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Commenting on these Exposure Drafts

The Accounting Standards Board (the Board) seeks comment on the Exposure Drafts of the
proposed Conceptual Framework Update: Chapter 7, Measurement of Assets and Liabilities
in Financial Statements (ED 188) issued by the International Public Sector Accounting
Standards Board (IPSASB) as well as the proposed International Public Sector Accounting
Standard on Measurement (ED 189).

The comment received on the Exposure Drafts will be used to develop a comment letter to the
IPSASB. Comment should be submitted in writing so as to be received by 1 October 2021.
Email responses are preferred. Unless respondents to the Exposure Drafts specifically
request confidentiality, their comment is a matter of public record once the pronouncement
has been finalised by the IPSASB. Comment should be addressed to:

The Chief Executive Officer
Accounting Standards Board
P O Box 7001
Halfway House
1685
Fax: +2711 697 0666
E-mail Address: info@asb.co.za
Copyright © 2021 by the Accounting Standards Board

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system, or transmitted, in any form or by any means, electronic, mechanical,
photocopying, recording, or otherwise, without the prior permission of the Accounting
Standards Board. The approved text is published in the English language.

Permission to reproduce limited extracts from the publication will usually not be withheld
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Background to the project
Project history

The IPSASB issued its Conceptual Framework for General Purpose Financial Reporting by
Public Sector Entities in 2014. After completing the Conceptual Framework, the IPSASB
identified a need to align the measurement guidance in IPSAS with the principles in the
Conceptual Framework. This resulted in the measurement project being added to the
IPSASB’s work programme.

The measurement project commenced during 2017. The objectives of the project are to:

e amend existing IPSAS to revise requirements for measurement (initial and subsequent)
and measurement-related disclosures;

e provide additional guidance on the application of commonly used measurement bases, and
the circumstances under which they can be used; and

e address other measurement-related issues, including transaction costs.

The initial output of the project was a Consultation Paper on Measurement which was issued
during 2019. The Consultation Paper proposed the development of detailed guidance for the
widely used measurement bases for measuring assets and liabilities applied in IPSAS. The
IPSASB reached a preliminary view that four measurement bases require application
guidance - fair value, fulfilment value, historical cost and replacement cost.

Included in the proposed application guidance for the bases was guidance on how to
determine fair value. This was derived from IFRS 13 on Fair Value Measurement (IFRS 13)
which explained that fair value is determined applying the market approach, income approach
or cost approach. The cost approach used replacement cost, and was applied to the
measurement of non-monetary assets. The Consultation Paper also provided guidance on
how to determine replacement cost as a separate measurement basis.

There was support for the IPSASB to develop guidance on the historical cost, fulfilment value
and fair value measurement bases. Respondents supported aligning the definition of fair value
with that in IFRS 13 but also shared challenges in its application in the public sector. In
particular, they noted that it may not be appropriate to apply fair value when assets are not
held for their financial capacity. Furthermore, they questioned how replacement cost could be
used to determine fair value, but also as a measurement basis on its own. Respondents also
noted that fair value is not specifically described as a measurement basis in the Conceptual
Framework.
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Outputs of the measurement project

The IPSASB considered those responses and progressed the project by developing two
Exposure Drafts under the measurement project:

e ED 76 - Proposed Conceptual Framework Update: Chapter 7, Measurement of Assets and
Liabilities in Financial Statements (locally issued as ED 188); and

e ED 77 - Proposed International Public Sector Accounting Standard (IPSAS) on
Measurement (locally issued as ED 189).

As a result of the linkages with the measurement project, the IPSASB also issued two other
Exposure Drafts:

e ED 78 — Proposed IPSAS on Property, Plant and Equipment (locally issued as ED 190);
and

e ED 79 — Proposed IPSAS on Non-current Assets Held for Sale and Discontinued
Operations (locally issued as ED 191).

ED 78 proposes new guidance for reporting heritage and infrastructure assets, and aligns and
expands the measurement guidance on property, plant and equipment with the guidance
proposed in ED 77.

ED 79 proposes accounting guidance for non-current assets that are classified as held for
sale, and the presentation and disclosure for discontinued operations. The proposed IPSAS
is aligned with IFRS 5, Non-current Assets Classified as Held for Sale and Discontinued
Operations.

The diagram below illustrates the outputs of the measurement project, which are discussed in
detail below.

Diagram 1 — Outputs of the measurement project

Conceptual Framework, Measurement IPSAS, Measurement Other IPSAS

The Objective of Measurement Objective and Scope WHAT is the
measurement
basis?
Measurements Bases Measurements Bases WHICH

Measurement Hierarchy Definitions IPSAS 12, Inventories

Historical Cost Appendices IPSAS 16, Investment Property measurement

e I
Identffication Historical Cost HOW to bases should
be applied in

and
Cost of Fulfillment Concepts Current Operational Value SISRIEHE IPSAS 19, Provisions, measuring the

MESHIEMENE Contingent Liabilities and i
Fair Value Cost of Fulfillment basis? N econemic
Contingent Assets resource?

Current Operational Value

Basis for Conclusions Fair Value WHY apply the

Basis for Conclusions }— measurement
Pasesr IPSAS 42, Social Benefits

Source: IPSASB

Issued May 2021 4 Conceptual Framework Update
and Measurement



A

ACCOUNTING STANDARDS BOARD

ED 188 & 189

ED 76 on Conceptual Framework Update

Chapter 7 of the Conceptual Framework outlines 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.

ED 76 is an update to Chapter 7 of the Conceptual Framework for a limited number of issues.

Measurement hierarchy

ED 76 proposes a measurement hierarchy to clarify the three levels of the IPSAS subsequent
measurement framework by illustrating how different components of measurement interact.

Diagram 2: Measurement hierarchy

Subsequent Measurement

Current Value Model

Current Cost of o
Operational Value Fulfillment AifNaite

m Historical Cost Model

EEEEs HIStOrIC&!| Cost
Basis

Source: IPSASB

or
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¢ Measurement Models — Approaches to present assets or liabilities.

e Measurement Bases — Methods to present relevant and faithfully representative
information under the measurement model selected.

e Measurement Techniques — Methods to estimate the amount at which an asset or liability
is presented under the selected measurement basis.

A discussion of the measurement models and bases is included in ED 76, while ED 77
describes the measurement bases in more detail and discusses the techniques.

Measurement bases

ED 76 describes four measurement bases and evaluates the information they provide. To
address respondents’ concerns from the Consultation Paper, ED 76 introduces fair value and
a public sector specific measurement basis for assets primarily held for operational capacity
— i.e. current operational value. This replaces “replacement cost” in the Conceptual
Framework.
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ED 76 discusses these four measurement bases that are commonly applied in IPSAS.

o Historical Cost - 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.

e Cost of Fulfillment - The cost that the entity will incur in fulfiling the obligations
represented by the liability, assuming that it does so in the least costly manner.

o Current Operational Value - The value of an asset used to achieve the entity’s service
delivery objectives at the measurement date.

e Fair Value - 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 also proposes to remove from the Conceptual Framework those measurement
bases for assets and liabilities that are not included in ED 77 or used in other IPSAS.

ED 77 on Measurement

ED 77 defines the measurement bases and provides separate appendices that include
guidance on how the bases are applied in practice.

ED 77 also proposes additional guidance on several areas of measurement, including initial
measurement. It proposes that items should initially be measured at their transaction price,
unless transaction price does not faithfully represent the asset or liability. In such cases, the
deemed cost should be used.

Additional disclosure requirements are introduced for assets and liabilities measured using
the current value model. These requirements are dependent on the observability of inputs, in
particular more disclosures are expected when the observability of the inputs decrease.

Alternative Views

Some IPSASB members disagreed with the definition of current operational value and aspects
of the related requirements in ED 77. The alternative views of these members are presented
in ED 76 and ED 77.

Impact of the IPSASB’s work on the local environment

The Board aims to maintain convergence with IPSAS where these are relevant to the public
sector and consistent with the ASB’s mandate and strategic objectives. The measurement
project affects the Board’s Conceptual Framework as well as other Standards of GRAP. The
Board would need to consider the final guidance issued by the IPSASB on the measurement
of assets and liabilities for the local environment.

The IPSASB is expected to finalise the measurement project in the third quarter of 2022.
Given the timing of completion of the measurement project, the project was not identified as a
potential project in the ASB’s Work Programme for 2021 to 2023. However, the Board will
consult on work on measurement in the next work programme for 2024 to 2026.
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Commenting on the Exposure Drafts
Due process and timetable

The Board invites comment on the proposals set out in the Exposure Drafts from preparers,
users, auditors, standard-setters and other parties with an interest in public sector financial
reporting. Upon the closure of the comment period, the Board will consider the comment
received on the Exposure Drafts. The comment received will be used to formulate a comment
letter to the IPSASB.

Available materials

The IPSASB has developed an “At-a-Glance” document and webinar that outlines the high-
level principles and concepts of these Exposure Drafts. These can be accessed on the ASB’s
website along with the other materials for the concurrent Exposure Drafts.

Request for comment

Comment on the Exposure Drafts is invited by 1 October 2021. The Board requests that
respondents express an overall opinion on whether the Exposure Drafts, in general, are
supported and to supplement this opinion with detailed comment, whether supportive or
critical. Respondents are also invited to provide detailed comment identifying the specific
paragraphs to which it relates, explaining the issue and suggesting alternative wording, with
supporting reasoning, where appropriate.

There are specific matters for comment in the Exposure Drafts on which the IPSASB would
appreciate feedback. Respondents may choose to respond to all questions, or just a selected
few.

Specific matters for comment on the proposed Conceptual Framework
Update: Chapter 7, Measurement of Assets and Liabilities in Financial
Statements

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?

Issued May 2021 7 Conceptual Framework Update
and Measurement




A

ACCOUNTING STANDARDS BOARD

ED 188 & 189

Specific Matter for Comment 3:

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

If not, why not?
The Exposure Draft includes an Alternative View on current operational value.
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:

Noting that ED 77, Measurement, proposes the use of the cost approach and the market
approach as measurement technigues, do you agree with the proposed deletion of the
following measurement bases from the Conceptual Framework:

e Market value—for assets and liabilities; and
¢ Replacement cost—for assets?

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

The IPSASB considers that the retention of certain measurement bases that were in the 2014
Conceptual Framework is unnecessary. Do you agree with the proposed deletion of the
following measurement bases from the Conceptual Framework?

¢ Net selling price—for assets

e Cost of release—for liabilities

e Assumption price—for liabilities

If not, which would you retain and why?
Specific Matter for Comment 7:

Are there any other issues relating to Chapter 7: Measurement of Asset and Liabilities in
Financial Statements of the Conceptual Framework that you would like to highlight?
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and Measurement




A

ACCOUNTING STANDARDS BOARD

ED 188 & 189

Specific matters for comment on the proposed IPSAS on Measurement
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:

e 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

e Otherwise required or permitted by another IPSAS?

If not, please provide your reasons, stating clearly what principles are more appropriate, and
why.

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 more appropriate, and
why.

Specific Matter for Comment 3 - Appendix A (paragraphs 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 is appropriate for application by public sector
entities?

If not, please provide your reasons, stating what guidance should be added or removed, and
why.

Specific Matter for Comment 4 - Appendix A (paragraphs 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 current operational value is the value of an asset used to achieve the entity’s
service delivery objectives at the measurement date?

If not, please provide your reasons, stating clearly what principles more appropriate for the
public sector, and why.

The Exposure Draft includes an Alternative View on current operational value.
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Specific Matter for Comment 6 - Appendix B (paragraphs B1-B41):

Do you agree the proposed definition of current operational value and the accompanying
guidance is appropriate for public sector entities (Appendix B: Current Operational Value)?

If not, please provide your reasons, stating clearly what definition and guidance is more
appropriate, and why.

Specific Matter for Comment 7 - Appendix B (paragraphs B6-B7):

Do you agree the asset’s current operational value should assume that the notional
replacement will be situated in the same location as the existing asset is situated or used?

If not, please provide your reasons, stating clearly why the asset should be measured at a
different value.

Specific Matter for Comment 8 - (paragraphs B38-B39):

Do you agree the income approach is applicable to estimate the value of an asset measured
using the current operational value measurement basis?

If not, please provide your reasons, stating clearly why the income approach is not applicable
for measuring current operational value.

The Exposure Draft includes an Alternative View on current operational value.
Specific Matter for Comment 9 - Appendix C (paragraphs 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 is appropriate for application by public sector entities?

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 fulfillment has been aligned with existing principles in the Conceptual

Framework and throughout IPSAS (Appendix D: Cost of Fulfillment). Do you agree the
guidance is appropriate for application by public sector entities?

If not, please provide your reasons, stating what guidance should be added or removed, and
why.

Specific Matter for Comment 11:

Do you agree measurement disclosure requirements should be included in the IPSAS to which
the asset or liability pertains and not in ED 77, Measurement?

If not, please provide your reasons, stating clearly where the measurement disclosure
requirements should be included, and why.
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Specific Matter for Comment 12:

Are there any measurement disclosure requirements that apply across IPSAS that should be
included in ED 77, Measurement?

If yes, please provide your reasons, stating clearly what the disclosures are, and why.
Specific Matter for Comment 13:

Do you agree current value model disclosure requirements should be applied consistently
across IPSAS? For example, the same disclosure requirements should apply to inventory and
property, plant, and equipment when measured at fair value.

If not, please provide your reasons, stating clearly which IPSAS require more or fewer
measurement disclosures, and why.

Specific Matter for Comment 14:

Do you agree with the proposal disclosure requirements for items remeasured under the
current value model at each reporting date should be more detailed as compared to disclosure
requirements for items measured using the current value model at acquisition as proposed in
Appendix E: Amendments to Other IPSAS.

If not, please provide your reasons, stating clearly why disclosure requirements should be
consistent for recurring items and non-recurring items measured using the current value
model.

Specific Matter for Comment 15:

Do you agree fair value disclosure requirements should include requirements to disclose
inputs to the fair value hierarchy?

If not, please provide your reasons, stating clearly why disclosure requirements for inputs in
the fair value hierarchy are unnecessary.

General matters for comment

As with any other Exposure Draft, comment on any other matter contained in these Exposure
Drafts would also be welcomed. Comment is most helpful if reference is made to a specific
paragraph or group of paragraphs.
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