measurement Bases

A.1 What are the attributes of each measurement basis

What are the attributes of each measurement basis?

Fair Value Current Cost of Fulfillment Historical

Operational Value Cost
Asset X X X
Valuation

Liability X X X
Valuation
Exit Value X X
Entry Value X

Entity Specific X X X
Market Inputs X X

Market X
Participant
Non- X
Performance
Risk

Risk Premium X
Current X X X
Market
Conditions
Principal or X
most
advantageous
market
Highest and X
Best Use
Least costly X X
manner

Section B: Selection of Measurement Bases
B1l. How does an entity determine the intended primary measurement objective of an asset?

Where an asset is used for both cash-generating and non-cash-generating purposes, an entity shall
determine the primary objective of holding the asset in order to select the appropriate measurement
basis. An entity should apply professional judgment and consider the principles outlined in IPSAS 21
(paragraphs 16-21) to determine the asset’s intended primary objective. Where an entity is unable to
do so using those principles, an entity shall presume that the asset is non-cash-generating given the
overall objective of the public sector.

Section C: Use of Experts

C1. Who should carry out a valuation of assets or liabilities?
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Responsibility for obtaining a valuation of asset(s) or liability(ies) for financial accounting and
reporting purposes rests with the preparer of the relevant financial statements. However, the
valuation should be carried out by an individual (or organization) with the relevant expertise to provide
a valuation that faithfully represents the values of the asset(s) or liability(ies) in the financial
statements in accordance with IPSAS 1, paragraph 27.

The nature of the asset(s) or liability(ies) will guide the preparer of the financial statements in
determining what field of expertise is required. For example: the measurement of liabilities arising
under a pension scheme will require the input of an actuary; the measurement of medical plant and
equipment assets will involve discussions with clinicians and procurement experts; those responsible
for the management of vehicle fleets will need to be involved with the valuation of those fleets; the
measurement of any legal claims against the entity (liabilities) will involve discussions with the entity’s
legal advisors; the valuation of infrastructure assets will involve engineers and surveyors; and the
valuation of land and buildings will need to be carried out by appropriately qualified surveyors.

C2. What type of information will the valuation specialist require in order to carry out a
valuation?

The entity and the valuation specialist will need to discuss and agree the nature and scope of the
valuation assignment prior to the assignment being undertaken. The information that the valuation
specialist will require depends in part on the nature of the asset(s) or liability(ies) to be valued.

The information that the entity will need to give to the valuation specialist in order that the specialist
can carry out a valuation will generally include some or all of the following.

(8) The purpose of the valuation. An entity might require a valuation of its assets or liabilities for a
variety of reasons, and the purpose might determine the basis of valuation that the expert will
adopt. The purpose of the valuation in applying this [draft] Standard is for inclusion in the
entity’s financial statements. The entity should inform the valuation specialist that the financial
statements will be prepared in accordance with IPSAS; a copy of the relevant IPSAS (or the
relevant extract) might usefully be supplied to and discussed with the valuation specialist. Any
discussion between the entity and the valuation specialist should clarify what valuation work
will be carried out and any specific disclosures required to accompany the valuation in order to
ensure that the precise accounting needs are addressed.

(b) The asset(s) or liability(ies) being valued. The entity and the valuation specialist need to agree
what asset(s) or liability(ies) are to be valued for inclusion in the financial statements. The
valuation specialist will need:

()  To understand the entity’s legal interest in each asset or liability, and whether the whole
or only part of the legal interest will be valued;

(i)  Where the entity is a tenant of real estate, information about any improvements made by
the entity and whether these improvements would to be disregarded on renewals, or
review of the lease, and whether the entity will need to reinstate the real estate to its
original condition at the end of the tenancy;

(i)  Tounderstand the degree of control an entity has over real estate or other property5 that
is owned by more than one entity and how any rights held by the other owning entities
might restrict the ability of an entity to sell its interest in the real estate or other property;

5 Other property is/are asset(s) or liability(ies) other than real estate as defined above.
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(iv) To ensure that, in the context of a portfolio of real estate, any grouping of those assets
is appropriate;

(v) Information about the purpose of holding the asset or liability — for financial capacity or
operational capacity — as the purpose may influence the valuation specialist in the
selection of a valuation method (a measurement basis or technique).

Assumptions and any special assumptions. International or national standards applicable to
the type of valuation may differentiate between assumptions that are consistent, or could be
consistent, with the known facts at the date of the valuation, and special assumptions where
the assumptions used in the valuation differ from the known facts. When applicable, the entity
and the valuation specialist will need to agree what assumptions should be used in the
valuation, taking into account the attributes of the measurement basis; any assumptions should
be included in the valuation report.

The valuation date. The entity will need to inform the valuation specialist of the specific
valuation date required.

The reporting currency. The entity must inform the valuation specialist of the currency in which
the valuation of the asset or liability will be expressed in the financial statements. This is
particularly important where the asset(s) or liability(ies) being valued are spread across more
than one jurisdiction or where cash flows associated with the asset(s) or liability(ies) are
expressed in more than one currency. A typical example is the operation of overseas diplomatic
activities.

Limitations on the work of the valuation specialist. A valuation specialist will follow the
appropriate international or national standards applicable to the type of valuation being
undertaken. The methodology used by the valuation specialist might include any of the
following:

0] Physical inspections of the asset(s) or liability(ies) (particularly if the valuation specialist
is undertaking a valuation of the specific asset(s) or liability(ies) for the first time).

(i)  Enquiries (both internal and external to the entity).

(i)  Analysis of the information provided by the entity or through enquiries, or from the results
of any physical inspections.

The entity must inform the valuation specialist of any limitations or restrictions that will be
imposed on the valuation assignment because these may affect the results of the valuation
and will need to be recorded in the valuation report.

What valuation bases does the valuation specialist use?

Valuation specialists will use international or national standards appropriate for the valuation
assignment. In general terms, the valuation specialist will use a market approach, income approach,
or cost approach to valuation depending on the nature of the asset (or liability), the purpose, intended
use and context of the particular assignment, and any jurisdictional statutory or other mandatory
requirements.

What sort of assumptions would it be reasonable for an entity to require the valuation
specialist to make when carrying out a valuation of real estate?
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The nature of any assumptions and special assumptions may be influenced by one or more of the
factors listed below; these and any other factors should be discussed with the valuation specialist
when the scope of the valuation assignment is being determined.

(@)

(b)

()

(d)

(€)

Jurisdictional requirements. For example, where real estate assets that are revalued under
the cost approach (often referred to as the depreciated replacement cost valuation
method), a jurisdiction might require the entity to instruct the valuation specialist to assume
that a proposed building or other specialized asset had actually been completed on the
valuation date as an ‘instant build’ or ‘single phase development’ (that is, no assumptions
are required about the length of time it might take to build a replacement building). This
would be a ‘special assumption’.

Service delivery constraints. For example, if an entity has determined that, in order to meet
its service delivery objectives, the service has to be delivered from a specific location, then
the entity should instruct the valuation specialist to value that real estate asset in that
location. This would be a ‘special assumption’.

Service delivery requirements. For example, experienced demographic changes, or
demographic changes reasonably expected over the remaining life of the asset, might
indicate a change in demand for the service. This in turn might lead to a change in
assumption about the ongoing use of the asset or to a change in the specifications required
for an efficient and effective replacement of the asset. This might be an ‘assumption’ or a
‘special assumption’ depending on the circumstances.

Functionality. For example, a building might have a conventional, basic design that is
superficially similar to other buildings that are regularly bought and sold in the market, but
on closer inspection have specialized features designed to meet the requirements of the
actual occupier. Examples of specialized features include the addition of security/safety
enhancements to protect staff from physical attack in office buildings used for the delivery
of services directly to the public; stand-off land around embassies to protect the premises
(and staff) from terrorist attack; or other adaptations to a building to enhance efficiency and
effectiveness in delivering services. An entity will need to discuss whether any of the
specialized features would lead to a ‘special assumption’ about the measurement basis
and technique to be applied in the valuation.

Standard models. For example, the construction industry will generally have standard
design lives for different types of real estate (residential, commercial or industrial);
engineers will take a similar approach to certain types of built structures such as bridges
or dams. In some cases, there may also be standard costings associated with certain types
of other property assets and, unless instructed otherwise, the valuation specialist might
use these standard model assumptions in preparing the valuation.

What is meant by a ‘modern equivalent asset’?

The concept of a modern equivalent asset is applied by a valuation specialist when valuing real estate
under the cost approach (the depreciated replacement cost (DRC) valuation method in some
international or national valuation standards).

The DRC method is based on the economic theory of substitution. Like the other forms of valuation,
it involves comparing the asset being valued with another. However, DRC is normally used in
situations where there is no directly comparable alternative. The comparison therefore has to be

153

205



EXPOSURE DRAFT 77, MEASUREMENT

made with a hypothetical substitute, also described as the modern equivalent asset (MEA). The
underlying theory is that the potential buyer in an exchange transaction would not pay any more to
acquire the asset being valued than the cost of acquiring an equivalent new one. The technique
involves assessing all the costs of providing a modern equivalent asset using pricing at the valuation
date.

In order to assess the price that the potential buyer would bid for the actual asset, valuation
depreciation adjustments have to be made to the gross replacement cost of the MEA to reflect the
differences between it and the modern equivalent. These differences can reflect obsolescence factors
such as the physical condition, the remaining economic life, the comparative running costs and the
comparative efficiency and functionality of the actual asset. Land required for the MEA will be
separately assessed.

An MEA is one that provides similar function and equivalent utility to the asset being valued, but which
is of a current design and constructed or made using current cost-effective materials and techniques.

Under the cost approach, the valuation specialist will reflect all appropriate costs in the replacement
cost of the asset; these will include the value of the land, infrastructure, design fees, finance costs
(where appropriate) and developer profit that would be incurred by a participant in creating an
equivalent asset.

In order to ensure comparability, the entity should instruct the valuation specialist to assume that the
land on which an MEA would be constructed is ready for development to the same extent that an
alternative site would be ready for development. That is, any site clearance costs to make the existing
site ready for development would be ignored.

If the jurisdiction does not normally capitalize borrowing costs under IPSAS 5, Borrowing Costs, the
entity should instruct the valuation expert to disregard any financing costs.

The cost of the MEA needs to be adjusted to reflect the condition, functionality and any other factors
of obsolescence of the existing asset. The valuation specialist will consider, in consultation with the
entity:

(a) Physical obsolescence. The valuation specialist considers the existing asset and adjusts for a
loss of utility arising from its age, condition and probable costs of routine servicing and repairs
over the remaining useful life of the asset. Any future capital expenditure on significant
refurbishment or replacement of components of the asset (such as, for example, new lifts)
would not be considered as probable costs as part of the assignment.

(b) Functional obsolescence. The valuation specialist will assess the suitability of the existing
asset for its current use by comparing its functionality against the functionality of the modern
equivalent asset in terms of design, specification and technology. Examples of such factors
are:

(i)  Compatibility of plant and services within the asset or group of assets (this might be of
particular importance, for example, where the asset is a connected series of buildings
such as a hospital or school that has developed over time by adding new buildings to
existing buildings);

(i)  Inefficient or under-use of part or all of plant and machinery;

(i)  Poor layout of a building, leading to inefficient use; or

(iv) Outdated technology.
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(c) Economic (or external) obsolescence. The valuation specialist assesses external factors, such
as the characteristics of the area, national and local planning policies, externally imposed
restrictions, and changes in demand for the services provided by the asset.

Do | have to use a valuation expert external to my entity?

You do not have to use a specialist from another organization. Where an entity has the relevant,
suitably qualified (that is, a member of an appropriate professional body) expertise available in-house,
that specialist can be used to provide a valuation. However, the entity’s management and the auditor
will need to be satisfied that the use of an in-house valuation specialist provides the level of
independence required under international and national valuation standards.

Whatever the source of the expertise, the name, qualifications and employing organization of the
valuation specialist must be provided in the notes to the financial statements. This disclosure might
be in the note on accounting policies or in the notes accompanying the detailed asset disclosures.

What can | expect from a valuation specialist’'s report?

International and national valuation standards require valuation specialists to include certain
information in their reports. This will apply whether the valuation is carried out in-house or externally.

The information in a report will depend partly on what the entity and the valuation specialist agreed
prior to the assignment, partly on the nature of the asset(s) or liability(ies) being valued, and partly
on the standards framework used by the valuation specialist.

The information in the report will include, but will not necessarily be limited to:

(&) The name, qualifications, employing organization and any other relevant details of the valuation
specialist.

(b) The name of the entity that commissioned the valuation and the name(s) of any other intended
users of the report.

(c) The purpose of the valuation.

(d) The asset(s) or liability(ies) valued. For real estate assets, the report might include maps and
plans depending on jurisdictional requirements, as well as the type of tenure (freehold or
leasehold and, in the case of leasehold, details of the financial terms and of the responsibilities
for repairs etc. under the lease).

(e) The valuation base(s) adopted.
(H  The valuation date and the date of the valuation report.

(g) Adiscussion of the approach the valuation specialist took in undertaking the assignment — for
example, details of any physical inspections, interviews, review of documents, constraints
placed on the assignment, etc.).

(h)  Assumptions and special assumptions.

0) Confirmation that the valuation has been undertaken in accordance with the relevant
international or national valuation standards.

()] The valuation amount(s) and the reasoning behind arriving at those amounts, with reference
to the bases used. The report will provide separate valuation amounts for land and buildings
on that land. It is likely that the valuation report will include separate valuation amounts for
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individual components of an asset where material in terms of the amounts or significant in
terms of the asset itself. The report will include valuation amounts in both functional and

reporting currencies (as appropriate).

(k)  Adiscussion of any material uncertainties in the valuation amount(s) where this is necessary
for a proper understanding of the valuation amount(s).

)] For certain liabilities, the probability of the timing and amount of any payments to settle claims.
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