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1. Background

1.1 The TAG were presented with drafts of the following:

e Section 11 - Financial instruments,

e Section 21 - Provisions and contingencies,

e Section 22 - Liabilities and equity,

e Section 25 - Borrowing costs

e Section 26 - Share based payments

e Section 28 - Employee benefits

e  Section 29 - Income tax

e  Section 31 - Hyperinflation

e Section 32 - Events after the balance sheet date

1.2 Following discussions with the TAG it was decided that Section 22 - Liabilities and
equity would be deferred until ED3, to enable the responses to ED1 on equity to be
considered and factored into the proposed drafting.

1.3 It was agreed to make amendments to Section 11 - Financial instruments as outlined
in section 2 below and to consider if any further updates were required to Section 21
- Provisions and contingencies following the drafting of Section 23 - Revenue. It was
also proposed to share a draft of the Basis for Conclusions for these Sections.

2. Section 11 - Financial instruments

2.1 Section 11 has been modified to remove the references to grant prepayment assets
and grant payment liabilities. It was previously proposed that these were added into
Section 11 because the non-cash related grant prepayment assets and grant payment
liabilities that did not meet the definition of a financial instrument were not
specifically covered by this Section. TAG members felt that there was no need to add
specific references to these assets and liabilities in this Section and that existing
drafting was sufficient. The consensus view was that references to grant prepayment
assets and grant payment liabilities arising from the transfer of non-cash resources
were best made in Section 24A.
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Whilst this has been removed from the main text, disclosure requirements have been
retained in this Section along with illustrative examples for the Implementation
Guidance. An extract from Section 11 that shows the amendments made are
included in Annex A. The original full text can be found in TAG ED09-03.

Question 1: Having considered the revised drafting of Section 24A, are TAG members
content that the updates to Section 11 - Financial instruments meets the agreed
approach of only updating for editorial and alignment purposes?

3. Section 21 - Provisions and contingencies

3.1

3.2

The drafting of Section 23 - Revenue has been completed. As this largely follows the
approach in the /IFRS for SMEs Accounting Standard for both exchange and non-
exchange transactions, the existing drafting of Section 21 - Provisions and
contingencies, subject to the previous editorial and alignment adjustments, has not
been further amended.

The Implementation Guidance has been updated to provide examples that are more
relevant to an NPO. The example from the IFRS for SMEs Accounting Standard on
warranties has been removed and replace with an example relating to onerous grant
agreements. These are included in Annex B.

Question 2: Do TAG members agree that Section 21 - Provisions and contingencies
captures the requirements of the Sections that have been drafted?

Question 3: Do TAG members agree that the example on warranties should be removed
and that the proposed examples capture issues relevant to NPOs?

4. Section 26 - Share-based payments

4.1

4.2

There was an extensive discussion at the TAG meeting on 10" January regarding
Section 26 - Share-based payments. A number of TAG members were of the view that
this should be removed from INPAG as it was not likely to be relevant to NPOs and its
inclusion could cause confusion around the expectations of the role of equity for
those NPOs that have equity.

TAG members felt that in the unlikely scenario that an NPO has share-based
payments, INPAG could include references to other guidance, which could be the /FRS
for SMEs Accounting Standard. This would also serve to declutter the Guidance,
particularly given that new NPO specific content is being added.
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4.3 Having considered the views of TAG members it is proposed to retain a section on
share-based payments, but to significantly reduce it, making clear that share-based
payments are considered highly unlikely but should they occur, to look at the
equivalent section in the /FRS for SMES Accounting Standard. The revised Section is
included as Annex C.

Question 4: Do TAG members have any comments on the proposed approach to the drafting
of Section 26 - Share-based payments?

5. Basis for Conclusions

5.1 As with other Sections in INPAG, it is proposed that there is a Basis for Conclusions
that explains the rationale for the approach to the text taken. For a number of the
Sections there are no major points to raise other than to remind readers of the
Guidance that any changes are limited to editorial changes or to support alignment
with other Sections. To avoid repetition it is proposed to add an additional
paragraph to the Basis for Conclusions written for the Preface to cover this rationale
and to cross refer to this as appropriate.

52 For Section 26 - Share based payments and Section 28 - Employment benefits there are
some additional considerations specific to the nature of NPOs. These considerations
were discussed at the last TAG meeting and are described in the draft Basis for
Conclusions. Annex D contains the Basis for Conclusions.

Question 5: Do TAG members agree that a general paragraph relating to the non-
prioritised topics that appears in the Preface is the best way forward?

Question 6: Do TAG members agree with the rationale for removing employee share
based payments in Section 26?

Question 7: Do TAG members agree with the rationale for removing profit sharing and
the links to share based payments from Section 28?

6. Next steps

6.1 These Sections and the related Basis for Conclusions and Implementation Guidance
will be updated following the TAG discussions. An update will be provided as part of
the full draft of ED 2 that is currently planned to be circulated by 10 March 2023.

February 2023




A INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

Notice

The International Non-Profit Accounting Guidance contain copyright material of the IFRS®
Foundation (Foundation) in respect of which all rights are reserved.

Reproduced and distributed by the Chartered Institute of Public Finance and Accountancy
(CIPFA) with the permission of the Foundation. No rights granted to third parties other than as

permitted by the Terms of Use without the prior written permission of CIPFA and the
Foundation.

The International Non-Profit Accounting Guidance are issued by CIPFA and have not been
prepared or endorsed by the International Accounting Standards Board.

EE2FRS  EEESIFRS

for SMEs

The Foundation has trade marks registered around the world (Trade Marks) including ‘IAS®,
‘IASB®, ‘IFRIC®, ‘IFRS®, the IFRS® logo, ‘IFRS for SMEs®, IFRS for SMEs® logo, the ‘Hexagon Device’,
‘International Accounting Standards®, ‘International Financial Reporting Standards®, and ‘SIC®".
Further details of the Foundation's Trade Marks are available from the Licensor on request.


https://protect-eu.mimecast.com/s/i_l6CZw0KUGVnOFMskOm?domain=cipfa.org

INTERNATIONAL FINANCIAL REPORTING

NEOY N DDALCIT MDC AN CATIANIC
NON PROFIT ORGANISATIONS

Annex A

Extracts from Section 11 - Financial Instruments

Scope of this section

G111

Section 11 Financial Instruments deals with recognising, derecognising, measuring and
disclosing financial instruments (financial assets and financial liabilities). Part | of
Section 11 applies to basic financial instruments and is relevant to all NPOs. Part Il of
Section 11 applies to other, more complex financial instruments and transactions. If an
entity enters into only basic financial instrument transactions then Part Il of Section 11 is
not applicable. However, even NPOs with only basic financial instruments shall consider
the scope of Part Il of Section 11 to ensure they are exempt.

Part | of Section 11

Basic financial instruments
G11.7 An entity shall account for the following financial instruments as basic financial

instruments in accordance with Part | of Section 11:
(a) cash;
(b) a debt instrument (such as an account, note or loan receivable or payable) that meets
the conditions in paragraph G11.8 and/or paragraph G11.9;
(c) a commitment to receive a loan that:
(i) cannot be settled net in cash; and
(ii) when the commitment is executed, is expected to meet the conditions in
paragraph G11.8.
(d) an investment in non-convertible preference shares and non-puttable ordinary
shares ordinary shares or preference shares; and.
(e) issued financial guarantee contracts.

G11.8 A debtinstrument that satisfies all of the conditions in (a)-(d) shall be accounted for in

accordance with Part | of Section 11:
(a) returns to the holder (the lender/creditor) assessed in the currency in which the debt
instrument is denominated are either:
(i) a fixed amount;
(ii) a fixed rate of return over the life of the instrument;
(iii) a variable return that, throughout the life of the instrument, is equal to a
single referenced quoted or observable interest rate (such as SONIA); or
(iv) some combination of such fixed and variable rates, provided that both the
fixed and variable rates are positive (for example, an interest rate swap with a
positive fixed rate and negative variable rate would not meet this criterion).
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For fixed and variable rate interest returns, interest is calculated by multiplying the rate
for the applicable period by the principal amount outstanding during the period.
(b) there is no contractual provision that could, by its terms, result in the holder (the
lender/creditor) losing the principal amount or any interest attributable to the current
period or prior periods. The fact that a debt instrument is subordinated to other debt
instruments is not an example of such a contractual provision. A party may pay or
receive reasonable compensation on early termination of a contract and still meet this
condition.
(c) contractual provisions that permit or require the issuer (the borrower) to prepay a
debt instrument or permit or require the holder (the lender/creditor) to put it back to the
issuer (ie to demand repayment) before maturity are not contingent on future events
other than to protect:
(i) the holder against a change in the credit risk of the issuer or the instrument
(for example, defaults, credit downgrades or loan covenant violations) or a
change in control of the issuer; or
(i) the holder or issuer against changes in relevant taxation or law.
(d) there are no conditional returns or repayment provisions except for the variable rate
return described in (a) and prepayment provisions described in (c).

A debt instrument that does not meet all of the conditions in paragraph G11.8(a)-(d)
shall nevertheless be accounted for in accordance with Part | of Section 11 if the
contractual terms of the instrument give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding. A debt
instrument with contractual terms that introduce exposure to unrelated risks or
volatility—for example, changes in equity prices or commodity prices—is unlikely to meet
this requirement. For this assessment, ‘interest’ includes reasonable compensation for
the time value of money, credit risk, and other basic lending risks and costs—for
example, liquidity risk, administrative costs associated with holding the instrument and
lender’s profit margin—consistent with a basic lending arrangement.

G11.10 Examples of debt instruments that would normally satisfy the conditions in paragraph

G11.8(a)(iv) include:

(a) a bank loan that has a fixed interest rate for an initial period that then reverts to a
quoted or observable variable interest rate after that period; and

(b) a bank loan with interest payable at a quoted or observable variable interest rate plus
a fixed rate throughout the life of the loan, for example SONIA plus 200 basis points.

G11.11 An example of a debt instrument that would normally satisfy the conditions set out in

paragraph G11.8(b)-(c) would be a bank loan that permits the borrower to terminate the
arrangement early, even though the borrower may be required to pay a penalty to
compensate the bank for its costs of the borrower terminating the arrangement early.
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G11.12 Other examples of financial instruments that would normally satisfy the conditions in

paragraph G11.8 are:
(a) trade accounts and notes receivable and payable, and loans from banks or other third
parties.

(c)accounts payable in a foreign currency. However, any change in the account payable
because of a change in the exchange rate is recognised in surplus or deficit as required
by paragraph 30.10.

(d) loans to or from controlled entities or associates that are due on demand.

(e) a debt instrument that would become immediately receivable if the issuer defaults on
an interest or principal payment (such a provision does not violate the conditions in
paragraph G11.8).

Initial measurement

G11.16 When a financial asset or financial liability is recognised initially, unless-itisa-grant

prepaymentassetorgrantpaymentliability, an NPO shall measure it at the transaction
price (including transaction costs except in the initial measurement of financial assets
and liabilities that are subsequently measured at fair value through surplus or deficit)
unless the arrangement constitutes, in effect, a financing transaction for either the NPO
(for a financial liability) or the counterparty (for a financial asset) to the arrangement. An
arrangement constitutes a financing transaction if payment is deferred beyond normal
business terms, for example, providing interest-free credit to a buyer for the sale of
goods, or is financed at a rate of interest that is not a market rate, for example, an
interest-free or below market interest rate loan made to an employee. If the
arrangement constitutes a financing transaction, the NPO shall measure the financial
asset or financial liability at the present value of the future payments discounted at a
market rate of interest for a similar debt instrument as determined at initial recognition.

Subsequent measurement

G11.17 At the end of each reporting period, an NPO shall measure financial instruments as

follows, without any deduction for transaction costs the NPO may incur on sale or other
disposal:

(a) debt instruments that meet the conditions in paragraph G11.7(b) shall be measured
at amortised cost using the effective interest method. Paragraphs G11.19-G11.24
provide guidance on determining amortised cost using the effective interest method.
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Debt instruments that are classified as current assets or current liabilities shall be
measured at the undiscounted amount of the cash or other consideration expected to
be paid or received (ie net of impairment—see paragraphs G11.25-G11.42) unless the
arrangement constitutes, in effect, a financing transaction (see paragraph G11.16).
(b) commitments to receive a loan that meet the conditions in paragraph G11.7(c) shall
be measured at cost (which sometimes is nil) less impairment.
(c) investments in non-convertible preference shares and non-puttable ordinary or
preference shares shall be measured as follows (Section 12 provides guidance on fair
value):
(i) if the shares are publicly traded or their fair value can otherwise be measured
reliably without undue cost or effort, the investment shall be measured at fair
value with changes in fair value recognised in surplus or deficit; and
(i) all other such investments shall be measured at cost less impairment.
(d) issued financial guarantee contracts are measured at the higher of:
(i) the expected credit losses measured in accordance with paragraphs G11.32-
G11.42; and
(ii) the amount initially recognised, if any, amortised on a straightline basis over
the life of the guarantee.
Impairment or uncollectability must be assessed for financial assets in (a), (b) and (c)(ii).
Paragraphs G11.25-G11.42 provide guidance.

Amortised cost and effective interest method

G11.20 The amortised cost of a financial asset or financial liability at each reporting date is
the net of the following amounts:
(a) the amount at which the financial asset or financial liability is measured at initial
recognition;
(b) minus any repayments of the principal;
(c) plus or minus the cumulative amortisation using the effective interest method of any
difference between the amount at initial recognition and the maturity amount;
(d) minus, in the case of a financial asset, any reduction (directly or through the use of an
allowance account) for impairment or uncollectability.

Financial assets and financial liabilities that have no stated interest rate, that do not
relate to an arrangement that constitutes a financing transaction and that are classified
as current assets or current liabilities are initially measured at an undiscounted amount
in accordance with paragraph G11.16

aeeerdaneewmhw Consequently, (c) does not applyt oth

Disclosures

G11.49 The following disclosures make reference to disclosures for financial liabilities measured
at fair value through surplus or deficit. Entities that have only basic financial instruments
(and therefore do not apply Part Il of Section 11) will not have any financial liabilities
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measured at fair value through surplus or deficit and hence will not need to provide such
disclosures.

Disclosure of accounting policies for financial instruments

G11.50 In accordance with paragraph G8.5, an NPO shall disclose material accounting policy
information. Information about the measurement basis (or bases) for financial
instruments used in preparing the financial statements is expected to be material
accounting policy information.

Statement of Financial Position—categories of financial assets and financial liabilities

G11.52 An NPO shall disclose the carrying amounts of each of the following categories of
financial assets and financial liabilities at the reporting date, in total, either in the
Statement of Financial Position or in the notes:

(a) financial assets measured at fair value through surplus or deficit (paragraph
G11.18(c)(i) and paragraphs G11.65-G11.66);
(b) financial assets that are debt instruments measured at amortised cost (paragraph

G11.18(a));

(d) financial assets that are equity instruments measured at cost less impairment
(paragraph G11.18(c)(ii) and paragraphs G11.65-G11.66);

(e) financial liabilities measured at fair value through surplus or deficit (paragraphs
G11.65-G11.66);

(f) financial liabilities measured at amortised cost (paragraph G11.18(a)); and

(g) loan commitments measured at cost less impairment (paragraph G11.18(b)); and.
(h) issued financial guarantee contracts (paragraph G11.18(d)).

10
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Annex B

Implementation Guidance Section 21 - Provisions and Contingencies

IG21.1  Where an NPO has a present obligation that arises from a past obligating event, then it
may need to raise a provision. Provisions may be required for a number of reasons.
This includes the consequences of decisions made by an NPO that have not yet been
implemented, such as staff redundancies or onerous contracts.

IG21.2 An onerous contract is one in which the unavoidable costs of meeting the obligations
under the contract exceed the economic benefits expected to be received under it. The
unavoidable costs under a contract reflect the least net cost of exiting from the
contract, which is the lower of the cost of fulfilling it and any compensation or penalties
arising from failure to fulfil it.

IG21.3 Where an NPO has an onerous contract a provision will need to be made for the
unavoidable costs as outlined in IG21.1. Such contracts may exist where an NPO has a
grant agreement paid in a currency other than the NPO's functional currency and the
operation of currency movements over the period of the grant agreement require the
NPO to provide services that cost in excess of the amount payable under the grant
agreement. In such circumstances then a provision for an onerous contract will need to
be made.

lllustrative examples

All of the NPOs in the examples in-this-appendix have 31 December as their reporting date. In all
cases, it is assumed that a reliable estimate can be made of any outflows expected. In some
examples the circumstances described may have resulted in impairment of the assets; this aspect
is not dealt with in the examples. References to ‘best estimate’ are to the present value amount,
when the effect of the time value of money is material.

Example 1 Future operating losses
An NPO determines that it is probable that a segment of its operations will incur future operating
losses for several years.

There is no present obligation as a result of a past obligating event - there is no past event that
obliges the NPO to pay out resources.

Conclusion—the NPO does not recognise a provision for future operating losses. Expected future
losses do not meet the definition of a liability. The expectation of future operating losses may be
an indicator that one or more assets are impaired—see Section 27 Impairment of Assets.

11
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Example 2 Onerous contracts

An NPO may be contractually required under an operating lease to make payments to lease an
asset for which it no longer has any use.

There is a present obligation as a result of a past obligating event—the NPO is contractually
required to pay out resources for which it will not receive commensurate benefits.

Conclusion—if an NPO has a contract that is onerous, the NPO recognises and measures the
present obligation under the contract as a provision.

Example 3 Onerous grant agreement

An NPO may be contractually required under a grant agreement to construct 10 water wells for
local communities in a nominated jurisdiction. The funds for the construction costs will be
provided by the grantor based on the exchange rate at the date that the agreement was signed.
The exchange rate changes between the date of signing the agreement and the date of
commencement of the construction work, such that the amount in the local currency is no longer
sufficient to cover the costs of construction.

There is a present obligation as a result of a past obligating event—the NPO is contractually
required to pay out resources for which it will not receive commensurate benefits.

Conclusion—if an NPO has a contract that is onerous, the NPO recognises and measures the
present obligation under the contract as a provision.

12



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

13



21A.6

21A.7

21A.8

A INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

Example 4 Closure of a division—no implementation before end of reporting
period

On 12 December 20X0 the beard governing body of an NPO decided to close down its
operations in a specific geographic area a-division. Before the end of the reporting period
(31 December 20X0) the decision was not communicated to any of those affected and no
other steps were taken to implement the decision.

Present obligation as a result of a past obligating event—there has been no obligating
event, and so there is no obligation.

Conclusion—the NPO does not recognise a provision.

Example 5 Closure of a division—communication and implementation before end
of reporting period

On 12 December 20X0 the beoard governing body of an NPO decided to close its
operations in a specific geographic area a-division-making-a-particular-product. On 20
December 20X0 a detailed plan for closing the division operations was agreed by the
beard governing body, letters were sent to service beneficiaries warning them te-seekan
alternative source-of supply that services would cease and they should seek alternatives

and redundancy notices were sent to the staff of the divisien operations.

Present obligation as a result of a past obligating event—the obligating event is the
communication of the decision to the service beneficiaries and employees, which gives
rise to a constructive obligation from that date, because it creates a valid expectation that
the division operations will be closed.

An outflow of resources embodying economic benefits in settlement—probable.

Conclusion—the NPO recognises a provision at 31 December 20X0 for the best estimate
of the costs that would be incurred to close the division-operations.

Example 6 Staff retraining as a result of changes in the-income tax-system
regulation

The government introduces changes to the income-tax-system regulation of NPOs. As a
result of those changes, an NPO in-the financial servicessector will need to retrain a large
proportion of its administrative—and-sales workforce in order to ensure continued
compliance with tax regulations. At the end of the reporting period, no retraining of staff
has taken place.

Present obligation as a result of a past obligating event—the tax-law regulatory change
does not impose an obligation on an NPO to do any retraining. An obligating event for
recognising a provision (the retraining itself) has not taken place.

Conclusion—the NPO does not recognise a provision.

14
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Example 7 A court case

A service beneficiary has sued NPO X, seeking damages for injury the service beneficiary
allegedly sustained from using a service provided by NPO X. NPO X disputes liability on
grounds that the service beneficiary did not declare required information relating to the
provision of the services. Up to the date the beard governing body authorised the financial
statements for the year to 31 December 20X1 for issue, the NPO'’s lawyers advise that it is
probable that the NPO will not be found liable. However, when the NPO prepares the
financial statements for the year to 31 December 20X2, its lawyers advise that, owing to
developments in the case, it is now probable that the NPO will be found liable:

(a)

(b)

at 31 December 20X1

Present obligation as a result of a past obligating event—on the basis of the
evidence available when the financial statements were approved, there is no
obligation as a result of past events.

Conclusion—no provision is recognised. The matter is disclosed as a contingent
liability unless the probability of any outflow is regarded as remote.

at 31 December 20X2

Present obligation as a result of a past obligating event—on the basis of the
evidence available, there is a present obligation. The obligating event is the
provision of services to the service beneficiary.

An outflow of resources embodying economic benefits in settlement—probable.

Conclusion—a provision is recognised at the best estimate of the amount to
settle the obligation, and the expense is recognised in surplus or deficit. It is not
a correction of an error in 20X1 because, on the basis of the evidence available
when the 20X1 financial statements were approved, a provision should not have
been recognised at that time.

15
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Annex C

Section 26 - Share-based payments

Scope of this section

G26.1

G26.2

G26.3

G26.4

G26.5

This Section specifies the guidance to be used in the accounting for all share-based
payment transactions including those that are equity or cash-settled or those in which
the terms of the arrangement provide a choice of whether the NPO settles the transaction
in cash (or other assets) or by issuing equity instruments.

NPOs are not expected to have share-based payments. The broad characteristics of an
NPO require it to be working for public benefit and not to generate returns for equity
holders. While equity may exist in some NPOs, the role of equity is therefore expected to
differ from private sector organisations. The existence of share-based payments may
raise questions as to whether an entity is an NPO.

The existence of share-based payments is considered to be so rare that guidance is not
included as part of INPAG.

In the very exceptional circumstances where an NPO has share-based payments it is
required to follow Section 26 of the IFRS for SMEs Accounting Standard.

payments may be relevant to an NPO that:

(@) receives goods or services when another entity in the same NPO controlled group
(or a shareholder of any group such entity) has the obligation to settle the share-
based payment transaction; or

(b) has an obligation to settle a share-based payment transaction when another
entity in the same NPO controlled group receives the goods or services

unless the transaction is clearly for a purpose other than the payment for goods or
services supplied to the entity receiving them.

G26.6

This-Section-does Share based payments not apply to transactions in which an entity
acquires goods as part of the net assets acquired in:

(a) a business combination as defined in Section 19 Business Combinations and
Gooawill;

16
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(b) a combination of entities or businesses under common control as described in
paragraph 19.2; or

() the contribution of a business on the formation of a jointly controlled entity as
defined in Section 15 Joint Arrangements.

The cancellation, replacement or other modification of share-based payment
arrangements because of a business combination or other equity restructuring shall be

accounted for in accordance with this Section.

17



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

18



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

19



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

20



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

21



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

22



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

23



NN INTERNATIONAL FINANCIAL REPORTING
FOR NON PROFIT ORGANISATIONS

24



INTERNATIONAL FINANCIAL REPORTING
" EFOR NON PROFIT ORGANISATIONS

Annex D

Basis for Conclusions

Preface (consequential amendment)

BCP.xx

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. A list of 10 topics was prioritised for inclusion,
with the remained to be updated only for terminology changes, alignment with other
Sections or consequential changes arising from amendments to the other Sections. This
Basis for Conclusions identifies which Sections have not been fully reviewed and the
extent to which they have been updated.

Section 11 - Financial instruments

BC11.1

BC11.2

BC11.3

BC11.4

BC11.5

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Financial instruments was not included as a
prioritised topic.

There were no significant issues arising from the review of this Section. Other than
terminology, changes made reflect alignment with other INPAG Sections.

With the changes made to the scope of the financial statements in INPAG compared to
the /IFRS for SMEs Accounting Standard, particularly regarding the location of fair value
adjustments, Section 11 has been updated to provide guidance on where these should
appear. The proposed change reflects the intent on how the Statement of Income and
Expenses and the Statement of Changes in Net Assets are used.

It is proposed to retain the general requirements of the /FRS for SMEs Accounting
Standard, in terms of which items appear in other comprehensive income until such
time as this Section is fully reviewed. INPAG therefore proposes that in subsequently
measuring a financial instrument, generally changes in the fair value are required to be
recognised through surplus or deficit.

With regard to hedging instruments in Part 2 of Section 11, in line with BC11.3, the
Section has been updated to require that changes in the fair value of hedging
instruments are recognised in the Statement of Changes in Net Assets until the
instrument is discontinued. At this point any gains or losses are reclassified to surplus
or deficit. This proposal reflects discussions by the TAG on which items appear in which
financial statement.

25
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Consideration was given to whether additional guidance on grant prepayment assets
and grant payment liabilities defined in Section 24A Expenditure on grants, donations and
similar transfers was needed in this Section. The TAG was of the view that the guidance
in Section 11 was sufficient and that there was no need for additional guidance here.
It's advice was to keep the guidance in Section 24A. Section 11 does therefore not refer
to grant prepayment assets or grant payment liabilities except with respect to
disclosure requirements, where Section 11 clarifies that where these exist, they should
be disclosed separately.

Examples included in the Implementation Guidance have been expanded to cover
financial instruments that might arise from grant payment transactions. ]

Section 21 - Provisions and contingencies

BC21.1

BC21.2

BC21.3

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Provisions and contingencies was not included as
a prioritised topic. No major editorial changes are proposed for provisions and
contingencies, with minor changes to terminology.

Consideration has been given to whether changes are required as a consequence of the
development of additional guidance on grants and donations. To date no
consequential amendments have been identified.

Whilst no changes are proposed to the core text the illustrative examples have been
amended to be more relevant to NPOs.

Section 25 - Borrowing costs

BC25.1

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Borrowing costs was not included as a prioritised
topic. No major editorial changes are proposed for borrowing costs, with minor
changes to terminology.

Section 26 - Share based payments

BC26.1

The IFR4NPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Share based payments was not included as a
prioritised topic.
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In reviewing the /FRS for SMEs Accounting Standard Section on this topic there were a
number of additional considerations in relation to share based payments. Section 26
on share based payment specifies the accounting for all share-based payment
transactions. This includes arrangements with employees where the future provision
of shares in the entity is part of their remuneration package. It also provides for shares
to be used for the payment to other external parties including vendors. The
considerations in relation to this topic stemmed from the expected characteristics of
NPOs and as a result the likely types of share based payments that might exist.

As described in the basis for conclusions to Section 2, it has been considered possible
but unlikely that an NPO will have equity claims and even more unlikely that it has
traded shares with commercial value. Where such equity does exist then some
guidance could be beneficial.

Given the characteristics of an NPO it would not be expected that share-based
payments form a part of employee remuneration. It was proposed that this Section be
amended to remove references to employees, including share appreciation rights and
share options. Clarifications on the application of the guidance to employees should
this be necessary could then be included in the application guidance.

An approach that removes references to employees would also require some further
consequential adjustments to reflect the role of equity for NPOs. This would in
particular affect paragraphs relating to vesting and ‘vesting conditions’

Given the level of likelihood that an NPO has shares and that these shares are used to
make share-based payments, there is a key question as to whether this Section is
needed. In discussions with the TAG, the view was that there is not clear evidence that a
section on share based payments it need as this not likely to be necessary for NPOs.
The TAG were of the view that including a section on share based payments could
cause confusion given the stated characteristics of NPOs and the expected role of

equity.

The TAG considered whether INPAG should include a Section on share based payment
and suggested that as they are likely to be incredibly rare that rather than a section
providing detailed guidance that is unlikely to be used that INPAG defaults to
alternative guidance.

As a consequence this section has been significantly reduced to provide cross

references to other guidance only. A questions will be raised in the Exposure Draft
about the need for more extensive guidance on this topic.
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Section 28 - Employee benefits

BC28.1

BC28.2

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Employee benefits was not included as a
prioritised topic.

In reviewing the /FRS for SMEs Accounting Standard Section on this topic there were a
number of additional considerations in relation to employment benefits. These
considerations mostly stemmed from the expected characteristics of NPOs and as a
result the likely types of remuneration arrangements that might exist with employees.

Scope of the Section

BC28.3

In the Basis for Conclusions for Section 26 - Share based payments it is proposed that
this Section no longer reference employees as the nature of NPOs is such that
employees are unlikely to participate in remuneration arrangements that involve
shares. References to share based payments have been therefore been removed
Section 28 of INPAG.

Short term employee benefits

BC28.4

The characteristics of an NPO require that any surpluses (profits) are used to further
the objectives of the NPO and are to be used for the benefit of service beneficiaries.
For this reason, all references to profit sharing arrangements are also proposed to be
removed from Section 28 of INPAG. References to bonuses have been retained as this
might be part of a remuneration structure, but not profit sharing.

Post-employment benefits

BC28.5

BC28.6

BC28.7

Section 28 includes guidance on post-employment benefits and the accounting for
defined benefit pension schemes. The IFRS for SMEs Accounting Standard allows a policy
choice for in-year changes to the amounts to be recognised for defined benefit pension
schemes. In the IFRS for SMEs Accounting Standard these changes can be included in
either the profit or loss or in other comprehensive income.

Earlier discussions with the TAG highlighted the desire for simplicity by some users of
NPO financial statements. The TAG discussed the possibility of removing an accounting
policy choice and requiring actuarial changes from the revaluation of defined benefit
pension schemes to be presented in the Statement of Changes in Net Assets, to achieve
this desire for simplicity.

The TAG were, however, of the view that removing a policy choice was effectively
introducing a rebuttable presumption. With the expectation that few NPOs will have
defined benefit pension schemes and those that do may have more complex
stakeholders requirements the TAG were of the view that it was appropriate to
maintain the policy choice.
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As a consequence the draft INPAG allows a choice between changes being recognised
in the Statement of Income and Expenses or Statement of Changes in Net Assets.

Paragraph G28.37 refers to group arrangements and the possibility that other entities
are following other GAAP. This paragraph has been amended to require that the
allocation of employee benefit expense can only be made if the controlling NPO is
following INPAG. This change has been made as the paragraph is written for a
controlling NP and it if follows that this treatment is allowed only if the NPO is following
INPAG.

Section 29 - Income tax

BC29.1

BC29.2

BC29.3

BC29.4

BC29.5

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Income tax was not included as a prioritised topic.
The updates to Section 29 Income Tax are largely to make them NPO specific with
consequential changes to terminology.

In the /FRS for SMEs Accounting Standard in the context of income tax refers to taxable
profits and losses. The term ‘taxable profits and losses’ is the term that is commonly
used by tax offices that cover all organisations in the economy. Elsewhere in INPAG
references to profit and losses have been amended to surplus and deficit. Asthisis a
tax regulation term rather than an accounting term it was proposed to retain the term
unchanged. This was discussed with the TAG and fully supported.

Paragraph 29.3 of the IFRS for SMEs Accounting Standard scopes out Section 24
Government Grants. With the proposal that Section 24 is removed and that the
accounting for government grants is dealt with as part of a comprehensive section on
revenue, this reference has been removed from Section 29 of INPAG.

The purpose of this paragraph is to specifically address timing differences. Additional
guidance on timing differences arising from revenue may be appropriate, as well as
additional guidance on gifts in-kind and services in-kind. It is therefore proposed that
additional text is developed (either core guidance or application guidance) as a
consequential change as the drafting of the guidance on revenue is developed. No
specific issues relating to government grants and income tax have as yet been
identified

As INPAG allows for some items of income and expense arising from fair value

adjustments to go through the Statement of Changes in Net Assets, INPAG has been
amended to allow for a tax expense to be recognised in the Statement of Changes in
Net Assets, consistent with the text requiring that the tax expense appears alongside
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the related transaction. If it becomes clear that a tax expense is unlikely to arise in
relation to these transactions, this amendment will be removed.

Section 31 - Hyperinflation

BC31.1

BC31.2

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Hyperinflation was not included as a prioritised
topic.

No major editorial changes are proposed for hyperinflation, with minor changes to
terminology and to align with other Sections. The main changes are to reflect the
structure of the balance sheet proposed for NPOs in INPAG and the names and scope
of the financial statements as they relate to income and expenses.

Section 32 - Events after the balance sheet date

BC32.1

BC32.2

The IFRANPO Consultation Paper proposed that only prioritised topics would be fully
reviewed for the first issue of INPAG. Events after the balance sheet date was not
included as a prioritised topic.

There were no significant issues arising from the review of this Section. Other than
terminology, changes reflect alignment with other INPAG Sections. Key changes to note
are:

a) the sources of bankruptcy have been expanded to include ‘grant provider'. This
reflects the importance of grant providers to the business model for an NPO
and that the bankruptcy of a grant provide could have flow on effects for an
NPO;

b) ‘trade’ has been deleted against ‘trade receivable’ consistent with Section 4.

c) references to profit sharing have been removed consistent with the
amendments made to Section 28.

d) references to dividends as this is not expected to be a feature of NPOs who are
not operating for returns. Amendments to the draft text allow for the
possibility of an NPO making a distribution to holders of equity claims. This is
expected to be extremely rare and will be reviewed to take account of feedback
on equity requested as part of Exposure Draft 1 (ED1).

e) an amendment has been made to reflect that it is not an entity's owners that
has the power to amend the financial statements after issue, but there may be
‘others’ who have this type of power. This is to reflect that ownership is not a
key driver of how an NPO operates.
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