COMPARISON OF IPSASs, GFSM 2001 AND ESA9S/EMGDD/SNA (as at 5 March 2004)

The attached Matrix was developed for consideration at the February 6-7, 2004 meeting of
Working Group I of the Task Force on Harmonization of Public Sector Accounting
(TFHPSA). It has been amended to reflect the decisions at that meeting (February 2004) and
is intended to provide input to the work of various Groups that are working on or are
encouraged to work on GAAP/GFSM 2001 (ESA95/EMGDD/SNA) convergence issues
including the International Federation of Accountants Public Sector Committee (IFAC PSC),
Working Group II of the TFHPSA and the OECD Canberra I Group.

The Matrix identifies a list of current differences between International Public Sector
Accounting Standards (IPSASs) and Government Finance Statistics Manual 2001 (GFSM
2001) (and European System of Accounts (ESA95)/ESA95 Manual on Government Deficit
and Debt (EMGDD)/System of National Accounts (SNA)) and proposes a possible process by
which the differences could be addressed.

The Matrix categorises the differences and identifies the consequences of those differences.
The sequence of the categories broadly reflects the decision process adopted in developing
financial reports for an entity. First the boundary of the entity is identified (category 1), then
decisions are made about definition and recognition (categories 2, 3, 4 and 6), and
measurement (categories 5 and 6), and finally presentation (categories 7 and 8). The
categories are:

1. The scope of the entity and sector reporting. This category relates to the boundary
of the entity that is the focus of each framework and the consequences for
consolidations/accounting for controlled entities and disclosures about sectors.

2. Ownership relationships. This category relates to how each framework treats the
relationship between a reporting entity and its owners and how ownership interests
are measured.

3. Recognition of assets versus expenses. This category relates to the capitalisation
policies adopted under each framework.

4.  Recognition versus non-recognition by a counterparty/symmetry (recognition of
liabilities). This category relates to the emphasis each framework places on the
importance of the accounting by a counterparty in determining the accounting by a
reporting entity.

5. Measurement of assets and liabilities. This category relates to the measurement
bases adopted under each framework.

6.  Financial instruments. This category relates to how each framework treats financial
instruments and is considered to be appropriate as a category in its own right given
the significance of accounting for financial instruments under the respective
frameworks.

7. Time series. This category relates to how each framework treats the current
reporting period relative to prior reporting periods, and therefore the time periods in
which items are recognized/presented (that is, the reporting periods to which items
are attributed).

8. Financial statements (for the reporting entity and/or sectors thereof). This category
relates to the form and content of the financial statements published under each
framework, identifying the conceptual similarities between the frameworks. This
category mainly relates to performance reporting and, in particular, to issues
surrounding reporting of comprehensive result and its split into transactions/other
economic flows and the significance this issue has for convergence. Because of the
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size of this category, it has been sub-categorized to distinguish between those items
where it is expected that GAAP and GFSM 2001 will align and those items where it
is not expected that GAAP and GFSM 2001 will align without further work being
done.

The convergence processes proposed in the Matrix take into account the fact that IPSASs
issued by the International Federation of Accountants (IFAC) Public Sector Committee (PSC)
currently allow alternative treatments in certain circumstances. The Matrix reflects the view
that if compliance with one of the options in the IPSASs aligns with the GFSM 2001
treatment, then convergence is achieved.! However, in certain circumstances, consistent with
a view that accounting standards generally should not provide options and to strengthen
convergence, it is proposed that some IPSASs are amended to remove non-GFSM 2001
options.

Consistent with the evolving and ongoing nature of the Project, two further categories have
been included:

9.  Terminology and definitions; and
10. Certain items considered and found not to, or not expected to, be a cause of a
difference.

Category 9 can be expanded as needed, and will facilitate the identification of a process for
ongoing longer term convergence of GFSM 2001 and IPSASs. Category 10 will ultimately be
able to be deleted. However, at this stage it is useful to keep it as it provides an “historical
trail” to the evolving Matrix. As the Working Group works through the issues and
convergence issues are resolved they will be classified to category 10 as an historical record.
This process has already commenced, and the original issue numbers have generally been
retained.

Because it is difficult to categorise certain issues definitively, the Matrix provides a limited
number of cross-references to other related categories/issues, acknowledges links to topics
being considered by Working Group II of the TFHPSA (which is comparing GFSM 2001 and
SNA) and related papers, and the OECD Canberra 11 Group.2 For background information,
reference is also made to relevant issues papers developed for the Australian project on
GAAP/GFSM 2001 Convergence.3

For example, IPSAS 16 “Property, Plant and Equipment” requires property, plant and equipment to be
measured at cost or fair value. If an entity adopts cost, that would not align with the GFS requirement to
measure such assets at market value. However, adoption of the fair value option in IPSAS 16 would
broadly align with GFS (to the extent that fair value equals market value).

Working Group II and the OECD Canberra II Group are referred to in the last dot point on the next page of
this paper — see also the paragraph following that dot point.

The issues papers were prepared by the Australian Heads of Treasuries (HOTs) Accounting and Reporting
Advisory Committee (HOTARAC) and submitted as input to the Australian project on GAAP/GFS
Convergence being progressed by the Australian Accounting Standards Board. The first HOTARAC
submission was provided as an agenda paper at the October 2003 meeting of the Steering Group of the
TFHPSA. A subsequent submission (which included supplementary material relating to some of the key
issues raised in the earlier submission, together with material relating to certain additional issues) was
considered at the December 2003 AASB meeting. Two Consultation Papers, based on the HOTARAC
work, have been issued by the AASB for comment by a Project Advisory Panel by 31 January 2004. The
Consultation Papers together with the HOTARAC papers are available at www.aasb.com.au. AASB staff
have commenced collating comments on the Consultation Papers.
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The identification of a “convergence process” for each difference noted in the Matrix has
been proposed (in the last column). This is predicated on the expectation that neither
framework could adopt the other framework in its entirety and still achieve its objectives
(accountability and decision making by the entity for IPSASs, and macroeconomic analysis
for the sectors of government and their impact on the economy for GFSM 2001 and ESA95).
However, it is relevant to note that full convergence could be achieved by IMF agreeing that
GFSM 2001 should be amended to align with IPSASs, or by PSC agreeing that IPSASs
should be amended to allow general purpose financial statements to be prepared for the
General Government Sector (as defined by GFSM 2001) and for them to be exempted from
complying with current IPSASs (including IPSAS 6 “Consolidated Financial Statements and
Accounting for Controlled Entities”), and instead to require compliance with GFSM 2001.
An approach of continuing to adopt IPSASs for general purpose financial reports of
governments with disclosures of related information prepared on a GFSM 2001 basis could
also be contemplated as a mechanism to enhance convergence.

The proposed tentative “convergence process” for each issue within each broad category
could generally be described as:

Clarification by the International Monetary Fund (IMF) of GFSM 2001,

Clarification by PSC of IPSASs;

IMF to amend GFSM 2001,

PSC to amend IPSASs;

The Advisory Experts Group (AEG)/Inter-Secretariat Working Group on National

Accounts (ISWGNA) to amend SNA;

IASB to amend IASs/IFRSs;

e Refer the issue to another Group or Groups (OECD Canberra II Group, Working
Group II of the TFHPSA, various Electronic Discussion Groups [EDGs]));

e Retain the difference, possibly to be disclosed as a reconciling item; or

e No further action required.

The progress that will be made on the issues that are proposed to be referred to another Group
or Groups will depend on the work programs and the relative priorities of those Groups.* A
summary of the work being undertaken by these other Groups is provided in Section A of
Annex I (Sections B and C of Annex I provide some detail of the topics being considered by
certain Groups).” It is anticipated that the deliberations of those Groups will help resolve
some current differences. Until then, these differences will remain, possibly to be disclosed
as a reconciling item.® Fundamental differences between IPSASs and GFSM 2001 will mean
that some reconciling differences will remain. The PSC is encouraged to consider the work of
the International Accounting Standards Board (IASB), Organisation of Economic
Cooperation and Development (OECD) Canberra II Group, Working Group II of the
TFHPSA and the EDGs and to participate in that work as far as appropriate and possible (and

A summary of the convergence work that is being encouraged to be undertaken by various Groups, whether
individually or in combination, is provided in Annex II to the Matrix. The Table in Annex II focuses on
each Group rather than on each convergence issue. It is a working draft that has extracted information from
the Matrix.

The list of topics is a draft list as at late 2003. The ISWGNA is to update the list to reflect the outcomes of
the February 2004 AEG meeting. Section A of Annex I also provides an overview of the process being
adopted by ISWGNA in reviewing the SNA.

It would be arguably premature at this stage of the harmonization process to develop a reconciliation
statement.
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vice versa). Similarly, the IMF and Eurostat are encouraged to participate in PSC work as
observers on the PSC (as they currently are) and in PSC Steering Committees on specific
projects as is appropriate (again as currently occurs).

The focus of the Matrix is on the differences that currently exist between IPSASs’ and GFSM
2001. The Matrix also includes a column on ESA95/EMGDD/SNA, noting the issues where
ES95/EMGDD/SNA differ from GFS and where additional guidance is available. The column
facilitates consideration of the implications of such differences.

As the project progresses, it would be desirable to identify a strategy for not only
reducing/removing the current differences but to also ensure that further differences do not
emerge in the future. One strategy for achieving this might be to consider the existing
definitions for the elements of financial statements (assets, liabilities, revenues and expenses)
and other key definitions (such as transactions and other economic flows) with a view to
aligning those definitions in the respective frameworks, even if the differences in the wording
of the definitions do not currently cause a difference between the two frameworks. Category
9 “Terminology and definitions” of the Matrix will help facilitate this.

Where IPSASs are referred to in the Matrix, the issue date of the IPSAS is identified. References are also
made to [ASB standards, and the versions of those standards are also identified. Given the ongoing
amendments to accounting standards (and IASB standards in particular) it will be necessary to review the
Matrix on a regular basis. For example, the Matrix may need to be amended to reflect issues from the
recently reissued IAS 32 and IAS 39.
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List of Acronyms

AASB Australian Accounting Standards Board

AEG Advisory Experts Group

COFOG Classification of the Functions of Government

EDG Electronic Discussion Group

EMGDD European Manual on Government Deficit and Debt

ESA European System of Accounts

GAAP Generally Accepted Accounting Principles

HOTARAC Australian Heads of Treasuries Accounting and Reporting Advisory
Committee

HOTs Australian Heads of Treasuries

IASs International Accounting Standards (issued by the IASB)

IASB International Accounting Standards Board

IFAC PSC International Federation of Accountants Public Sector Committee

IFRSs International Financial Reporting Standards (issued by the IASB)

IFRIC International Financial Reporting Interpretations Committee

IMF International Monetary Fund

IPSASs International Public Sector Accounting Standards (issued by IFAC PSC)

ISWGNA Inter Secretariat Working Group on National Accounts

IVSC International Valuation Standards Committee

OECD Organisation of Economic Cooperation and Development

ONS Office of National Statistics, United Kingdon

PFC Public Financial Corporations

PNFC Public NonFinancial Corporations

SNA System of National Accounts

TFHPSA International Task Force on Harmonization of Public Sector Accounting

UIG Australian Urgent Issues Group
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COMPARISON OF IPSASs, GFSM 2001 AND ESA 95S/EMGDD/SNA (as at 25
February 2004)

ANNEX I
SECTION A of ANNEX I
UPDATING 1993 SNA: PROCESS AND ISSUES
Introduction
1. The Intersecretariat Working Group on National Accounts (ISWGNA) was given a

mandate to oversee the update of the /993 SNA with the objective of publishing revision 1 in
2008. In this endeavor, the Advisory Expert Group on National Accounts (AEG) to the
ISWGNA, the electronic discussion groups (EDGs), the (Canberra II) Group on the
Measurement of Non-financial Assets and task forces will all play key roles.

Determination of issues for review

2. The United Nations Statistical Commission has endorsed the list of issues to be
updated that was submitted by the ISWGNA at the thirty-fourth session and recommended
that it be open-ended to include items like consumer durables, the treatment of military
equipment and return on capital assets of general government in order to ensure full
accounting on general government.

3. The list of issues to be updated for the /993 SNA Rev. I that was approved and
amended by the Commission, may be expanded on the basis of recommendations by
countries and after approval by the AEG.

4. The criteria for approving the issues to be updated and the recommendations for
updating include the following:

(1) There should not be fundamental or comprehensive changes to the /1993 SNA
that would impede the process of its implementation, which in many countries
has not yet been achieved,

(i1) Candidates for updating are issues that are emerging in the new economic
environment;

(iii))  Candidates for updating are issues that are widely demanded by users;

(iv)  Old issues that have been discussed and rejected before in the 1993 revision
process but may need a further look in the new economic environment due
either to their economic significance and/or to an advancement in
methodological research that may justify a different treatment;

(v) Old issues that have been discussed and rejected before in the 1993 revision
process should not be candidates for updating if no change in the economic
environment or progress in methodology research warrant their consideration
for updating;

(vi)  Any recommendation for change should have its internal consistency and
consistency with related manuals such as the IMF’s Balance of Payments
Manual; and
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(vil)  Any recommendation for change should address the implementation aspects
in countries.

Governance and decision-making process

5. For the efficient execution of the governance and decision-making process, the AEG
takes decisions on the scope of the updating and on technical and conceptual issues in
conjunction with the ISWGNA. The list of issues to be considered for updating was approved
in the first meeting of the AEG on February 16-20, 2004.

6. Issues are first deliberated by various existing expert groups, such as the Canberra II
group on non-financial assets, city groups, regional commission meetings, EDGs, and
possible new expert groups. The terms of reference for every expert group have been
formulated with a deadline and a moderator to monitor the discussions and to write the
conclusions to be submitted to the ISWGNA. The recommendations of these groups of
experts will then be forwarded to the AEG for discussion and final decision. The moderator
or chairman of the expert groups is responsible for the preparation of the recommendations of
the groups, with, if possible, indications of the paragraphs of the current /993 SNA that are
impacted. The AEG will deliberate on the recommendations of the expert groups and propose
for each one a final recommendation of clarification or change of the SNA. The AEG will
strive for consensus to the highest extent possible. There will be voting if necessary, through
written consultations or during its meetings. Those entitled to vote include the AEG and the
ISWGNA (25 voting members). Its recommendations will be circulated by the ISWGNA to
countries and/or regional commission meetings for discussion and the final results will be
consolidated by the ISWGNA.

7. Throughout the updating process of the /1993 SNA, the ISWGNA will assess and
evaluate the consistency with revision of the Balance of Payments Manual 1995 (BPM5) and,
to the extent possible, with the Government Finance Statistics Manual 2001 (GFSM 2001).
For this end, the ISWGNA will liaise with the IMF’s Balance of Payments Committee and
the International Task Force on Harmonization of Public Sector Accounting. A deliberate
coordination mechanism has been put in place consisting of (a) coordination within the
international organizations and countries, (b) bringing BPMS5 and GFSM 2001 issues to
national accounts meetings and (c) inclusion of these consistency coordination issues in the
agenda of the meetings of the AEG.

Deliberations on issues

8. Deliberations on issues in the updating process include the following steps:

(1) Deliberations on specific issues are carried out through expert groups that
include the EDGs, city groups, regional commission meetings and the
Canberra II group on non-financial assets during the 2003-2005 period.
Depending on the final list of issues discussed in the first meeting of the
AEG, other expert groups may be created. Tentative conclusions will be
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circulated for comments to other regional and international expert group
meetings on national accounts. Recommendations of the expert groups are
forwarded to the ISWGNA to be presented for discussion and approval at
the meetings of the AEG.

(11) The AEG meets three times in 2004 and 2005 to deliberate the
recommendations of the expert groups. A voting procedure is a possibility
open to reach more rapid decisions. An additional meeting of the AEG is
planned in May 2006 for a review of the mutual consistency of the
recommendations on the updated issues and the overall integrity of the
system. A final meeting will be held in 2007 to adopt the proposed
changes, taking account of countries’ comments (see subparagraph iii
below). Thus, tentatively, five meetings of the AEG are planned.

(ii1)  The recommendations of the AEG will be sent to countries for comments
after each meeting in the years 2004-2005.

(iv)  Consolidated recommendations for changes will be circulated to countries
for comments in 2006 and submitted to the ISWGNA in tandem with the
AEG for approval by March 2007.

Possible list of issues to be reviewed for SNA Rev 1°
(Canberra Il issues are indicated by an *)

Unfunded pension schemes for government employees
Employee stock options
Costs of ownership transfer*
Insurance/reinsurance
Output of financial institutions
Military expenditures™
Taxes on holding gains
Repurchase agreements
Originals and copies*
. Databases — clarify*
. Definition of economic assets — should we add a criterion of ‘reliability of
measurement’?*
. Mineral exploration — clarify*
13. Government owned assets — cost of capital services*
14. Capital input into production account™
15. Land*
16. Macroeconomic aggregates in the system* (rejected by AEG)
17. Cultivated assets*
18. Treatment of non-performing loans
19. Treatment of interest under conditions of high inflation
20. Leases and licenses™

— = 0 0 1N N W~

—
\S]

§ A revised list based on discussions at the February 2004 AEG meeting was not available at the time of

drafting.
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21. Borderline between rent/rental and sale*
22. Classification of assets and terminology™
23. Other classifications
24. BOOT schemes*
25. Purchased goodwill and other non-produced assets (i.e. trademarks, brand names and
franchises)*
26. Asset boundary for non-produced intangible assets*
27. Amortization of intangible non-produced assets*
28. R&D (plus impact on patented entities)*
29. Obsolescence/depreciation™
30. Water*
31. Consumer subsidies (rejected by AEG)
32. Government transactions with public corporations
32.1 Earnings (reinvested earnings, dividends)
32.2 Funding (dividends and capital injections)
33. Privatization/restructuring agencies and SPVs
33.1 Privatization
33.2 Agencies, bad banks and other SPVs
33.3 Securitization
34. Tax revenue
34.1 Tax revenue and accrual recording
34.2 Tax credits
35. Private/public/government sector delineation
35.1 Public vs. private: the definition of control (including BOOT schemes)
35.2 Government vs. other public sector: the market/non-market criterion
36. Contingent assets/guarantees/provisions/constructive obligations
36.1 Guarantees and loan partitioning

For a brief description of each of these issues, see Section B of this Annex.
Electronic Discussion Groups on National Accounts (EDGs)

The listed EDGs were created by the ISWGNA to generate discussion [or: to solicit views]
on the topics that are important to National Accounts and may require updates in the 7993
SNA.

o Each topic of discussion is administered by one expert associated with an
international organization or a national office.

o EDGs are all linked to the web site of the United Nations Statistics Division:
http://unstats.un.org/unsd/nationalaccount/edg.htm.

o EDGs maintained by OECD are protected. However, they are open to interested
official statisticians. Because these sites can only be accessed with a password, for
registration and password, contact: marie.viriat@oecd.org.

o Readers can, however, go directly to the individual EDG sites shown below.
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With the exception of the EDG of the TFHPSA, the EDG topics (and their related web site
links) are:

I. Treatment of share (stock) options:_http://www1.oecd.org/std/shares.htm.

2. Treatment of non-performing loans:
http://www.imf.org/external/np/sta/npl/eng/discuss/index.htm

3. Treatment of nominal holding gains and interest on financial assets (under high
inflation): http://www.worldbank.org/data/working/iswgna background.html.

4. Cost of transferring ownership of assets: http://www1.oecd.org/std/transfsna.htm

5. Accrual accounting of interest: http://www.imf.org/external/np/sta/na/interest/

6. EDG of Canberra II group on non-financial assets:
http://webdominol.oecd.org/COMNET/STD/Canberra.nst/Welcome?openframeset

7. EDG on financial services in the national accounts:
http://webdominol.oecd.org/std/finservice.nsf

8. EDG on software: http://webdominol.oecd.org/std/software.nsf

0. EDG on measurement of non-life insurance services:
http://webdominol.oecd.org/std/inservice.nsf

10.  EDG on the treatment of pension schemes:

http://www.imf.org/external/np/sta/ueps/index.htm

For a brief description of each of these EDGs, see the end of this Annex (Section C).
General Government specific issues

Following the increasing role of national accounts data in the monitoring of the situation of
the general government sector, in particular through the Maastricht criteria in Europe, it is
essential that the revised SNA contains sufficiently detailed and up-to-date recommendations
regarding (1) the delineation of general government sector and, (2) a harmonized treatment of
specific transactions of the general government sector, such as capital injections,
securitization, etc. A special appendix or chapter on general government will be included in
the SNA. At the same time, the maximum will de done to coordinate these recommendations
with the accounting principles of other international standards on public accounting such as
the IMF GFS and the IPSAS of the IFAC-PSC.

EDG of the Task Force on Harmonization of Public Sector Accounts (TFHPSA)
http:/webdominol.oecd.org/comnet/std/harmonise.nsf?opendatabase

An international task force (TFHPSA) has been created in October 2003 to promote the
convergence between GAAP, public accounts standards and GFS and the convergence
between GFSM2001, SNA93 and ESA95 (the statistical systems). To meet this end, two
working groups have been set up, with WGI focusing on public accounts (sources) and WGII
focusing on the statistical systems. The TFHPSA will be a major provider of
recommendations on the government and public sector accounts to the ISWGNA in the
context of SNA reviewing (planned for 2008). The topics being considered by WGII are:
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Topics/issues

1. Government transactions with public corporations
1.1 Earnings (reinvested earnings, dividends)
1.2 Funding (dividends and capital injections)

2. Privatization / restructuring agencies and SPVs
4.1 Privatization
4.2 Agencies, bad banks and other SPVs
4.3 Securitization

3. Tax revenue
3.1 Tax revenue and accrual recording
3.2 Tax credits

4. Private / public / government sector delineation
2.1 Public vs. private: the definition of control (including BOOT schemes)
2.2 Government vs. other public sector: the market / non market criterion

5. Contingent assets / guarantees / provisions / constructive obligations
5.1 Guarantees and loan partitioning

DMSDR1S-2215425-v1-TFHPSA - Working Group I -Matrix 1 (Feb 6-7 meeting).DOC July 6, 2004 (1:51 PM)




COMPARISON OF IPSASs, GFSM 2001 AND ESA9S5/EMGDD/SNA (as at 5 March 2004)

SECTION B of ANNEX I

Brief description of possible list of issues to be reviewed for SNA Rev 1 (including
Canberra II issues)

1. Unfunded pension schemes for government employees

Many government employee superannuation schemes are unfunded or partially unfunded, but
the SNA currently does not recognize a government liability in such cases. Several countries
(e.g. Australia and Canada) have already departed from the SNA and recognize government
liabilities as they accrue as well as the corresponding assets of households. The liabilities of
government comprise the notional superannuation contributions and the property income
they could be expected to have earned. A change to the SNA would be reflected in the
balance sheets and income accounts. In concept, GDP would be unaffected by such a change
because compensation of employees is currently defined to include imputed social
contributions by employers providing unfunded social benefits. However, in practice,
changes could occur if countries change the way they impute the values of unfunded social
contributions. This issue could also be extended to non-government unfunded superannuation
schemes.

2. Employee stock options

Should stock options be included in compensation of employees? If so, how should they be
classified in the financial accounts and balance sheets, and what are the appropriate valuation
and time of recording rules?

3. Costs of ownership transfer

This issue has been the subject of an EDG (moderator: Peter van der Ven) and discussion at
two Canberra II meetings. Debate has revolved around the consistency of treatment of COT
for different types of asset, whether COT on fixed assets should be completely expensed, and
if not it how it should be recorded in respect of second hand sales and what its service life
should be. A recommendation to the AEG will propose minor amendments, including setting
the service life of COT to the expected period of ownership, rather than the expected service
life of the underlying asset.

4. Insurance/reinsurance

The major issue concerns the volatility of the output of the insurance industry as currently
measured. Should we redefine output in such a way that it reflects the actual activity of the
industry, and is much smoother as a result? Two ways of achieving this are being considered:
one is to replace claims by expected claims, and possibly replace premium supplements with
expected premium supplements; and the second is to use accounting treatments in which
reserves are used to cushion the variation in claims.

5. Output of financial institutions

Is FISIM, as described in the SNA, too narrow a concept of the output of financial
institutions which leads to its understatement. The focus of the task force engaged on this
issue is portfolio management and whether all securities should be considered in the indirect

DMSDR1S-2215425-v1-TFHPSA - Working Group I -Matrix 1 (Feb 6-7 meeting).DOC July 6, 2004 (1:51 PM)



COMPARISON OF IPSASs, GFSM 2001 AND ESA9S5/EMGDD/SNA (as at 5 March 2004)

measures of output of financial institutions. In particular, should holding gains/losses be
included in the estimation of output, and, if so, whether they should be expected holding
gains/losses.

6. Military expenditures

The current recommendation that expenditures on weapons and weapon platforms should be
expensed, irrespective of their expected service lives, has been reviewed by Canberra II. It is
to be recommended that all military assets which are expected to provide an on-going
capability to achieve their military objective (including deterrence) for more than a year be
capitalized.

7. Taxes on holding gains

Currently in the SNA capital gains and losses are not treated as income but as holding
gains/losses, while taxes on holding gains are included in the secondary distribution of
income account, along with income taxes. One outcome is that asset inflation tends to reduce
the SNA’s measure of household saving. For both conceptual and practical reasons, the
majority of Canberra Il members favor maintaining the status quo.

8. Repurchase agreements

The SNA currently treats repurchase agreements with cash as collateral loans (a newly
created financial asset) unless they involve bank liabilities that are included in measures of
broad money, in which case they should be classified as deposits. These treatments were
adopted when the acquirer may not have the right to on-sell it. Given that legal change of
ownership occurs virtually in all cases, what should be the appropriate treatment?

9. Originals and copies

The focus is on two questions, “How should expenditures on originals and copies be
recorded, should both be recorded as expenditure (on new goods) on the basis that originals
are distinct from copies, or should originals be considered as being analogous to a ‘stock’ of
copies, and so expenditure on a copy partly (or mostly) reflects a sale of an existing good?”
and “How should the transactions in copies be recorded?”

10. Databases

The SNA currently recommends that expenditure on large databases that are expected to
produce a flow of services for a year or more should be capitalized. Should this be all
databases? And if not, which should be capitalized? Canberra II has come to the view that all
databases that meet the criterion of an asset should be capitalized.

11. Definition of economic assets — should we add a criterion of ‘reliability of
measurement’?

The SNA currently gives two criteria for an asset - an entity functioning as a store of value:

over which ownership rights are enforce by institutional units; and from which economic

benefits may be derived. Should there be a third criterion — reliability of measurement — to

bring it more into line with business accounting standards?
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12. Mineral exploration

Canberra II has come to the view that there should be no change to the intent of the SNA, but
thinks there is a need to clarify the division between mineral exploration knowledge assets
and sub-soil assets.

13. Government owned assets — cost of capital services

The SNA currently recommends that the cost of services provided by government owned
assets is equal to their depreciation (i.e. consumption of fixed capital) over a period. Should
this be changed be to include a return to capital as well, and, if so, should this apply to all
government owned assets or just some of them, such as office equipment?

14. Capital input into production account

Canberra II has come to the view that the presentation of the production account should be
changed to allow the contribution of capital services, which is currently included in GOS and
GML.

15. Land

The SNA currently records improvements to land as gross fixed capital formation, but in the
balance sheet such improvements are included with land itself — a non-produced asset.
Should land be split into two, with one part recorded as a fixed asset and the other part
recorded as a non-produced asset? If so, how should this separation be made? One option is
distinguish between land that is in, or nearly in, its natural state as a non-produced asset and
the remainder as a fixed asset. Another option is to separate land from the improvements
made to it, and record the former as a non-produced asset and the latter as a fixed asset.

16. Macro economic aggregates in the system

The SNA encompasses measures of domestic production, income and expenditure and
explains how the value of each of these can be brought into equality. For different analytical
purposes, though, not all adjustments necessary to bring this equality about may be equally
useful. One instance is the inclusion (or exclusion) of the consumption of fixed capital in
order to have a measure of income which aligns better with economic concepts. Another is
the way in which market price expenditure includes both the value of taxes and the
expenditure these taxes finance. More extensive discussion of the alternative macro-
aggregates available within the system is required together with an elaboration on the
preferred aggregate for different sorts of applications.

17. Cultivated assets

During the System of Economic and Environmental Accounts discussions, it was agreed that
the present definition of cultivated assets is ambiguous. There was agreement that a
satisfactorily tighter definition for cultivated assets was “cultivated assets cover livestock for
breeding, dairy, draught, etc. and vineyards, orchards and other trees yielding repeat products
whose natural growth and regeneration is under the direct control, responsibility and
management of institutional units”. The words in bold italics replace the words “that are” in
the SNA.

DMSDR1S-2215425-v1-TFHPSA - Working Group I -Matrix 1 (Feb 6-7 meeting).DOC July 6, 2004 (1:51 PM)



COMPARISON OF IPSASs, GFSM 2001 AND ESA9S5/EMGDD/SNA (as at 5 March 2004)

18. Treatment of non-performing loans

The treatment of non-performing loans is a topic on which the Thai authorities had asked the
ISWGNA for clarification as to what extent unpaid interest should be accrued (considering
that the financial intermediation services indirectly measured on such interest may affect the
GDP). The purpose of the review is to determine what criteria should be applied to the
writing-off of non-performing loans and to make sure that they are consistent with the other
major macroeconomic statistical systems (balance of payments, government finance, and
money and banking statistics). The SNA currently has a black and white treatment of non-
performing loans. Either the liabilities (and assets) exist or they are written off, should there
be intermediate stages? Should unpaid interest on non-performing loans stop accruing?

19. Treatment of interest under conditions of high inflation

Peter Hill and Andre Vanoli have written to the ISWGNA with regard to the treatment of
nominal holding gains and interest on financial assets under conditions of high inflation, as
described in the 1993 SNA Chapter XIX, Annex B and subsequently in the OECD
publication "A Manual on Inflation Accounting" written by Peter Hill. The latter takes a
position different from that taken in Annex B in the 1993 SNA. Andre Vanoli has written a
paper for discussion at the 1998 IARIW conference which raised issues regarding the
inflation accounting treatment. Peter Hill has responded with a paper also submitted to the
1998 TARIW conference, essentially giving counter-arguments and in turn raising issues
regarding Annex B. The EDG on this issue did not arrive at a distinct conclusion. This issue
will be put forward to the AEG.

20. Leases and licenses

This issue has been discussed at two meetings of Canberra II, and concerns the treatment of
leases and licenses relating to different types of asset. The questions are should they be
treated as assets and, if so, how and under what conditions?

21. Borderline between rent/rental and sale

Following the discussion on mobile phones, the ISWGNA established a set of criteria to
determine whether a transaction relating to mobile phone licenses should be considered a sale
of an asset or rent on a non-produced asset. The ISWGNA explicitly requested that Canberra
I fully investigate the consequence of the introduction of this set of criteria in the case of
other assets. In addition, work should be conducted to elaborate a broader set of criteria to aid
decision making between the treatment of payments for leases or licenses as rent or as the
sale of an asset. The same issues arise in the case of leases of fixed assets.

22. Classification and terminology

Some members of Canberra II feel that the current classification of assets and terminology
needs revising. This issue will be affected by the outcome of considerations of other issues,
such as leases and licenses, and so it will be one of the last ones to be dealt with by the AEG.

23. Other classifications

It is likely that there will be some classification issues raised, such as the industry
classification.
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24. BOOT schemes

Buy-own-operate-transfer schemes typically take the form of a private sector enterprise and
government reaching an agreement whereby the enterprise undertakes the building of a piece
of infrastructure, such as a road, bridge, tunnel, airport, etc., then operates it, getting at least
part of the revenue, and after a pre-determined period hands over ownership to the
government. How should such arrangements be recorded in the national accounts?

25. Purchased goodwill and other non-produced assets

The SNA currently only recognizes purchased goodwill. Should there be a wider view of
goodwill (internally generated goodwill). Should it be derived residually using the values of
assets and liabilities, including stock market valuation of businesses? At present there is also
an inconsistent treatment of purchased goodwill for incorporated and unincorporated
business that needs to be addressed. Should the balance sheet recognize assets such as brand
names, trademarks, franchises, etc.?

26. Asset boundary for non-produced intangible assets
Should instruments involving the securitization of future receipts of government be regarded
as intangible non-produced assets?

27. Amortization of intangible non-produced assets

Paragraphs 14 to16 of the final report of the ISWGNA on mobile phone licenses includes a
brief discussion on the issue of the amortization of such intangible non-produced assets.
Canberra Il was asked if it would care to look at this matter further.

28. Research and development

The SNA currently does not recognize the output of R&D as capital formation. There is a
widespread view that if the practical difficulties can be satisfactorily overcome then the SNA
should be amended to treat R&D expenditure in a similar way to mineral exploration.

29. Obsolescence/depreciation

This is one of the issues left over from Canberra I. It concerns the appropriate way of
defining and measuring depreciation. Consumption of fixed capital (i.e. depreciation) is
defined in the 1993 SNA in general terms as the decline, during the course of the accounting
period, in the current value of the stock of fixed assets owned and used by a producer as a
result of physical deterioration, normal obsolescence or normal accidental damage. It is
referred to as time series depreciation because it is defined in terms of the change in value of
an asset over time. An alternative definition, called cross section depreciation, is defined to
be the difference in value of two assets that are identical, except one is older than the other
by the same length of time as the accounting period. Cross section depreciation is used in the
derivation of estimates of multifactor productivity, and it seems that in practice, most, if not
all, countries estimating depreciation are in fact applying this definition, whether they realize
it or not. Should time series depreciation continue to be the one defined in the SNA and, if
s0, how should it be applied? The issue seems to boil down to whether depreciation should
include the price effect of foreseen obsolescence and, if so, how should it be measured?

DMSDR1S-2215425-v1-TFHPSA - Working Group I -Matrix 1 (Feb 6-7 meeting).DOC July 6, 2004 (1:51 PM)



COMPARISON OF IPSASs, GFSM 2001 AND ESA9S5/EMGDD/SNA (as at 5 March 2004)

30. Water

The issue is that water has in the past usually been regarded as a free resource, but the matter
of charging for it is much discussed now. Should it therefore be treated in a similar way to
land or mineral resources as giving rise to (resource) rent? It is complicated by the fact that
there is a large distribution element in many cases and there is a decision to be made about
whether the production is only getting water from A to B or whether one is only paying for
this and the water itself.

31. Consumer subsidies

This topic was extensively addressed during the 1993 revision of the SNA but consensus was
not quite achieved. It remained as a subject on the research agenda. Since the revision, ESA
has "solved" the problem by specifying a list of government payments which, by convention,
are to be treated as individual household consumption as a means of effecting the desired
treatment of these payments. This treatment is not standard across even all OECD countries.
Alternative resolutions have been put forward which would also bring the treatment of
certain taxes and subsidies applying to consumer products into line with other tax
classifications used in economic analyses, for example the concept of consumer taxes as
regularly used in OECD reports. The desirability of restoring cross-country comparability
suggests a review of the subject with the intent of either adopting the ESA convention into
the SNA or deriving a more theoretically satisfactory solution which would also meet the EU
needs. Both Anne Harrison and Jacques Bournay have written extensively on this subject.

32. Government transactions with public corporations

The income of general government from its investment in public corporations is recorded
through dividends except for non resident public corporations. The timing of dividends does
not necessarily correspond to the occurrence of profit in public corporations. Conversely, this
entails that the deficit of public corporations does not show in government accounts when
they occur. The accumulation of such losses is financed through ad-hoc capital injections.
Dividend and capital injection, though recorded respectively as revenue and expense, are net
worth neutral and as such doe not meet the revenue/expense criteria. Further, as dividends
and capital injections do not correspond to the timing of the underlying activity, they provide
an inexact measure of government activities, and may lead to a certain level of arbitrariness
in the time of recording. Should the direct investment treatment of accruing earnings be
extended to public corporations? What ownership thresholds would be most appropriate?

The current treatment of income in the form of dividends makes it difficult to classify various
transactions between general government and public corporations. Public corporations
frequently pay lump sums to government, exceeding their operating profits for the year in
question (sometimes referred to as superdividends). Conversely, they can receive capital
injections in cash or in kind (including via debt assumption/cancellation) with no expectation
of future profits. In the absence of full accrual of profits, what should be the criteria for
classifying these transactions as financial or non-financial? While dividends may be viewed
as revenues if they represent past operating profits, the timing of recording such income is an
issue; this is exacerbated when dividends also include capital gains/losses. As for capital
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injections, they should be expensed to the extent that they represent past or future losses, but
as financial investment otherwise. Should the dividend/capital injections treatment of
corporations be extended to quasi corporations? Should dividends be conventionally limited
to the income of the period? Should funding conventionally be expensed even when a claim
is received?

33. Privatization/restructuring agencies and SPVs

The government gives up control on corporations, financial or non-financial, in different
ways:

- Direct privatisation: the Ministry of Finance disposes of its stake in a public corporation
directly on the market

- Indirect privatisation: an entity (public holding, public agency), managing government
shares and other equity, sells the shares and gives all or part of the proceeds to the
government.

Other arrangements may be more complicated: the intermediate entity may securitise the
shares, and make a prepayment to the government.

Should the treatment of privatization in the rev SNA be clarified?

Government creates specialized agencies that apparently meet the institutional unit criteria, in
order to manage the portfolio of financial assets, government real estates, impaired assets
purchased in support of distressed banks (creation of bad banks), or in the context of
securitization (Special Purpose Vehicle, which are borrowing entities). The generic issue is
whether those entities are institutional units, their sectorisation and their activities. Are they
financial intermediaries or are they government? Should the financial intermediation /
government delineation be clarified? How to apply the market non-market criteria for bad
banks? Should the application of ancillary units treatment be extended?

34. Tax revenue
Under this heading there are three issues, all for clarification of the SNA (and convergence
with IPSAS):

Issue 1: clarify the definition of taxes in the SNA

Current treatment: the SNA definition of tax is a compulsory, unrequited payment to
government. The terms “nothing in return” are used. This definition is broadly
consistent with GFSM 2001 and with IFAC-PSC. However, clarification may be
needed on borderline cases.

Possible clarification: There is no need of major change in the SNA Should the
wording “nothing in return” be modified alongside the idea that “nothing is obtained
directly in exchange™?
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Issue 2: Accrual recording of taxes: clarify the time of recording and the amount to be
recorded

Current treatment : Time of recording: all three guidelines (SNA, GFSM, ESA) agree
on the general principle “when the taxable event occurs”. However, they also all
agree in giving some flexibility for income tax. This flexibility may be interpreted
differently. Amount to be recorded: all converge on the fact that the amounts are
those due but excluding tax not expected to be collected. The exact passage between
amounts due and expected to be collected differs between the systems (see IPSAS
guidelines on the tax gap issue).

Possible solutions: There is no need of major change in the SNA. Should the
recommendation to record the tax when the taxable event occurs be reinforced,
leaving however still room for flexibility? Should the way amounts not expected to be
collected be harmonized? There are three options proposed by the new ESA (assessed
amounts adjusted by a coefficient, time adjusted cash, capital transfer). Should they
be limited to the first two?

Issue 3: Tax credits: there are no guidelines on tax credits in the SNA. Guidelines would be
useful

Other guidelines: GFSM and OECD revenue statistics converge on the
recommendation that the tax credit is to be deduced from the tax value, but that any amount
exceeding the tax liability and paid by general government should be classified as
expenditure. The IFAC-PSC tries to distinguish more “tax expenditures” and “expenses paid
through the tax system” which should be expensed.

Possible solution: Should the principle stated by GFSM and OECD Revenue statistics
be adopted in the SNA? Should this principle be augmented by a definition of what is a tax
credit? Does the recording of personal tax credits raise specific questions, compared to
corporate tax credits?

35 Public/Private Sector Delineation

The definition of the public sector and the rules for identifying and classifying units to the
public sector and its sub-sectors (general government sector and public corporations) are
essential to the compilation of government finance statistics. Establishing which related
governmental entities are to be included in the public sector is problematical. This requires
determining who controls each entity. Once public sector entities have been identified it is
necessary to classify them as either engaging in market or non-market production.

In addition, there is a range of units for which there is little or no guidance in the /993 SNA,
for example, special purpose vehicles, joint ventures, and corporations jointly controlled by
several government units or public corporations. Consideration, clarification, and elaboration
of the definitions of the public sector, inclusive of control, and economically significant
prices and more specific guidance on classification of units would be useful. Should there be
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more convergence (which seems feasible) in the definition of control between the statistical
guidelines and the International Public Sector Accounting Standards? Should the SNA
provide clarification and elaboration of the definition of economically significant prices?
Should the SNA provide more specific guidance on the classification of units? (see issues 4.2
on privatization)

36. Contingent assets and guarantees

Guarantees provided by governments may sometimes have a substantial market value (that is
if they are likely to be called). It is a concern that government may carry out substantial
subsidizing schemes that would remain unaccounted for until settlement. To the extent that
guarantees are likely to be called, one issue is the time of recording. Should they be
accounted for (expensed) at the time the guarantees are provided (in the form perhaps of an
insurance service or of a derivative) or only when called. It should be noted that guarantees
are one form of contingent assets and that contingent assets are not recognized in the balance
sheet. Should guarantees be expensed before time of call? Should it be at time of grant or
spread over the lifetime of the guarantee? Should the treatment follow a financial derivative
treatment or come closer to insurance?
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SECTION C of ANNEX I
Brief description of EDGs (except for the EDG of the TFHPSA)

1. Treatment of share (stock) options:_http://www1.oecd.org/std/shares.htm.
Employee stock options are an increasingly common tool used by companies to motivate
their employees. Given that the 1993 SNA does not provide guideline to this issue, the
question raised is whether stock options should be considered as compensation of employees
and therefore as a cost to employers. Experts at the OECD meeting on national accounts in
October 2002 arrived at the consensus to include employee stock options in compensation of
employees. Further harmonization with international business accounting standards is
required.

2. Treatment of non-performing loans:
http://www.imf.org/external/np/sta/npl/eng/discuss/index.htm
The treatment of non-performing loans is a topic on which the Thai authorities had asked the
ISWGNA for clarification as to what extent unpaid interest should be accrued (considering
that the financial intermediation services indirectly measured on such interest may affect the
GDP). . The purpose of the EDG is to determine what criteria should be applied to the
writing-off of non-performing loans and to make sure that they are consistent with the other
major macroeconomic statistical systems (balance of payments, government finance, and
money and banking statistics). The conclusion of the group will be documented in a report
that will be circulated for consideration by bodies such as the ISWGNA and the IMF Balance
of Payments Statistics Committee.

3. Treatment of nominal holding gains and interest on financial assets (under high
inflation): http://www.worldbank.org/data/working/iswgna_background.html.
Peter Hill and Andre Vanoli have written to the ISWGNA, with regard to the treatment of
nominal holding gains and interest on financial assets under conditions of high inflation, as
described in the 1993 SNA Chapter XIX, Annex B and subsequently in the OECD
publication "A Manual on Inflation Accounting" written by Peter Hill along a different line
from that taken in Annex B in the 1993 SNA. Andre Vanoli has written a paper for
discussion at the 1998 IARIW conference which raised issues regarding the inflation
accounting treatment. Peter Hill has responded with a paper also submitted to the 1998
IARIW conference, essentially giving counter-arguments and in turn raising issues regarding
Annex B. The EDG on this issue did not arrive at a distinct conclusion. This issue will be put
forward to the Advisory Expert Group on National Accounts.

4. Cost of transferring ownership of assets: http://www]1.oecd.org/std/transfsna.htm
This EDG is now closed. The conclusion of the moderator (Peter van de Ven, Statistics
Netherlands) is that there is no case for changing the 1993 SNA treatment of the costs
incurred in transferring ownership of assets. The relevant part of his report of 10 March 2000
to the ISWGNA reads "... it is recommended to leave the 1993 SNA unchanged, as there are
convincing arguments for as well as against the recommendations of the present international
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guidelines". The ISWGNA discussed this issue at its meeting in April 2001 and agrees with
this conclusion and so has decided to close the EDG.

5. Accrual accounting of interest: http://www.imf.org/external/np/sta/na/interest/

This discussion group on the concept and measurement of interest has been instituted
pursuant to a decision of the ISWGNA, which met at a technical level in April 1999 in
Washington, D.C. The main question raised is whether interest is measured from the point of
view of the debtors or the creditors. The ISWGNA supported the conclusion of the moderator
of this EDG on this subject that the SNA accrues interest on the basis of the debtor approach.
The ISWGNA'’s conclusion was approved by the Statistical Commission in March 2003.

6. EDG of Canberra II group on non-financial assets:

http://webdominol.oecd.org/COMNET/STD/Canberra.nst/Welcome?openframeset
This EDG has 3 subgroups: (1) conceptual issues mainly linked to intangible assets; (2)
measurement issues related to research and development in the framework of the national
accounts and (3) obsolescence, capital input and measurement issues associated with
constructing data series of the stocks, depreciation, and capital services of tangible and
intangible fixed assets. Chair: Peter Harper from Australia. Contact marie.viriat@oecd.org
for registration and password.

7. EDG on financial services in the national accounts:
http://webdominol.oecd.org/std/finservice.nsf
This EDG is devoted to discussions on financial services in the national accounts. The
business of financial corporations has undergone a structural transformation towards a rising
importance of the portfolio management of financial assets. This generates holding gains and
losses, that, typically, national accounts exclude from the production boundary and therefore
income. The task force will consider whether and how the production boundary can be
adapted to this rising activity, and how this could influence income. The first meeting of the
task force is in June 2002. A first draft of the study was discussed during the OECD National
Accounts Expert Meeting of 8-11 October 2002, in Paris. The final report is expected in late
2003.
Chair: Switzerland, Moderator: paul.schreyer@oecd.org

8. EDG on software: http://webdominol.oecd.org/std/software.nsf

This EDG is devoted to discussions on the implementation of the 1993 SNA
recommendation to capitalize software. Studies have shown that statistical offices have
varied considerably in the practical measurement of GFCF in software, with a significant
impact on GDP. The objective of this joint OECD/Eurostat task force is to produce a set of
recommendations that will lead to better international comparability. The final report of the
OECD task force was submitted and approved at the OECD National Accounts Expert
meeting of 8-11 October 2002. The ISWGNA supported the recommendations of the task
force. The EDG on software is closed. Chair: USA, Moderator: francois.lequiller@oecd.org.

9. EDG on measurement of non-life insurance services:
http://webdominol.oecd.org/std/inservice.nsf
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This EDG is devoted to discussions on the measurement of non-life insurance services, with
a special focus on the treatment of catastrophic losses. The output of insurance services as
calculated using the 1993 SNA algorithm depends on the balance of premiums to claims (on
an accrual basis) and can therefore be extremely volatile (even negative) following major
catastrophes. The massive claims generated by the 11 September terrorist attack, is a recent
example. It had impacts on GDP and balance of payments (reinsurance). The objective of the
task force is to propose measures that would be more consistent with the perception of
production in this activity. In particular, medium to long-term aspects of non-life insurance
are to be taken into consideration. The first meeting of the task force was in June 2002. A
first draft of the study was discussed during the OECD National Accounts Expert Meeting of
8-11 October 2002, in Paris. The final report is expected in late 2003.

Chair: France. Moderator:_francois.lequiller@oecd.org

10. EDG on the treatment of pension schemes:
http://www.imf.org/external/np/sta/ueps/index.htm

In the 1993 SNA, promises to pay future pension benefits are not recognized as liabilities of

social security schemes and unfounded employer schemes. The EDG will investigate the

analytical relevance of recording these liabilities in the national accounts and, if appropriate,

will formulate recommendations regarding their valuation and measurement. The EDG will

also formulate proposals to reconcile the recommendations of the 1993 SNA and the IMF

Government Finance Manual regarding the treatment of (government) unfounded employer

pension schemes.

Moderator: IMF.
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ANNEX II

The following Table is a working draft that has extracted information from the Matrix and
presented it, in summarised form, in a manner that focuses on the convergence work that is
being encouraged to be undertaken by various Groups, whether individually or in
combination.

e Column 1 identifies the relevant Group (except in relation to the last item in the
column, which refers to the group of issues for which reconciliation is likely to
be required)

e (Column 2 identifies each issue that the Matrix identifies as being pertinent to that
Group

e Column 3 summarises the type of work that the Group is currently undertaking or
is encouraged to undertake in order to facilitate GAAP/GFSM 2001/ESA95/SNA
harmonization

e Column 4 indicates the other Groups that may also be undertaking related work.
These Groups are encouraged to work together to help ensure that a common
solution is found to each of the harmonization issues.

The Table is designed to help each Group identify, within the scope of the Matrix, its role in
the harmonization process. It will also facilitate monitoring of the progress being made on
harmonization. Monitoring progress will help identify the point in time at which it may be
appropriate to consider the form and content of a reconciliation statement reconciling GAAP
and GFS numbers.

Issue Group’s work Related Groups
PSC 1.1 The scope of the reporting entity and sector See comments column in the
reporting (particularly GGS reporting) and Matrix
accounting for controlled entities
2.2 Calculation of net worth/measurement of Distinction between contribution WGII
equity and contributions from owners for from owners and revenue
commercial government operations
3.1 Costs associated with R&D and intangible Consider IAS 38 OECD Canberra II
assets Group and IASB
3.1A Mineral exploration Consider issues OECD Canberra II
Group and IASB
3.3 Borrowing costs Consider removing option, and
prescribing expense
3.6 Public private partnerships including BOOT | Consider issues IASB, OECD Canberra
schemes 1I Group, WGII
4.1 Constructive obligations Progress ITC on social policy IMF
obligations
4.2 Tax effect accounting Consider IAS 12 WGIL
4.3 Employee stock options Consider IASB IASB, AEG, EDG
5 Measurement of assets and liabilites Consider removing historical cost OECD Canberra I1
option from IPSAS 17 Group, IVSC
5.3 Impaired non-financial assets Progress ED 23
5.4(c) Transaction costs relating to equity Consider issues
instruments
5.4(d)&(e) Transaction costs relating to future Consider IAS 39, IAS 41 and
disposal of assets IASB ED 4
5.6 Low interest and interest free loans Consider NXR ITC
5.7 Inventory Ask IASB to reconsider inventory
measurement
5.9 Measurement of investment in unquoted Consider IAS 39 (whether directly
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Issue Group’s work Related Groups
shares (less than control and significant or as hierarchy)
influence)
5.11 Biological assets (that is, living animals Consider IAS 41
and plants)
5.13 Extractive industries (except subsoil Monitor IASB OECD Canberra II
assets) Group
5.14 Subsoil assets Monitor IASB OECD Canberra II
Group
6.1 Recognition and derecognition of financial Consider IAS 39 WGII and IMF
instruments
6.3 Currency on issue/seigniorage Consider issues IMF
7.1(b) Prior period adjustment/back casting — Progress NXR ITC WGII
taxes
7.1(c)(ii) Prior period adjustments/back casting Consider IAS 8
— correction of errors
8.1(a) Format and presentation (including Consider presentation of GFSM IMF
classification) of the cash flow statement notion of “cash surplus/deficit” in
the Statement of Cash Flows
8.1(c) Format and presentation (including Consider a comprehensive IMF

classification) of the statement of financial
performance

statement of financial performance
that splits the comprehensive
result into two components that
align as far as possible with the
GFSM 2001 transactions/other
economic flows approach. In
addressing how all items should be
classified between transactions and
other economic flows, PSC has not
yet considered how certain items
should be accounted for (for
example, financial instruments and
employee benefits). These will be
considered in due course in the
context of IASB standards,
including IAS 39, IAS 19, IAS 41,
IAS 38.

Consider encouraging adoption of
COFOG for presentation purposes.

In relation to the issues
that have not yet been
addressed by PSC
(other than the
transactions/other
economic flows split),
it is relevant to note
that, as indicated
throughout this table,
other Groups are
considering various
aspects of the issues.

9.1 Terminology and definitions

Consider differences between

ISWGNA, IMF, WGIIL

GFSM 2001 and IPSASs and and OECD Canberra II
attempt to resolve Group
10.1 Uncollectible taxes — the tax gap Progress the NXR ITC
5.1 in broad category 10 Non cash flow Work with IMF to align guidance IMF
generating assets on the valuation of non cash
generating assets including
heritage assets
AEG/ISWGNA 1.1 The scope of the reporting entity and sector | Tests of control/boundary of the PSC and IASB
reporting (particularly GGS reporting) and public sector and GGS
accounting for controlled entities
3.2 Defence weapons SNA to be amended. Also amend
the paper re distinguishing
inventory from P,P&E
4.3 Employee stock options EDG Topic 1 IASB (IFRS 2), PSC
AEG Topic 2
5.5 Nonperforming loans EDG Topic 5 IASB IAS 39
5.6 Low interest and interest free loans Consider partitioning loans and PSC
comment on PSC NXR ITC
6.3 Currency on issue/seigniorage Develop a single definition
9.1 Terminology and definitions: Consider IPSASs PSC, and OECD
(a) assets; (b) current value; (g) materiality; (i) Canberra II Group for
net assets/net worth (b)
OECD Canberra II 3.1 Costs associated with R&D and intangible Topics 10, 25, 26 and 28 IASB re IAS 38
Group assets
3.1A Mineral exploration Topic 12 PSC and IASB
3.6 Public private partnerships including BOOT | Topic 24 IASB, PSC, WGII
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Issue Group’s work Related Groups

schemes

4.1A Decommissioning/ restoration costs Notion of “negative asset”

5 Measurement of assets and liabilities Measurement of non-financial PSC and IVSC
assets

5.13 Extractive industries (except subsoil Topic 12 IASB and PSC

assets)

5.14 Subsoil assets Topic 12 IASB and PSC

9.1 Terminology and definitions: Topic 11 ISWGNA

(b) current value

9.1 Terminology and definitions: Topic 11 PSC

(j) asset recognition criteria

5.15 in broad category 10 Depreciation vs.
consumption of fixed capital

Topic 29 — clarify that alternatives
to estimating capital consumption
using the perpetual inventory
method are acceptable. In
particular that GAAP depreciation
can be used when it is based on a
current valuation basis.

TFHPSA WGII 1.1 The scope of the reporting entity and sector | Topics 1 and 4
reporting (particularly GGS reporting) and
accounting for controlled entities
2.1 Outside equity interest Topci 1
2.3(a) Distributions payable to owners as Topic 1
holders of equity instruments
3.6 Public private partnerships including BOOT | Topic 4 IASB, PSC, OECD
schemes Canberra Il Group
4.1 Constructive obligations Topic 5
4.2 Tax effect accounting Topic 3 PSC and IASB
6.1 Recognition and derecognition of financial Topic 2 PSC and IMF
instruments
7.1(b) Prior period adjustment/back casting — Topic 3 PSC NXR ITC
taxes
9.1 terminology and definitions: (d) Topic 4; (e)&(f) Topic 3 PSC
(d) public sector for-profit entities; (e) negative | Work with PSC to align
tax revenue; (f) tax gap
10.1 Uncollectible taxes — the tax gap Topic 3
2.4 in category 10 Privatizations Topic 2
ESA95 1.1 The scope of the reporting entity and sector | Boundary of GGS IMF
reporting (particularly GGS reporting) and
accounting for controlled entities
IMF 1.1 The scope of the reporting entity and sector | Boundary of GGS ESA95
reporting (particularly GGS reporting) and
accounting for controlled entities
2.2 Calculation of net worth/measurement of Distinction between contribution PSC
equity and contributions from owners for from owners and revenue
commercial government operations
4.1 Constructive obligations Comment on PSC ITC on social PSC
policy obligations
5.6 Low interest and interest free loans Consider partitioning loans and PSC
comment on PSC NXR ITC
6.1 Recognition and derecognition of financial Consider IAS 39 derecognition PSC and WGIL
instruments criteria
Clarify requirements
6.3 Currency on issue/seigniorage Consider issues PSC
8.1(a) Format and presentation (including Consider not allowing disclosure PSC
classification) of the cash flow statement of notional cash flows relating to
finance leases effectively on the
face of the Statement of Cash
Flows
8.1(c) Format and presentation (including Depending on outcome of PSC PSC

classification) of the financial performance

deliberations, consider whether the
Statement of Government
Operations and the Statement of
Other Economic Flows should be
combined into one Statement, and
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Issue Group’s work Related Groups
consider whether the current
definitions of “transactions” and
“other economic flows” are
appropriate
9.1 Terminology and definitions: Work with PSC to align PSC
(h) class/category of assets
9.1 Terminology and definitions: Work with PSC to align PSC
(k) financial assets
3.5 in broad category 10 “Subscriptions” to Clarify that, depending on their
international organizations nature, “subscriptions” to
international nonmonetary
organizations could give rise to
expenses
5.1 in broad category 10 Non cash flow Work with PSC to align guidance PSC

generating assets

on the valuation of non cash
generating assets including
heritage assets

Reconciliation

2.1 Outside equity interest

2.2 Calculation of net worth/measurement of
equity and contributions from owners for
commercial government operations

2.3(b) Distributions receivable from controlled
entities

4.1A Decommissioning/ restoration costs

5.8 Investments in associates

7.1(c) Prior period adjustments/back casting

Possibly in certain circumstances
such as involuntary changes in
accounting policies and depending
on distinction between correction
of error and change of estimate
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