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INSEARCHOFTHEBESTAPPROACHFORALL STAKEHOLDERS

BILL COX, BDO CANADA

FINANCE & BUDGETING

This is an important year for government not-for-profit organizations. A wide range of these organiza-
tions, including hospitals, colleges and some universities, certain Crown corporations and agencies, and
others, are now required to adopt public sector accounting standards, replacing those in Part V of the
Handbook–Accounting published by the Canadian Institute of Chartered Accountants (CICA). Ac-
counting standards are playing an increasingly important role in bringing consistency, comparability,
and clarity to financial statements and reports. Yet, one of the new standards is generating conflict and
confusion instead. These disagreements may lead to the implementation and prevalence of region-
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specific accounting standards, an outcome that is diametrically an-
tithetical to the concept of generally accepted accounting princi-
ples, and one which should be avoided. Consequently, governments
and accounting bodies are challenged to find practical solutions
amid controversy in order to achieve the best possible results for all
stakeholders.

I. ACCELERATED CHANGES TO ACCOUNTING
STANDARDS

Not-for-profit organizations are expected to report consistently and
clearly on their financial position and performance. Canada’s Ac-
counting Standards Board (AcSB) is responsible for standards for
private sector not-for-profit organizations, which are set out in the
CICA Handbook. The Handbook constitutes the principal source
of Canadian Generally Accepted Accounting Principles (GAAP).
The Public Sector Accounting Board (PSAB) is responsible for stan-
dards for not-for-profit organizations controlled by government,
including local governments, provincial and territorial govern-
ments, and the federal government. In order to support compar-
isons between similar entities and among all not-for-profit
organizations, PSAB directs government not-for-profit organiza-
tions to adhere to similar standards, those included in the CICA
Public Sector Accounting Handbook.

In recent years, the volume of revisions to accounting standards
has increased substantially in response to globalization and
changes in business practices. Canada has adopted International
Financial Reporting Standards (IFRS) for use by publicly account-
able enterprises and government business enterprises, but retains
Canada-specific standards for private enterprises, not-for-profit or-
ganizations, pension plans, and public sector accounting. All sec-
tors, however, are impacted by what happens on the global stage.

Thus, tweaking and, in some cases, significant revisions to ac-
counting standards have been required.

In response to the need for changes specific to government not-for-
profit organizations, the AcSB restructured the CICA Handbook–
Accounting. The accounting standards followed by government
not-for-profit organizations have been replaced by public sector ac-
counting standards, effective for years beginning on or after Janu-
ary 1, 2012. Some jurisdictions, such as British Columbia, adopted
these standards earlier. The new standards include an option for
government not-for-profit organizations to continue to use the
Handboook standards intended for not-for-profit organizations
categorized under ‘4200 series’ of the CICA Public Sector Ac-
counting Handbook. Complicating matters, however, some juris-
dictions, including British Columbia, have directed entities under
their control not to use the ‘4200 series’ and, instead, to use all of
the other sections of the CICA Public Sector Accounting Handbook.

II. THE STANDARD SETTING PROCESS
One of the unique factors in the development of public sector stan-
dards as compared with other accounting standards are the stake-
holders: the federal government, the provincial and territorial
governments, and 5,600 municipalities. For the most part, adop-
tion of the new standards has proceeded without major objections
from most of these stakeholders—with the exception of certain
provinces regarding the standard for government transfers.

The new PSAB standard “Government Transfers”, effective for
years beginning on or after April 1, 2012, has had three rounds of
public input (exposure drafts) over a seven-year period. In fact,
PSAB went back to the drawing board twice in order to try to ad-
dress concerns about its application. It is one of most controversial
standards in PSAB history—possibly because it is so far-reaching,
potentially impacting almost every government not-for-profit or-
ganization.

III. ORIGINS OF THE NEW GOVERNMENT
TRANSFERS STANDARD

The origins of the government transfers standard arose about a
decade ago, back when some governments were running surpluses.
On March 31, at the end of each fiscal year, the federal government
sometimes transferred surplus funds to the provinces. On occasion,
the provinces would then transfer these funds to their not-for-profit
institutions, such as hospitals and universities. In turn, these insti-
tutions would defer and recognize these funds in revenue in the fol-
lowing fiscal year when there was an opportunity to spend them.
Whereas the provinces may have welcomed the flexibility of treat-
ing funds received in a surplus year differently from those received
in a deficit year, this was not an ideal situation from an accounting
perspective.

Thus, PSAB determined that rules were required to address incon-
sistencies regarding the treatment of these transfers. Essentially,
the new government transfer standard requires a transferring gov-
ernment to recognize a transfer out of funds or assets as an expense
when the transfer has been authorized and the recipient has met

It is one of most controversial standards in PSAB history, possibly because it
is so far-reaching, potentially impacting almost every government not-for-
profit organization.“ ”

BRITISH COLUMBIA: ENTITIES UNDER THE PROVINCE'S CONTROL WILL NOT USE THE 4200 SERIES OF
STANDARDS.
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all eligibility criteria. The situation for a receiving government is
similar, recognizing the transfer as revenue when the transfer is au-
thorized and the eligibility criteria are met. The receiving govern-
ment has one additional consideration: if the transferring
agreement (a grant) contains a stipulation that (alone or in con-
junction with the recipient’s actions and communications) creates
a liability, then the revenue is deferred until the liability is satis-
fied. PSAB has definitive rules as to what constitutes a liability.
There must be no discretion to avoid, there must be a future out-
flow of economic benefits to settle, and the liability must be the re-
sult of past transactions and events.

In a typical grant for operating purposes, the situation is reason-
ably clear cut. In most circumstances, the transferor government
records the grant as an expense in the year made and the recipient
government records it as revenue in that same year. The situation
becomes less clear with grants for capital purposes. Organizations
in a government reporting entity that used to follow not-for-profit
accounting rules (such as hospitals, colleges, and universities) are
used to deferring capital grants and amortizing them to income
over the life of the asset. With the application of the government
transfers standard, however, the ‘defer and amortize’ approach is
not allowed unless the entity has adopted the 4200 series of stan-
dards. The PSA Handbook incorporates former sections 4400 to
4470 (the 4400 series) of the CICA Handbook–Accounting as sec-
tions PS 4200 to PS 4270 (the 4200 series).

Therefore, if the province of Manitoba, for example, gives $50 mil-
lion to one of its universities to construct a new building, and the
grant does not contain stipulations that create a liability, then the
university must take the full $50 million into income, without ex-
penses, under the new government transfers standard because cap-
ital assets are written off over the life of the asset. This creates a

major gain in that year. In subsequent years, the amortization ex-
penses of the building are written off, which, in theory, could cre-
ate losses going forward. These swings in results—from large
surpluses in one year to losses in others—have historically been the
type of situations that governments wanted to avoid. However,
trends in accounting standards worldwide, including those of
PSAB, are generating more volatility in results.

IV. TRANSITIONAL RULES ARE IN PLACE
As mentioned above, to help with the transition to the new stan-
dards, PSAB added the Public Sector 4200 series of standards to
enable government not-for-profit organizations to continue their
current accounting practices. Therefore, under the new rules, ef-
fective January 1, 2012, these organizations have the option of
using (in place of part V of the CICA Handbook–Accounting) ei-
ther the CICA Public Sector Accounting Handbook (PSA Hand-
book) with the Public Sector 4200 series of standards, or the
Handbook without the Public Sector 4200 series of standards. For
transactions not specifically addressed by the PS 4200 series of
standards, government not-for-profit organizations are required to
apply the relevant PSA Handbook standard.

A number of the provinces have decided they do not want their gov-
ernment not-for-profit organizations that form part of their re-
porting entity to use the 4200 series. In fact, several provinces have
even taken the unusual step of legislating accounting rules. For ex-
ample, some provinces require their not-for-profit institutions to
continue the ‘defer and amortize’ practice for accounting for gov-
ernment transfers related to capital items. British Columbia and
Ontario have legislated regulations that apply to some or all of their
institutions in this regard. In Alberta, the Provincial Controller has
issued a directive to accomplish the same goal. Other provinces are
considering following suit.

There should be no place for region-specific standards.“ ”

MEETING GRANT REQUIREMENTS TYPICALLY INVOLVES DEMONSTRATING AN INSTITUTION’S FINANCIAL STRENGTH. AN AUDIT OPINION INDICATING THAT A UNIVERSITY’S FINANCIAL STATEMENTS ARE NOT PREPARED ON
THE CORRECT BASIS OF ACCOUNTING COULD RAISE CONCERNS AMONG GRANT MAKERS AND IMPACT THEIR PERCEPTIONS OF THE INSTITUTION’S FINANCES.
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Unfortunately, using special standards in different regions directly
contradicts the concept of generally accepted accounting standards.
The entire premise of generally accepted accounting standards is
to facilitate “apples to apples” comparisons and to ensure that sim-
ilar transactions are recorded the same way by different organiza-
tions. There should be no place for region-specific standards. When
different standards are applied, the users of financial statements
and reports for these institutions experience certain disadvantages.
The following examples will demonstrate this assertion and outline
some of these drawbacks.

CHALLENGES FOR TAXPAYERS
Taxpayers and other users of financial statements of government
not-for-profit organizations expect clear, comprehensive informa-
tion about the financial position and performance of these
institutions. When performance comparability between institutions
is not possible because they use different accounting frameworks,
a taxpayer is unable to compare the finances of not-for-profit
entities in one province to those of another. If someone wishes to
compare health services spending among hospitals in British
Columbia with those in Manitoba, for example, the legislated basis
of accounting used in BC would prevent comparisons on the same
basis. The citizen cannot compare how his/her tax dollars are spent
locally with those spent at the provincial level when accounting
standards differ.

CHALLENGES FOR ACCOUNTANTS AND AUDITORS
From the Auditor General to government auditors and accountants
in public practice, all accountants and auditors strive for consistent
results. Accountants preparing the information want to show the
financial position of the organization and how resources were used.
The inconsistencies in the application of accounting standards,
however, make this impossible.

Similarly, auditors have to report on results when auditing this in-
formation. When it is prepared on a basis that differs from gener-
ally accepted accounting policies, the auditor must explain this in
the audit report. If the auditor believes that mandated accounting
policies are not consistent with generally accepted accounting poli-
cies and, instead, are a ‘special purpose framework’, then wording
must be included in the audit report that the financial statements
may not be suitable for a user other than government. Yet finan-
cial statements are also intended for taxpayers. This would be con-
fusing for readers because introducing legislation for the
application of accounting rules facilitates confusion rather than
consistency.

CHALLENGES FOR GOVERNMENT NOT-FOR-PROFIT
ORGANIZATIONS
Differences among accounting standards for government not-for-
profit organizations may also lead to complications for the entities
themselves. For example, consider a situation in which debt car-
ried by such an organization contains a covenant that financial
statements must be prepared using GAAP. The use of a legislated
framework that would differ from GAAP could breach this covenant
and send the debt into default. In order to avoid this, the organiza-

tion might have to prepare one set of financial statements on the
legislated basis and another complete set of financial statements
on a basis that is acceptable to lenders. Clearly, this is a nonsensi-
cal administrative burden.

There is another potentially challenging situation: consider how in-
stitutions, such as universities and hospitals, often compete for
grants from funders across the country and worldwide. Meeting
grant requirements typically involves demonstrating an institu-
tion’s financial strength. An audit opinion indicating that a univer-
sity’s financial statements are not prepared on the correct basis of
accounting could raise concerns among grant makers and impact
their perceptions of the institution’s finances.

V. SEEKING A RESOLUTION TO THE USE OF
DIFFERING STANDARDS

Interestingly, despite some initial concerns related to the compre-
hensiveness of the PSAB standards (particularly as they related to
accounting for capital assets and liabilities), Canada’s 5,600 mu-
nicipalities and most provinces and territories have generally em-
braced the new accounting standards and are already beginning to
experience positive results from the applications of consistent rules.
For example, more complete and meaningful accounting for capi-
tal assets has helped bring clarity to the magnitude of the saving
that must be made in order to replace aging infrastructure.

On the other hand, differing standards ultimately cause more prob-
lems than they resolve. Legislation of accounting interpretations
contradicts the concept of GAAP, which are a hallmark of account-
ing in the developed world. Whereas consistent standards allow for
open and transparent reporting and comparisons, legislating stan-
dards enables political agendas to influence financial reporting. Fi-
nancial reporting should be free from any type of political
interference. The numbers should speak for themselves.

All stakeholders need to work together to preserve consistency in
standards and reporting, and to keep those standards made in
Canada in order to reflect the nuances of Canadian government fi-
nances. We cannot go wrong when we focus together on what will
achieve the best results for all stakeholders.

BILL COX, CA, is a partner at BDO, providing audit and assur-
ance services to governments, not-for-profit organizations, finan-
cial institutions and private businesses. He is also a member of
the AcSB/PSAB joint not-for-profit task force. You can reach Bill
at 604-443-4716 or bcox@bdo.ca. For more information, visit
www.bdo.ca.

“An audit opinion indicating that a university’s financial statements are not
prepared on the correct basis of accounting could raise concerns among grant
makers.”
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