United Nations

Corporate Guidance

for

International Public Sector Accounting
Standards

Provisions and Contingent liabilities

8 June 2013
Final Draft




Final Draft

Corporate Guidance to Support the Adoption of
International Public Sector Accounting Standards
(IPSAS) by the United Nations

This material was prepared jointly by:

PricewaterhouseCoopers LLP
300 Madison Avenue
New York, N.Y. 10017

and

The United Nations IPSAS Implementation Team
United Nations HQ
New York, N.Y. 10017

This material is the property of the United Nations

Copyright © 2013 by the United Nations. All world-wide rights reserved

Confidential information for the sole benefit and use of PwC’s Client 1



Final Draft

Corporate Guidance # 7 — Provisions and (contingehtiabilities (IPSAS 19)

This corporate guidance will cover the followingpims with respect to provisions and (contingent)
liabilities:

» Guidance for recognition and measurement of promsiand contingent liabilities in the United
Nations:see captions and 6;

* Guidance on recognition of constructive obligatiovnthat are steps taken to deal with constructive
obligations in peacekeeping missions? What areilplesscenarios of constructive obligations?
Template to identify constructive obligations in |8¢e caption 5.1,

* How to recognise a provision or contingent liakilit following cases:

Litigation and legal claimssee caption 10.1;

Third party claimssee caption 10.2;

Restoration costs and other contractual obligatises caption 10.3;
Restructuring costsee caption 10.4;

Death and disability claimsee caption 10.5;

Claims under defacto lease arrangemense&; caption 10.6;

Claims submitted to United Nations Compensation @@sion;see caption 10.7;
Insurance claims (covered in employee benefit papee caption 10.8;
Guarantees and warrantiege caption 10.9.

O O0OO0OO0OO0OO0OO0OO0OO0

* Guidance on accounting and identification of adpestit of provisions and movements from
contingent liabilities to provisions. Template &xord the movements and adjustmesés caption
7,

« Guidance on presentation and disclosure requiremehprovisions and contingent liabilities in
financial statements of UN Secretariat entiteese captions 8 and 9.

* De facto leasesefer to situations where no formal agreementsehagen signed between the parties
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1 Introduction

The objective of this paper is to provide guidalmcewhen to recognise provisions in the statement of
financial position or disclose contingent liab@gi and contingent assets, how to measure suclkesrdand
which disclosures are necessary for these itemgtdthis is the clarification of how provisiondfeér from
other liabilities, such as payables and accruatsuthh the level of uncertainty associated with eadabs of
liability.

In the course of its operations and activities tlgteout the world, the United Nations Secretariatnjted
Nations”) will take actions which will invariablyesult in future payments or outflows of resources.

Under IPSAS, such actions and events may requer&thted Nations to recognise provisions in additio
the more traditional liabilities recognised duritige course of a financial year, even where “obioyes’
may have not been raised under UNSAS. Provisiopeapas short and/or long-term liabilities on the
statement of financial position and are defined“legbilities of uncertain timing or amount”. Where
provisions are not recognised, disclosures reggrcimtingent liabilities may still be required.

For example, the United Nations may be involved legal case as a result of its past activitieschvinay
result in a payment of damages to a third partyerEW the case is not settled by the year-end,ay ime
necessary for the United Nations to “provide” fartieipated damages in its financial statementg i§i
probable (more than 50% probability) that the Ushiddations will have to make a payment and a rediabl
estimate can be made. If it is less probable tiptyanent will be made, a contingent liability mayl seed

to be disclosed in the notes to the financial statas.

The likelihood or probability of outflows occurrinig therefore a key factor in determining whether a
provision should be recognised, or whether a nstglabure as a contingent liability is instead rsseey. In
addition, recognition of a provision will also depkeon whether the actions of the United Nationsehad

to an “obligation” to pay future costs — this mayt mlways be a legal obligation, but can also idelgases
where past behaviour and precedents create a footige” obligation for the United Nations to pagsts.

Specifically, the United Nations should recognispravision when all of the following three key erita
have been met:

a) The United Nations has_a present obligation (leg&onstructive) as a result of a past event;

b) It is probable that an outflow of resources embogyeconomic benefits or service potential will be
required to settle the obligatioand

c) A reliable estimate can be made of the amountebtiligation.

These criteria are examined in more detail in sadibelow, however it is important to note that in man
cases the criteria will need to be applied withfggsional judgement dependent on the overall snbstaf
actions and events — not all cases will have anddiate, definitive answer and expert advice may be
required, such as the input of the Office of Le@fhirs (“OLA”). Under IPSAS, it is therefore likglthat
increased communication and collaboration will eguired between finance teams and experts sudteas t
OLA.

The flowing decision tree may be used to assidtendecision making process:
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Flowchart — Decision tree for recognition of provans or disclosure of contingent liabilities
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Other typical examples where provisions may needbéo considered include future clean up and
decontamination costs, refurbishing of buildingstla end of leases, restructuring plans, and oserou

contracts.

There are some notable exclusions to the scopP®A% 19, where other standards take precedence and
which are therefore outside the scope of this QatecGuidance paper. These include but are nateldho:

» Employee benefits (apart from restructuring) —Geeporate Guidance #8 — Employee Benefits;
» Executory contracts (apart from onerous executomtracts) (see definitions, e.g. operating lease

contracts); and

» Other topics where specific IPSASs deal with speqifrovisions’ guidance (e.g. Construction

contracts, etc).

Note: “Provisions” for doubtful debts are also outsideetscope of this Corporate Guidance.
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2 Definitions
2.1 IPSAS

Provisions and contingent liabilities

A liability is apresent obligationof the United Nations arising from past events, $bttlement of which is
expected to result in an outflow from the Unitedtibias of resources embodying economic benefits or
service potential.

Payablesare liabilities to pay for goods or services that have been redeor supplied, and have been
invoiced or formally agreed with the supplier.

Accruals areliabilitie s to pay for goods or services that have beenwedear supplied, but have not been
paid, invoiced, or formally agreed with the suppliemcluding amounts due to employees (for example,
amounts relating to accrued vacation pay). Althoiilgh sometimes necessary to estimate the amaunt o
timing of accruals, the uncertainty is generallycmiess than for provisions.

A provision is aliability of uncertain timing or amount.

An obligating eventis an event that creates a legal or constructbi@ation that results in the United
Nations having no realistic alternative to settlihgt obligation.

A legal obligationis an obligation that derives from:

a) A contract (through its explicit or implicit terms)
b) Legislation; or
c) Other operation of law.

A constructive obligationis an obligation that derives the United Natioastions where:

a) By an established pattern of past practice, pubtispolicies, or a sufficiently specific current
statement, the United Nations has indicated torqibgies that it will accept certain responsikaht
and

b) As a result, the United Nations has created a \&{kctation on the part of those other parties tha
it will discharge those responsibilities.

A contingent liability is
a) apossible obligation that arises from past eventd,v@hose existence will be confirmed only by the
occurrence or non-occurrence of one or more unodrture events not wholly within the control of
the United Nationspr

b) a present obligation that arises from past evénitsis not recognized because:

i. It is not probable that an outflow of resources edying economic benefits or service
potential will be required to settle the obligation

Confidential information for the sole benefit and use of PwC’s Client 8
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ii.  The amount of the obligation cannot be measurel sufficient reliability.
Executory contracts (e.g. an operating lease contraet)e contracts under which neither party has
performed any of its obligations, or both partiessédn partially performed their obligations to an &qu
extent.
An onerous contractis a contract for the exchange of assets or serwcavhich the unavoidable costs of
meeting the obligations under the contract exchedetonomic benefits or service potential expetidae
received under it.
A restructuring is a program that is planned and controlled by rgameent, and materially changes either:

(a) The scope of the United Nations’ activities; or
(b) The manner in which those activities are cdraat.

Assets and contingent assets

An assetis a resource controlled by the United Nationsagssult of past events and from which future
economic benefits or service potential are expetididw to the United Nations.

A contingent assetis a possible asset that arises from past evantsywhose existence will be confirmed
only by the occurrence or non-occurrence of onenore uncertain future events not wholly within the
control of the United Nations.

2.2 UNSAS

Note —UNSAS definitions are shown for illustrative pusps, however for IPSAS accounting, the IPSAS
definitions above should be used.

Obligations are amounts of orders placed, contracts awardadjces received and other transactions
which involve a charge against the resources ottieent financial period under UNSAS and which igou
require payment during the same or a future firenmeriod.

Unliquidated obligations (“ULQ”s) are obligations which remain unpaid.

2.3 Note on the term “obligation”

The term“obligation” is a key component in the recognition of provisiam other liabilities under IPSAS,
and should not be confused with the same term udtESAS. Not all “obligations” defined under IPSAS
will meet the definition of an “obligation” underNEAS.
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For example, under IPSAS the United Nations maylalegal or constructive “obligation” to restohe t
site of a Peacekeeping base to its original canditit the end of an operation, even though an UNSAS
“obligation” may not yet have been raised for thé@pated costs.

It is critical to understand this difference whemsidering the activities of the United Nations entPSAS,
as additional “obligations” may be present und&AB that are not recorded as UNSAS “obligations”.

Equally, an UNSAS obligation may be raised for t&@mi to be paid in the future where the United Netio
does not yet have a legal or constructive obligatm pay under IPSAS. For example, the United Matio
may raise an UNSAS “obligation” in December 20X8 dorestructuring programme which will be planned
and announced in June 20X4. At 31 December 20X83Utited Nations will therefore not have a “legat”
“constructive” obligation to carry out the restrughg under IPSAS and hence no provision will be
recognised. Further details regarding “restructyirmay be found in section 10.4 below.

3 Differentiation between payables, accruals, provisins and contingent liabilities

The classification of liabilities between provisgyraccruals and payables will depend on the degfee
certainty of the timing or amount of the futuretleshent of an obligation. As per the definitionssection2
above, payables have the greatest degree of dgrtagithey are based on invoices received, or eviieal
amounts have been agreed with suppliers. For thosds and services received but not yet invoiced, o
formally agreed, accruals are recognised withiroants payable. Accruals may therefore be considased
similar to provisions, as final amounts may notéget been agreed.

The key difference between accruals and provisimveever is the degree of certainty of timing or amto
of the outflow. Although it is sometimes necesstyestimate the amount or timing of accruals, the
uncertainty is generally much less than for prarisi

Confidential information for the sole benefit and use of PwC’s Client 10



Final Draft

Diagram - Progression from contingent liabilities to payables
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Accruals and payables are presented together widoounts payable” on the statement of financial
position, whereas provisions are presented separate

The term contingent liability is used for liabigs that do not meet the recognition criteria (sssi@n 5
below). Such a distinction is very important_astoayent liabilities are not recognised as lial#iiin the
statement of financial position, but disclosedha hotes to the financial statements.

4  Opening statement of financial position — practicatonsiderations

It should be noted the opening statement of firnposition should include provisions that reflect
conditions that existed at the date of transit@tRSAS besides other accruals and payables rexmym
the opening statement of financial position. Sudvisions should be based on the information wihvels
available at the date of transition to IPSAS; highisshould not be used.

5 Recognition

As noted in the introduction, there are three legpgnition criteria for provisions:

a) The United Nations has_a present obligation (legalonstructive) as a result of a past event;

b) It is probable that an outflow of resources embondy@conomic benefits or service potential will be
required to settle the obligatioand

c) Areliable estimate can be made of the amountebtiligation.
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In order for a provision to be recognisadl,of these conditions must be satisfied. In somes;asis easy to

determine this, however in others, significant jichgnt may be required by United Nations staff ahd,
necessary, independent external advisors. Thigogeutill examine each of these criteria in turndan
provide examples of how they can be consideredagptied in the context of the United Nations.

5.1 Present obligation from a past event

In order to recognise a provision, the United Nagionust have Begal or constructive obligationwhich
results from an event in the past — in other watlis,United Nations must have done something it
for which it is now responsible for.

For this reason, any provision should relate tofitii@ncial position of the United Nations at thedesf the
financial year, and not its possible position ie foture. Costs that need to be incurred to coatidaoited
Nations ongoing activities in the future should hetprovided for. Provisions are therefore onlyggased
for obligations resulting from past events existingependently from the United Nations’ future ans. In
other words, if the United Nations ceased operatmmthe last day of the financial year, it wouitl seed
to pay the costs provided for, independent of rifagtivities.

The obligation thus effectively represents the Sad for an outflow of resources from the UnitedtiNas.
Obligations may be eithéegal or constructive in nature. Whilst legal obligations may be easieidentify
through contractual or legal terms, constructivéigaltions may be more difficult to determine andyma
require a more judgemental assessment.

Finally, it should be noted that provisions shoott be raised for future losses or deficits ocagrrirom
future operations. These do not meet the definibbra liability, as in these cases there is no Spra
obligation” from a “past event”.

Future operating losses however may indicate tingt asset used in the relevant operations may be
impaired. In this case, an impairment review magdn® be considered as discussed in Corporate eda
#3 — Impairment of Property, Plant and Equipment.

Note: As noted in section 2.3 above, the term “obligaitiaander IPSAS should not be confused with
“obligations” under UNSAS.

5.1.1 Legal obligations

Legal obligations will derive from a contract, Isgition or another operation of law. In essencereths a
document signed by the United Nations, governethisy which holds the United Nations responsible for
certain actions undertaken.

For example, the United Nations may sign a leasa fauilding in which the building is to be resti® its
original condition at the end of the lease (e.qy. l@asehold improvements made by the United Natmuast
be removed). In this case, the United Nations Hagal obligation to “make good” the building thgiuthe
clause in the lease relating to restoration.

Confidential information for the sole benefit and use of PwC’s Client 12
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Example — Pollution of Peacekeeping bases

The United Nations has two Peacekeeping missiongpieration, one located in Southern Lebanhon
(UNIFIL) and the other in Italy (Brindisi depotn the bases for both, the storage of military eangipt and
general use of the base over time has led to emvieatal contamination of the site and surroundneg.a

In Lebanon, there is no relevant or applicable mmmental legislation covering the damage in qoest
Conversely, the Brindisi base falls under Europébmon environmental legislation where the United
Nations can be fined for polluting and ordered &y plean-up costs. Both positions are confirmedelggl
advice received from the OLA.

Brindisi base:

For the pollution caused at Brindisi, there is @acllegal obligation for the United Nations to clegp the
pollution, and possibly pay a fine, through theuiegments of the EU legislation. This is supportieeugh
the legal advice received.

Lebanon base:

In the case of the Lebanon base pollution, no smslironmental legislation exists and as such tier®
legal obligation for the United Nations to clean tne pollution (as supported through the legal eely
obtained).

Note — these are simplified cases and the precise detatrom of a legal obligation will depend on the
specific legislation. Legal advice is recommenddtene it is unclear whether the United Nations has a
legal obligation.

In some cases, legislation in a country may chawfereby the United Nations may incur a legal @ilan
where one did not previously exist. Using the abexample regarding decontamination costs, a cheange
environmental legislation in a certain country nmagke it obligatory for the United Nations to cleam
each munitions storage site after use, where irpése this was not legally required. In such caadegal
obligation is created at the point in which theidégion came into force, or when the legislatisivirtually
certain to be enacted as drafted.

It may be difficult in some cases to determine Wkethe United Nations has a legal obligation,ipalarly
in lawsuits against the United Nations where a fdrjmdgement has not been made by the court intignes
by the date of the preparation of the financialesteents. In such examples, the OLA should be ctetbul
and external independent experts where approprittessist in judging whether a legal obligatiosts
for the purposes of preparing the financial stateisne

Note: discretion should be used when employing the sesvof experts to avoid incurring unnecessary
costs and time — experts will not be needed inyewase of a provision and judgement should be tsed
determine whether the potential complexity and ealiithe provision require such advice.
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5.1.2 Constructive obligations

In addition tolegal obligations the United Nations may have an obligation eveenatihere is no “legal”
basis for the obligation. Instead, an obligationl varise from the_past pattern of behaviour of, or
communication from, the United Nations which raisedid expectations with the counterparty that the
United Nations will accept and discharge the relatesponsibilities. This is known as aohstructive
obligation”. The essence of a constructive obligation isllinged Nations’ commitment to a third party.

For instance, the United Nations may have a pasirdeof dismantling temporary buildings at the efic
mission and thus the United Nations will have astattive obligation if the countries have_a valid
expectation that the United Nations will decondtthese properties. This expectation will usuakydased
upon the behaviour of the United Nations in simdawations in the past, or through communicatiorsle
by the United Nations in relation to the “event” guestion (e.g. through a press statement or hdualis
policy on the United Nations website).

As noted above, the existence of a constructivegatibn may not be straight-forward in some cases a
will require professional judgement in terms of Wiex past behaviour or certain communications have
raised a valid expectation with the counterparst the United Nations will discharge its resporigibs.

The United Nations may, for example, establishetdéht expectations in different territories relgtifor
similar types of actions; voluntary decontaminatadinPeacekeeping bases may be commonplace in urban
areas but not in remote rural regions. Such histeehaviour is key in determining whether a cortsive
obligation arises.

One further example of a constructive obligatiothis case of a restructuring, where a plan may baea
agreed by United Nations management and commudi¢atéhe staff concerned. Even though the United
Nations may not yet have signed a contractual ageee directly with any member of staff to leave the
United Nations, the staff will have a valid expdicta that the plan will be implemented, and as sineh
United Nations will have a “constructive obligatiotowards the employee. Equally, a constructive
obligation will not exist if the plan has not beemmmunicated to the impacted employees or stagetieo
end of the financial year.

Owing to their potential impact upon financial staents, restructuring plans are addressed expliaitl
IPSAS 19, and further details regarding accourfiinghe plans may be found in section 10.4 below.
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Example — Pollution of Peacekeeping base

The United Nations has a Peacekeeping mission - M&0BD (formerly MONUC) - located near Kinsha
Democratic Republic of Congo (DRC), where the gjeraf military equipment and general use of theek
over time has led to environmental contaminatiothefsite and surrounding area.

There is no relevant or applicable environmentgislation covering the damage in question and gall
obligation to pay for the decontamination of the.sihe United Nations has however paid for the pasts

of decontamination of previous MONUC and MONUSCQdsaas part of its commitment to minimising|i

environmental impact in the region detailed inatsvironmental policy published on the United Nasi
website.

The United Nations must now review the contamimatibthe end of the year to determine whetherstan
constructive obligation at the end of the finangwédr to decontaminate the site.

Given that the United Nations has a track recordemfontaminating MONUC and MONUSCO sites (0
and above local legislative requirements), and thate is a_published decontamination policy uptsr
website, it is reasonable to assume that_the Cesgahuthorities would have a valid expectation the
United Nations would pay for the decontaminationhaf Kinshasa site at the end of the mission.

The United Nations therefore has a “constructivikgabion” to decontaminate the site, as a resuk plst
event (the contamination of the land) and shoukkra provision for the anticipated decontaminatost if
the other provision criteria are met. The provisgirould be recognised as the pollution occurs aeg
anticipated costs of decontamination develop.

a

ver

Example — Dismantling of temporary offices

The United Nations has two bases for overseas omissh Port-au-Prince (Haiti) and in Monrovia (Lilag
where it has constructed a number of temporargeffiuildings on land owned by the local Governm
There is no legal obligation in either country isrdantle these buildings (either under the local ¢é& any
contractual arrangements).

There are however different precedents set by thagetd Nations in the two locations regarding
dismantling of buildings constructed. In Haiti, thieal Government has in the past successfully esigal
that the United Nations leaves the buildings atethé of the missions for use by the local poputatio

Conversely, the United Nations has in the past dighad buildings in Liberia so that the areas iesfion
can be developed by private investors.

The United Nations needs to consider whether it &asonstructive obligation to dismantle exist
buildings in each country. This should be considdrem the point at which the building is origina
constructed and reassessed annually.

Buildings in Port-au-Prince (Haiti)

the
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In Haiti, the United Nations does not have not haw®onstructive obligation to dismantle the offidelsas
built, as the Government does not have a valid @atien that the buildings will be dismantled. Tisg
because the United Nations has not dismantled ibgddin the past in the country. A provision foet
dismantling of the building should therefore notrbeognised.

Buildings in Monrovia (Liberia)

In Monrovia, the United Nations does have a cowsire obligation to dismantle the buildings, asptst
practice of dismantling buildings has raised adrakpectation with the Liberian Government that aaw
temporary buildings will be dismantled in the fiduihe United Nations therefore has a “presengabbn
as a result of a past event” and should raise aigon for the anticipated dismantling cost if thther
provision criteria are met. The provision should®eognised at the point of construction of thddings as
it is at this point that the United Nations knowattit has an obligation to dismantle in the future

Example — Evacuation of staff

A United Nations office is located in an area whigstexperiencing significant social disturbancesmiid-

h

December 20X4, the security situation quickly derates. On 23 December 20X4 the United Natipns

office receives notice from the United Nations Diyp@nt of Safety and Security (UNDSS) to stay aed
get ready for an emergency evacuation plan in sasarity situation continues to get worse. In caseh
evacuation notice is officially released, interonatl staff and contractors are to be evacuated dratedy
and no more than 3 weeks from the notice date.

On 25 Dec 20X4, the UNDSS officially notifies UrdteNations office to start the evacuation. H
information was available relating to the numberstff, their dependants, and contractors whomeédir]
Nations needed to evacuate. At the date of notifinathe costs related to the evacuation werenaséid at
$2,400,000.

At 31 December 20X4, only initial evacuation stéasl been taken, with costs incurred of $100,00@.
full evacuation was completed on 12 January 20X5ticg the United Nations a total of $2,500,000

associated expenses (including the $100,000 imtumr@0X4). These costs are captured after 31 Dbeem

20X4 but before the date of preparation of the 2@iXdncial statements.

Accounting in year-end 31 December 20X4:

At 31 December 20X4, no provision should be recegmhinor contingent liability disclosed for the feeen
evacuation costs. This is because the United Natioes not have a present obligation resulting fgrast
event, as the evacuation “event” has not yet oedurEven though an evacuation plan was in place
announced to the office in question, this doesquatify as a “restructuring” (as per Section 10elolw),
but is instead considered as a future operating Eapenses should only be recognized for the &ctss
incurred in relation to the evacuation in 20X4.(thee $100,000 incurred).

The following accounting entries should be mad2UiX4 to recognize these expenses:
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Dr. Expenses (evacuation)

Cr. Accounts payable / cash

$ 100,000

Accounting in year-end 31 December 20X5:

In 20X5, the United Nations should recognize aneese for the remaining costs incurred in 20X5 @.¢

2,400,000).

$ 100,000

The following accounting entries should be mad20KX5 to recognize these expenses:

Dr. Expenses (evacuation)

Cr. Accounts payable / cash

$ 2,400,000

$ 2,400,000

D
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Flowchart — Decision tree to assist the determimatiof legal and constructive obligations

Input from legal

department Judgement

Activity required

s the activity governed by:
a) A contract;
b) Legislation; or
c) Other operation of law.

Does the UN have a legal
obligation as at the reporting
date?

Legal obligation

Has the United Nations
undertaken similar
activities in the past?

Is the past activity
sufficiently comparable to
the current activity?

Was there an outflow in
the comparable activity?

Is there a clear UN
communication or policy
on the activity ?

as a valid expectation
been set with the
counterparty?

No

Yes

No constructive
obligation

judgement based on the individual facts and cirdantes of the case in question.

A A
Possible
constructive
i obligation 7

Note — the above flowchart should be used as a stapioigt for guidance to inform the overall thoug
process for considering legal and constructive gditions. Precise classification will be a matter
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5.2 Probable outflow of resources embodying economiefiEs or service potential

The second recognition criterion is that there #&hdee a_probable outflow of resources embodying
economic benefits or service potential to settéeothligation. This means that in order fopaovision to be
recognised, it should be more probable than natthieaoutflow of resources will occur. Whilst IPSAISes
not specify a precise numerical threshold, thigeserally accepted as having a probability of grettan
50% of occurring.

Should the probability of the outflow be less prollea acontingent liability should be disclosed in the
notes to the financial statements by the Unitedddat (but not recognised in the statement of fire@nc
position). If the probability is considere@dmote (i.e. highly unlikely), no entries or disclosurgsould be
made (see example in section 5.4 below).

Again, in some cases the probability of an outfimay be relatively straight-forward to determiner, &m
onerous lease it is probable that the United Natigncontractually (and therefore legally) comnditte
future outflows. The condition for probable outfl@vresources is therefore met.

In many cases, however, the probability of theloutfof resources may not be clear-cut, and mayetbes
require an element of judgement to determine. Legaés are good examples of this, where the casgs m
be in early stages, and it can be unclear whetteetJhited Nations will be found liable or not. Weadhe
probability is not clear, the United Nations shquidhere possible, make use of independent expsuth (
as OLA) to assist the determination of the prolighbdf the outflow. In many cases, such experts alzo
assist with the determination of the other recagnitriteria for provisions at the same time (idether
obligations exist and whether costs can be measetibly). For legal cases, the relevant lawyérsutd

be consulted, whilst for environmental contaminatian environmental consultant may be required.

Where_several similar obligations exist (e.g. conga¢ion claims from inhabitants of a village imgatcby
a Peacekeeping mission), the probability of outflmay be determined by considering the class of the
obligation as a whole.

5.3 Reliable estimate

Finally, a reliable estimate of the value of theigdtion is necessary in order to recognise a [@iowi In
most cases, the United Nations should be able terrdeéne a range of possible values and thus form a
reliable estimate. The use of accounting estimmteketermine the value of the obligation is peredtand
encouraged where precise values are not availgbl¢her details concerning the use of estimates Ineay
found in section 6.1 below, where the measuremiepitavisions is examined.

In the very_rare cases where an obligation caneotehably measured, a contingent liability shoblkel
disclosed.

5.4 Contingent liabilities

As noted abovecontingent liabilities are (a) gpossible obligation that arises from past eventgbd a
present obligation that arises from past eventeravloutflow of resources is not probable or whéee t
amount of the obligation cannot be measured withicgent reliability.
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Contingent liabilities should not be recognised by the United Nationss Teans that no entries should be
made in the statements of financial position ofgrerance, cash flow statement or statement of ckmiy
net assets for contingent liabilities. This is icat, as the uncertainty of one or more compondnt o
contingent liabilities means that no impact on ie¢ liabilities of the United Nations should be aguoised
for such items.

Instead, a contingent liability should only be #tised in the notes to the financial statement$in with
the disclosures set out in section 9 below.

It should be noted however that circumstances ni@nge such that a contingent liability may meet the
recognition criteria for provisions in later pergod=resh consideration of the criteria should tioeecbe
given at the_end of each reporting period in otti@t any new events are taken into account each yea
Section 7 belowprovides further details regarding changes in [ziowis.

Contingent liabilities may also be disclosed inesawhere the United Nations_is jointly and sevgrigible
for an obligation. The amount disclosed as a cgetin liability would be the component of the obtiga
that is to be settled by other parties, with a @iown recognised for the component that the UniNetions
must settle (if this meets the provision recognitioiteria).

Examples of contingent liabilities include legakea or environmental contamination where thereaseem
than a remote chance that the United Nations wallfound liable, but where the likelihood is not
“probable”.

Note —contingent liabilities are only disclosed whergrsficant; the United Nations should not disclose
every possible item that meets the above critéiid,instead use judgement to determine which irdéion
would be of significant importance to the usertheffinancial statements (i.e. material by valuenature).

Example — Legal case for serious road traffic inedt in Nairobi, Kenya

In September 20X1, a United Nations lorry carryexglosives and personnel collides with a government
school bus in the centre of Nairobi, Kenya, onigg/ to the OAH in the city. There are several ilgsrand
fatalities in both vehicles.

In December 20X1, the families of children travadliin the school bus who were involved in the ieaid
take the United Nations to court for fixed damaged the case is in progress at the 31 December.28X1
this point in time, the legal advice provided by fOLA is that the driver of school bus was negltgamd
that there is a low (but not remote) probabilitgttthe United Nations will be found liable for tbeash and
therefore damages. A reliable estimate of the pisilecosts of damages can be made.

[%2]

In May 20X2, the court rules in favour of the UnitRations and all charges are dropped. No paynast
made by the United Nations for damages and nodurttaims are expected. The financial year endLi
December.

)
w

Assessment at 31 December 20X1:

Based on the legal advice received from OLAoatingent liability should be disclosed in the financjal
statements for the potential damages payable fr@ridgal case, but narovision recognised. Althougt
one of the recognition criteria for provisions hbbsen met based on the amount sued for (re%able

—

measurement), the probability of the outflow ofo@Ees embodying economic benefits or service piaden
is unlikely (i.e. less than 50%) as it is likelyaththe court will rule in favour of the United Naris and
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based on the legal advice there is no legal obdigats a result of past events. However, thereoierthan g
remote possibility of an outflow and therefore thsare of a contingent liability is appropriate.

Assessment at 31 December 20X2:

No contingent liability will be disclosed or proigs recognised at 31 December 20X2 as the casbdwas
concluded and charges dropped. There is only a nempte chance of further charges being raised| and
therefore no entries should be made for this case.

5.5 Contingent assets

As noted abovesontingent assetsare possible assets that arise from past evardswhose existence will
be confirmed only by the occurrence or non-occureenf one or more uncertain future events not wholl
within the control of the United Nations.

Contingent assetshould not be recognised by the United Nationss Hhcritical, as the uncertainty of one
or more component of contingent assets means thimpact on the net assets of the United Natioosilsh
be recognised for such items.

Instead, a contingent asset should only be disdlos¢he notes to the financial statements, in Vi the
disclosures set out in section 9 belownelow. However, the point at which the United Nation®dd
disclose aontingent assein the financial statements is different to the @ which acontingent liability
is disclosed.

Contingent assetsare only disclosed when it is “more probable thati that economic benefits or service
potential will flow to the United Nations. An asseill only be recognised when the inflow of economi
benefits or service potential to the United Natiamsvirtually certain”. No disclosure is requirefithe
inflow is not “probable”.

Examples of contingent assets include legal caseshvare likely to conclude in payment of compeiosat

to the United Nations, or claims to land wheresitrnore probable than not that the United Natiorikhei
able to gain title to the land. For a contingergeago be disclosed there is usually_an elementvwibbe
outside of the United Nations’ control which pretgeithe recognition of an asset on the statement of
financial position.

As with contingent liabilities, circumstances withange and therefore contingent assets should be
continually reassessed at the end of each repopw@npd in order to determine the correct accogntin
treatment for the reporting period in question.

Note —contingent assets are only disclosed where sgamfi the United Nations should not disclose every
possible item that meets the above criteria, bsiteiad use judgement to determine which informatiounld
be of significant importance to the users of thariicial statements (i.e. material by value or najur
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Example — Legal case for serious road traffic inedt in Nairobi, Kenya

Using the above example, in September 20X1 a Unitatlons lorry carrying explosives and personnel

collides with a government school bus in the ceofr8lairobi, Kenya, on its way to the OAH in theyci
There are several injuries and fatalities in boghigles and in addition, the explosives contairmedhie
lorries are irreparably damaged.

In November 20X1, the United Nations takes the Kenysovernment to court for compensation
damages relating to the fatalities and injuriesiltesy from the incident and the damaged inventory.

At 31 December 20X1, the case is ongoing. Followegal advice from OLA, it is understood that it
more likely than not that the Kenyan Governmentoftigh its employee) will be found liable for caugihe
incident and that compensation is likely to be [gao the United Nations for the staff fatalitiaed
injuries.

However, the OLA estimates that it is unlikely titfae¢ United Nations will be able to recover costgf the
Kenyan Government for the damage to the Unitedddatlorry and the inventory.

After prolonged legal proceedings, in November 2@X& court rules in favour of the United Nations &d
of the charges, including the fatalities and injatgim and also the damage to the lorry and thentory.
The court orders the Kenyan Government to pay $3000 to the United Nations to settle the entirgec
This remained unpaid at 31 December 20X2 but wakipdull in January 20X3.

Assessment at 31 December 20X1

The United Nations should disclose a contingengtassthe financial statements relating to thelitaa and
injuries to staff given that it is more likely thaot that the Kenyan Government will have to pasndges
to the United Nations. However, as there is stillegree of uncertainty around the outcome of tise,can
asset for the potential amount receivable shoutdegecognised.

No contingent asset should be disclosed for theuatsaecoverable for the lorry and inventory as iess
than 50% likely that the United Nations will winigrpart of the lawsuit.

Assessment at 31 December 20X2

The United Nations should now recognise an assetirable) in its financial statements as the ¢tess

and

is

completed and the inflow of the damages and congtiems from the Kenyan Government is virtually

certain at the end of the financial year, givendbert’s decision in favour of the United Natiomglgrecise
value of the amounts of damages awarded. In addp@ayment of the amount in the next financial y&ai
during the preparation of the 20X2 financial stateis) adds a further degree of certainty that nflew

will take place as at the year end.
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5.6 Summary of recognition of

provisions and contindiatilities

Where, as a result of past events, there may loeitflow of resources embodying future economic fien

or service potential in settlement
(a) apresent obligation or

(b) apossible obligationwhose existence will be confirmed only by the ooence or non-occurrence
one or more uncertain future events not wholly imithe control of the United Nations.

of:

D

There is a present obligation
that probably requires an
outflow of resources.

There is a possible obligation of
a present obligation that may,
but probably will not, require
an outflow of resources.

There is a possible obligation of
a present obligation where the
likelihood of an outflow of
resources is remote.

A provision is recognized

No provision is recognized

No provision is recoguaiz

Disclosures are required for tf

®isclosures are required for tl

provision

n®&o disclosure is required

contingent liability

A contingent liability also arises in the extremelre case where there is a liability that cannet b
recognized because it cannot be measured relididglosures are required for the contingent ligili

5.7 Summary of recognition of

assets and contingergtass

Where, as a result of past events, there is algesasset whose existence will be confirmed onlythzy
occurrence or non-occurrence of one or more unoeftigure events not wholly within the control dfet

United Nations.

The inflow of economic benefits
or service potential is virtually
certain

The inflow of economic benefits
or service potential is probable,
but not virtually certain.

The inflow of economic benefits
or service potential is not
probable.

The asset is not contingent and
recognized in the financial
statements.

No asset is recognized.

No asset is recognized.

Disclosures in line with specific

IPSAS disclosure requirements for

asset (s) contained in relevant

Disclosures are required.

Standard.

No disclosure is required
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6 Measurement

The measurement of a provision is critical in determgnihe financial impact upon the United Nationsin
reporting period. Measurement should be based tipobest estimate the United Nations can makengaki
into account the risks and uncertainties of thél@wtand the effect of the time value of money (fong-
term provisions), in addition to consideration _afure events which may inform the measurement of a
provision.

6.1 Best estimate

A best estimate should be made based on the amegunted to settle the obligation as at the repgrtate
(i.e. the financial year-end), and should represérdt the United Nations would rationally pay tdtleethe
obligation or transfer the obligation to a thirdtya

Management judgement is an integral component whifg a best estimate. An estimation, by its very
nature,_may not be 100% accurate when compareletdirtal settlement of the obligation in the future
however for the purposes of provision measurentéet,best estimate should be as accurate as possible
given the potential information available. For rgeiion in the financial statements, an estimateush
always be materially accurate.

Whilst in some cases, an estimate may be simpdsttblish, such as fixed amounts stipulated inremous
lease, other estimates may be difficult to deteen@ind may therefore require independent expercadoi
establish an accurate value. United Nations stafiulsl use their judgement in determining their own
capacity to form a best estimate given their exgmee, and consult experts where appropriate. Expert
should_only be consulted where the United Nationgsdnot have the in-house capacity to obtain a best
estimate.

For large populations of similar obligations, a giged outcome should be used, by weighing all passi
outcomes and probabilities to determine an “exgketdue”. Should there be_a continuous range afesl
of equal possibility, the mid-point should be used.

For single obligations, there may be several ptssibtcomes. Whilst the individually most likelytoame
may also often form the best estimate, other ouésoshould also be considered as these may als@timpa
the overall measurement of the provision. For mstaif the other possible outcomes will resul&ihigher
cost to the United Nations than the individually shbkely one, these should also be taken into aagto
when forming the best estimate.

Note— any assumptions used in forming a best estimegd to be reliable and auditable.

Example — Weighted “expected value”

The United Nations is forced to change terms amdlitions for its entire staff such that all staféable to
apply individually for an additional benefit depamti on their personal circumstances, payable
retrospectively.

It is expected that for 1,000 members of staff:

« 20% of staff may be paid $10,000 each;
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» 30% of staff may be paid $15,000 each; and
* The remaining 50% will paid $nil each.
The expected value will be calculated as follows:

Expected value = (20% * 1,000 * $ 10,000) + (30%,600 * $ 15,000)

$ 2,000,000 + $ 4,500,000

= $ 6,500,000
Accounting entries:
Dr. Staff expenses $ 6,500,000
Cr. Provisions $ 6,500,000

Example — Distribution of outcomes for single obétjon

The United Nations employs an environmental coastilito estimate possible decontamination costs |

Peacekeeping site based on the current level it at the site.

The consultant estimates costs for five possibkeaynes, and indicates that the costs for the miosly|
outcome will be $5,000,000. However, this valuatghe low end of the range of outcomes and gre

costs may be possible (although less likely):

or

2ater
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Outcome 1 2 3 4 5
Possible cost ($m) 2.5 5.0 7.5 10.0| 12.5
Probablity of outcome 199 60% 30% 7% 2%

Distribution of outcomes for single obligation
70%
0 |
£ 60% =
3
*g 50%
= 40%
2 30%
B 20%
S 100
£ 10% -+ |
0% - 1 {
2.5 5.0 7.5 10.0 12.5
Possible cost ($m)

The best estimate should therefore take into adamairjust the most likely outcome ($5m) but alsclude
consideration of the other outcomes:

Outcome 1 2 3 4 5 Total
Possible cost ($m) 2.50 5.00 7.50 | 10.00 | 12.50
Probablity of outcome 1% 60% 30% 7% 2%
Expected value ($m) 0.025 3.000 | 2.250 [ 0.700 | 0.250 | 6.225

The expected value of the provision would therefma@pproximately $6.225m.

6.2 Risk and uncertainty

The risk and certainty of an obligation (or potahfisset) should be considered with a degree dfocau
Certain outcomes relating to a provision or corgirigasset may represent very high or low potemtfedw
or outflows for the United Nations. However, if yhare very uncertain, this should be taken intcoant
for the measurement of the provision or contingesget. The key reason for this is_to avoid excessiv
exaggerated provisions where they are not necessary

For example, in the above decontamination exantpége may also be a sixth outcome where the United
Nations may have to pay $50m for pollution of tikergunding area. The environmental expert hasdtate
that the likelihood of this is virtually zero anuus the United Nations should not include this ambt@then
forming the best estimate as it would increaseptiogision unnecessarily.
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6.3 Present value — discounting

Provisions should be discounted to the presentevafuhe outflows required to settle the obligatwamere
the effect of the time value of money is material.

In other words, the measurement of an obligatidhwary depending on when the amount in questiolh wi
be settled; $1m payable four weeks from the repgrtiate will be worth more in present terms tham $1
payable four years after the reporting date.

Where discounting of a provision occurs over a neimdd years, the present value of the provision wil
increase at the end of each year as the settleshaémtapproaches, with the increase in the providieto
the movement of time recognised as_an interestresepel his is known as the “unwinding” of the discbu
rate and such interest expendesuld be disclosed separately in the note to theigion.

The discount rate used for the provisions shouldhee pre-tax rate which reflects the current market
assessment of risks specific to the liability. Hoer the rate should not reflect risks for whickufe cash
flows have already been adjusted in the calculadiotihe provision. The discount rate will be bas&dthe
opportunity cost which is the rate of return thatld have been earned from investments held in Cash
Pools. This will be provided by UN Treasury eversnénths.

For further details on setting appropriate discowatés, we refer to Corporate Guidance #8 - Emgloye
Benefits.

Note — discounting is_not often applied in practice,imia due to the uncertainty regarding timing and
amount of cash flows. Discounting should only bpliad where the effect of the time value of mosey i
material; small provisions (e.g. $10,000) do najui&e discounting.

Example — Dismantling costs payable four years aftenstruction

The United Nations completes construction of a teragy office on 1 January 20X1 and is due to dighegn
a building upon the end of a mission on 31 Decen2ie¢4 and receives a quote from a local firm that i

will cost $5,000,000 (at 31 December 20X4) to fullismantle the building and restore the site. This
estimate does not change over the life of the mgld

The pre-tax discount rate used by the United Natign5%. The financial year-end is 31 December |and
20X1 is the first year where the costs meet theipians recognition criteria.

Present value at 31 December 20X1:

The cost of the potential dismantling at the yeai-enust take into account the present value of| the
anticipated outflow. The present value (PV) of dlkflow is using the relevant discount factor:

Discount factor = 1/(1 + discount 7,.ate)(yean; to payment)

PV = $ 5,000,000 * (1 /[1.08) (3 years until payment)

= $ 5,000,000 * 0.864
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= $ 4,319,188 at 31 December 20X1
Accounting entries:
Dr. Assets (building) $ 4,319,188
Cr. Provisions $ 4,319,188

Present value at 31 December 20X2

At the end of the next financial year, the presaiue of the outflow should be recalculated, asetlaae
now only two years to the expected outflow dateisThill result in a higher value provision, withetl
increase in the provision recognised as an intesgstnse:

PV = $ 5,000,000 * (1 /[1.0%)]) (2 years until payment)
= $ 5,000,000 * 0.907
= $ 4,535,147 at 31 December 20X2
Movement in provision = $ 4,535,147 - $ 4,319,188 = $ 215,959

Accounting entries:

Dr. Interest expense $ 215,959
Cr. Provisions $ 215,959

Note— accounting entries for the asset recognised alstwould be made in line with IPSAS 17.

Remaining years:

The following table can be used to calculate thes@nt value of the obligation and interest expansach
year end:

Anticipated costs ($) 5,000,000
Date of settlement 31/12/X4
Discount rate "D" 5%
Years to . DR Interest expense
Discount factor
Year ended payment = 1/([1+D] A YY) PV
"Y' CR Provision
31/12/X1 3 0.864 4,319,188 -
31/12/X2 2 0.907 4,535,147 215,959
31/12/X3 1 0.952 4,761,90% 226,757
31/12/X4 0 1.000 5,000,00( 238,095

If the obligation is settled at 31 December 20X#e provision is fully “utilised” and the value ofig
provision at the year-end is zero.

Confidential information for the sole benefit and use of PwC’s Client 28



Final Draft

A further example of the calculation of presentuesl for multiple payments is included in section31D
below.

6.4 Future events

The determination of a best estimate should tat@ancount any relevant future events, to the éxteat
they are able to inform United Nations manageméoutathe potential future costs or outflows resugjti
from the obligation present at the reporting date.

Thus, while the recognition of a present obligati@guires a “past event”, the measurement of the
obligation may make use of future events relatetthéd'past event” to form a more accurate viewheftrue
value of the obligation.

For example, the United Nations may take into antduture advances in decontamination technology or
experience when measuring a decontamination poovisihere it is anticipated that the technology or
experience will be available when decontaminatiakes place. Equally, if a future obligation is irde
linked, the rate of inflation should be used inedetining the future costs of settlement.

Such future events should however only be reflegtbdre there is sufficient evidence and certaihbt t
they will occur. Equally, any future legislation iwh may apply to costs of settling the obligation i
guestion should only be considered in the measurewfean obligation when it is virtually certain bz
passed.

Note — where a significant event occurs after the répgr date but before the date that the financial
statements were authorised for issue, the impagh upe financial statements should be considerdoh@
with Corporate Guidance #16 — Events after the répg date.

6.5 Disposal of assets

Any proceeds anticipated from the disposal of askebe used in settlement of the obligations shook
be taken into account when measuring a provisigen &f the disposal is closely linked to the obligg
event. Instead, such gains or losses on disposaldbe recognised and measured in line with thadztrd
relevant for the asset.

For example, if the United Nations plans to selirage facilities which are owned near a rentedceffi
subject to an onerous lease, the anticipated pdsoafethe storage facility should not be used iteheining
the amount required to settle the onerous leasgatiain.

6.6 Reimbursements related to provisions

In the case of some provisions, the United Natioay receive reimbursement from a third party (a.qg.
contractor or Government) for full or partial settlent of an obligation. Where such reimbursememst m
the definition of an asset:

a) A separate asset should be recognised on the staternfinancial position - the “debit” entry istho
offset against the provision (i.e. balances arevshgross on statement of financial position); and
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b) The corresponding “credit” entry of the reimbursaitn@ay be offset against (i.e. deducted from) the
expense recognised for the provision (i.e. “revérarel expense are shown net on statement of
financial performance). This means that no reveisugshown for the reimbursement, but instead
reduced or zero expense.

The amount of reimbursement recognised shouldxu#esl the amount of the provision.

Example — Reimbursement for settlement of an obtiga

Following an incident involving the injury of prit@sector contractors by United Nations troopsUhged
Nations is taken to court by the private contractagal advice received from OLA indicates that the
contractor will win the case and that $20m of daesagnd compensation are anticipated.

The OLA has also been in discussion with the trbayional Government and has agreed that|the
Government will pay the United Nations up to $30oedo its role in the incident, depending on the
damages to be paid by the United Nations. The pecéithe cash meets the recognition criteria foaaset
and it is virtually certain to be received from tGevernment if the United Nations settles the aaitle the
contractor.

The United Nations should therefore recognise &igian of $20m relating to the obligation to compate
the contractors, as the provision recognition gatéhave been met. The United Nations should also
recognise a separate asset of $20m on the stateshdimancial position to reflect the portion ofeth
Government’s reimbursement up to the value of tmitdd Nations’ obligation to the contractor. The
additional $10m potential reimbursement is not geiged as it is in excess of the amount of theipraw.

On the statement of financial performance, a npeege of zero should be recognised. This is bedhese
expense recognised with the provision is offseth@yreimbursement from the Government.

The accounting entries would therefore be:

To recognise the provision:

Dr. Compensation expense $ 20,000,000

Cr. Provision for compensation (liabilities) $200,000

To recognise the reimbursement:

Dr. Reimbursement due from Government (assets) ,G0RM000

Cr. Compensation expense $ 20,000,000

The net impact on the statement of financial penéoce is therefore zero. A separate asset andspn
are presented in the statement of financial pasitio
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7 Changes in provisions

As circumstances surrounding provisions and coetihgjabilities rarely remain the same over therseof
time, provisions and contingent liabilities shobkelreviewed at the end of each financial yearnguee that
the initial recognition and measurement is stilprypriate, and also that the disclosures made tdle s
relevant.

7.1 Changes in recognition and reversal of provisions

Firstly, provisions and contingent liabilities mayterchange, depending on whether the circumstances
relating to the “event” meet the necessary recagnitriteria at the end of the financial year iregtion. It

is possible for example that the outcome of a legak may become more or less certain from onetgear
the next. The judgement of the OLA regarding thHeelihood of an outflow of resources embodying
economic benefits or service potential may alsongkafrom one year to the next depending on legal
circumstances at the end of each financial year.

A provision recognised in one financial year magréfore be reversed and instead disclosed as imgent
liability in the next financial year. Equally, amingent liability disclosed in on year may be rgeised as a
provision in later years if it meets the provism@cognition criteria in later years.

Where_a provision is no longer required (i.e. whiéxe provision recognition criteria are no longestinit
should be reversed. A provision can_be fully otipHly reversed depending on the specific circumects.

For example, new information may be available degal case which significantly raises the probajpiif
an outflow and which may therefore result in theognition of a provision where a contingent lidlilhad
been disclosed in previous periods. Equally, a egsenst the United Nations which was providediffor
one year may be dropped in the next year, meahiggthe provision should be reversed. In such cakes
the partial or full reversal of a provision, thdldaving accounting entries should be made:

Dr. Provision [value of reversal]
Cr. Reversal of provisions (expense) [valueswErsal]

Note: the reversal of a provision results in a credikpense” entry as “reversal of provisions" and shibul
not be recognised as “revenue” in the statemeriinaincial performance.

7.2 Changes in measurement

Secondly, whilst the recognition criteria may stié met, the best estimate of the settlement of the
obligation may change between financial years opip¢ of more information or new events relatingte
obligation. For example, new technologies may hé&een developed in the financial year which
significantly reduce the cost of environmental dgamination and therefore revise the measuremetiiteof
provision from the previous financial year.

The best estimate of the provision should therelfereeviewed annually.
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Should any new legislation be introduced that mefluénce the provision, it should also be takem int
consideration in the recognition and measuremepta{isions. This should not be done retrospectivalt
instead from the point at which the legislation eanto force.

7.3 Ultilisation of provisions

Finally, provisions may be “utilised” in the finaatyear, meaning that part of the obligation mayskttled
in the financial year. This will reduce the valuelte provision at the end of the financial yedth@ugh the
remaining portion of the obligation may change ahue depending on events. The utilisation of a igion
is disclosed in the notes to the financial statdsen

For example, the United Nations may recognise arp@ovision for two potential future payments of
approximately $4m and $6m over two years. Wherfitee$4m payment is made, $4m of the provision is
“utilised”, leaving $6m remaining.

Note: Only relevant expenditure should be offset agaanptovision. In other words, only those costs for
which the provision was originally intended canukesn the “utilisation” of the provision. For exapte, the
lease payments for an onerous lease previouslyigedvfor may be offset against that provision. leeas
payments for other (non-onerous) leases shouldowever be offset against the onerous lease povisi

As noted in section 6.3 above, the present valygafisions will also increase at the end of eachricial
year if they are discounted, even if all other dastremain equal. This is due to the change irithe value
of money, and the increase in the provision is ga®®ed as an interest expense in the financial. yidee
impact of the “unwinding” of the discount rate shibtherefore be calculated annually.

Example — Changes in a provision over time

In September 20X2, the United Nations pollutesdite of a base and meets the recognition critenaaf
provision at that point. The pollution is estimatedcost $2m to decontaminate. This estimate resniie
same at 31 December 20X2.

At 31 December 20X3, the United Nations is stiltts site, however the costs of decontaminatingsitee
are reassessed as $1.5m due to new technologitsbéea

In 20X4, the United Nations leaves the site, amdiig costs of $400,000 in August 20X4 towards tiitéal
decontamination; these were paid in September 20K31 December 20X4, the United Nations estimates
that the remaining decontamination costs will bel §1.

On 25 February 20X5, the United Nations completesdecontamination work and pays the final costs of
$1.1m to a decontamination team. As a result oteaigspection on the date of the final paymenis it
determined that there is no further obligationtfeg United Nations to pay decontamination costelation
to the pollution.

Accounting treatment in year-ended 31 December 20X2
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The United Nations should recognise a provisiontfier best estimate of the decontamination cosof
in September 20X2, which remains unchanged at 3kmber 20X2 (in practice, this may be recognise
31 December 20X2). The following accounting entakeuld be made:

Dr. Expenses (decontamination) $ 2,000,000
Cr. Provisions for decontamination $ 2,000,000

Accounting treatment in year-ended 31 December 20X3

In 20X3, the United Nations still retains an obtiga to settle the decontamination costs, and fhexea
provision should be maintained in the statemenfiradncial position at 31 December 20X3. The b
estimate of the provision has however now changetlthe provision should therefore be measure
$1.5m. The reduction of $500,000 should be receghi&s a “credit” to expenses and not recognise
revenue.

Such an adjustment should be made at the poinhi@hvthe change in estimate is known in 20X3, have
it is likely that this will be a year-end adjustmexs it is likely that the value of the decontantioa costs
will be reviewed at the end of the financial year.

The following accounting entries should be made:
Dr. Provisions for decontamination $ 500,000

Cr. Reversal of provisions (expenses) $ 500,000

Accounting treatment in year-ended 31 December 20X4

d at

est
d at
d as

In the year, the United Nations incurs eligible tsosf $400,000 and pays cash a month later. This is

considered to be “utilisation” of the provision, @é® costs incurred related to the purpose for lwhine
provision was originally intended. No reversal ocrease to the remaining provision is requiredhas
estimated costs of settlement at 31 December 28X3.ifn) are equal to the opening provision ($1.58%
the “utilised” component ($400,000).

The following accounting entries should therefoeentade in the financial year:
On incurring eligible decontamination costs:
Dr. Provisions for decontamination $ 400,000
Cr. Accounts payable $ 400,000
On subsequent payment:

Dr. Accounts payable $ 400,000

t
|

Cr. Cash $ 400,000
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No further accounting entries are made in the firaryear relating to the decontamination provision

Accounting treatment in year-ended 31 December 20X5

In the financial year, the United Nations fully thet the obligation at the same amount estimategile

December 20X4 (i.e. $1.1m), thus the provision amsidered to be fully “utilised”, with no furthe

“reversals” made.
The following accounting entries should therefoeenfiade in the financial year:
On incurring and paying eligible decontaminatiorstso
Dr. Provisions for decontamination $ 1,100,000
Cr. Cash $ 1,100,000
No further accounting entries are made in the firaryear relating to the decontamination provision

There is subsequently no remaining provision ferdecontamination costs, as the outstanding pmvisi

fully “utilised” in 20X5 and no further costs ormaining obligation exist after February 20X5.
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8 Presentation considerations

Provisions should be presented as one line on dhe 6f the statement of financial position. In the
supporting notes to the financial statements, gioms may be classed together (i.e. aggregated) Wise
narrative disclosures can cover all of the releymavisions in a single statement.

The following classes of provisions should be usgthe United Nations*:
a) Death and disability claims from Troop and Polian@ibuting Countries;
b) Restoration costs;
c) Restructuring;
d) Onerous contracts;
e) Legal cases;
f) Claims submitted to the United Nations Compensafiommission;
g) Self-insuranck and
h) Other

* A new class of provision should only be used wtrematerial provision is recognised for an obligat
which_cannot be covered by narratives for the @aqs) to (g) above.

Provisions should be split between their long- ahdrt-term components on the face of the statemient
financial position and also in the related notedire with IPSAS 1. The long-term component should
represent amounts which are due to be settled e than 12 months from the end of the reporting.dat

9 Disclosure requirements

Given the uncertain nature of provisions, contiigkabilities and contingent assets, disclosures ar
important to assist the user of the financial statets in understanding the nature and circumstaoicé®
events concerned. This is particularly relevant ¢ontingent liabilities and contingent assets, wher
liabilities and assets are disclosed but not reisegh

9.1 Disclosures for provisions

For each class of provision, the United Nationsuthdisclose the following figures:

a) The_carrying amount at the beginning and end opthred (in line with section 6 above);
b) Additional provisions made in the period, includingreases to existing provisions;

! The United Nations recognizes various payables wifards to its self-insurance scheme. Pleasetefaorporate Guidance
#8 Employee benefits for further information.
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c) Amounts used (i.e. incurred and charged againgtribnsion) during the period (section 7.3 above);
d) Unused amounts reversed during the period; and
e) The increase during the period in the discountedusrharising from the passage of time and the

effect of any change in the discount rate (the “imakimg” of the discount rate, section 6.3 above).

This is normally disclosed through a reconciliatioh movements between the opening and closing

balances.

In addition, the following narrative disclosure®ald be made for each class of provision:

a) A brief description of the nature of the obligatiamd the expected timing of any resulting outflows;

b) An indication of the uncertainties about the amamiiming of those outflows. Where necessary to
provide adequate information, the United Nationsudth disclose the major assumptions made
concerning future events (as per section 6.4 abhawel)

c) The amount of any expected reimbursement, stativeg amount of any asset that has been

recognized for that expected reimbursement.

If any of the above information is unavailable,ifopublication of the information would prejudicelegal

case, this fact should be disclosed in the notes.

Example - Note disclosures for provisions

Death and
Environmental| Legall Onerous| disability
$m restoration| case$ leases$ claims| Restructuring| Total
At 1 January 20X1 30.( 22.0 4p 3]0 2.0 8
Charged / (credited) to the statement jof
financial performance:
Additional provisions in the period 12.0 1.0 1.2 30.0 0[2. 46.2
Amounts used in the year (410) (2.0) (3.0) (1p.o0) 0.0 .qt
Reversal of unused amounts 1.0 (R.0) 0.5) 6.0) 0.0 .5)
Unwinding of discount and changes in
discount rate 0.5 0.2 2.0 0.p 30 5
At 31 December 20X1 376 19|2 39 17.0 3L.0 1d
Analysis of total provisions:
20X0 20X1
Non-current 45.0 60.0
Current 40.2 48.6
Total 85.2 108.6

8.6
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(a) Environmental restoration:

The United Nations is responsible for the futureatgamination costs of certain sites used durirgy
course of its Peacekeeping operations. A provisagacognised for the present value of costs tmberred
for the restoration of these sites, totalling $&7.&t 31 December 20X1. It is expected that $10rh lvel
used in 20X2 and $27.5m in future years. During 2O¥estoration of sites in Afghanistan, Haiti a

Kashmir was undertaken, and additional provisiandudture decontamination recognised for contanmat

in Darfur and Ivory Coast.
(b) Legal cases:

The provision of $19.2m represents claims from &bhiNations employees and third parties for a nurab
separate cases which the United Nations is cuyrelgfending. The information usually required un
IPSAS 19 Provisions, Contingent Liabilities and @ogent Assets is not disclosed on the groundsith
can be expected to prejudice seriously the outcointige litigation.

(c) Onerous leases:

The United Nations has a provision of $3.9m for pnesent value of the future of the lease paymiemt
land in New York which has not been used by thetédhNations since 20X0 but where the lease camm
exited until 20X7. In addition, due to the earlynnation of two Peacekeeping missions in 20X1,
United Nations has moved out of several office dings in the relevant countries before the expirthe
leases covering those properties. A provision ioP# has been recognised for these leases, whit isf
any recoveries and sub-leasing foreseen at the site

(d) Death and disability claims:

The United Nations has a provision of $17m resglfrom incidents in which United Nations troopsl|ipe
and staff have been killed or disabled whilst irve® and where claims have yet to be finalisedlokong
attacks at three United Nations bases in 20X1, $80aomims were recognised in the financial year.

(e) Restructuring:

Following the closure of the United Nations Offiéevay from Headquarters in Country X in 20XO0,
number of staff retired early. The United Nationgsinpay a lump sum to staff at their statutoryreatient
date. The lump sums will be paid between 20X5 ad82 In 20X1, an additional 10 members of st
were included in this scheme. The present valubepayments to be made relating to the restrunguwias

th

nd

or
der
at

bt b
the

aff

$31.0m at 31 December 20X1.

9.2 Disclosures for contingent liabilities

A brief description of each class of contingenbilidy should be given, and in addition the followi
disclosures should be made where possible:

a) An estimate of its financial effect, measured amthme basis as provisions in section 6 above,;
b) An indication of the uncertainties relating to #Hraount or timing of any outflow; and
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c) The possibility of any reimbursement.

Should the contingent liability relate to a prowisirecognised by the United Nations in the samanfiral
statements, the narrative disclosures should shewrtk between the two.

Example — Note disclosure for contingent liabilifgt 30 June 20X2)

The United Nations is currently defending a coutican from the families of three individuals who nee

shot and killed by United Nations Peacekeepingpsoturing a demonstration in Kosovo in August 20
The United Nations Office of Legal Affairs believéisat the case can be successfully defended by
United Nations. The amount of any potential carbeotlisclosed at this point in time as it may prajedhe

X1.
the

outcome of the legal case. A verdict is expecteQatober 20X2.

9.3 Disclosures for contingent assets

A brief description of each class of contingenieassiould be given, and where possible the finhediect,
measuring the value of the contingent asset inviile section 6 above.

Prudence should be used in disclosures - unreaksgpectations should not be set with the usehef t

financial statements where the likelihood of thetébh Nations recognising an asset in the futureely
limited.

Example — Note disclosure for contingent asset3atDecember 20X1)

In 20X1 United Nations disclosed a contingent asxe$500,000 for a portion of a grant paid tc
beneficiary where the project expenditure was fotmbe ineligible following an ex-post grant audibe

grant audit was in the last stages of finalisa@br81 December 20X1 and it is probable that thetddni

Nations will recover the funding from the benefrgian 20X2.

Note —contingent liabilities and assets are only diseldsvhere significant; the United Nations should

not

disclose every possible item that meets the catam section 5 above, but instead use judgement to

determine which information would be of significanportance to the users of the financial states¢ne.
material by value or nature).
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10 Specific scenarios

10.1 Litigation and legal claims

During the course of its operations, the Unitedidiet may be the subject of legal claims or litigati

Consideration of whether a provision should be gac®ed for such legal claims or litigation shouter

the key recognition criteria (i.e. a present olilya from a past event, a probable outflow of reses

embodying economic benefits or service potential an amount reliably estimated). Whilst it is inlyon
very rare cases that a reliable estimate cannotduke, the other two criteria will warrant partiaulacus:

Present obligation from past events

Often in a legal case the events might be displyethe parties. Because of the uncertainty conogrttie
past event it will be unclear whether a presenigaklibn exists.

In this type of situation, it may be necessarytf@ United Nations to obtain an expert's opiniarcksas the
OLA) in order to determine, after taking into acnball the available evidence, whether or not s@né
obligation arises for which provision is requir€h the basis of such information:

1. Where it is_more likely than not that a presentigdilon exists at the reporting date, the United
Nations should recognise a provision (if the otleeognition criteria are met).

2. Where it_is not likely that a present obligationséx at the reporting date, the United Nations &hou
disclose a contingent liability, unless the podsgibof an outflow of resources or service potehtia
embodying economic benefit is remote, in which gaséisclosure is required

Outflow of economic benefits or service potential

With litigation, there will not only be a need tesass whether or not the evidence supports thehaich
past event has occurred (that is, that there iasa to answer), but there will also be a need tsider
whether or not it is probable that an outflow obeamic benefits or service potential will be reedito the
settle the obligation. Again, it might be necesgargeek an expert's advice (such as the OLA)timate

the probability of the case ending with judgemeggiast the United Nations and the amount that might
have to be paid to settle the case.

Where the provisions recognition criteria are nett,na contingent liability should be disclosed,assl the
possibility of an outflow of resources embodyin@memic benefit is remote, in which case no disadless
required. Contingent liabilities are usually dis#d when the United Nations has been taken to éourt
material amounts but where the probability of thateéd Nations losing the case is not probable [gss
than 50%).

Example — Staff challenging employment status

In September 20X3, the United Nations receives anclfrom a number of staff challenging their
“temporary” employment status and requesting corsgion to align their employment conditions to #ps
of “permanent” staff.
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At 31 December 20X3, the case is in progress inUhged Nations Dispute Tribunal and due to legal
complications, a verdict had not been reached byithe of the preparation of the financial stateteehhe
advice provided by the OLA however suggests thiatmore probable than not that the United Natioas
a legal obligation to the employees under employrfeem, and that it is highly probable that the cask
be won by the employees, with compensation to he. @de OLA is able to provide an estimate of the
anticipated compensation due.

In June 20X4, the case is concluded in favour ef éimployees, and compensation paid by the United
Nations to the employees.

Assessment at 31 December 20X3

Based on the advice provided by OLA, a provisionthe legal case should be recognised in the fiaanc
statements for the year ended 31 December 20X&l| #sree recognition criteria regarding the legate
have been met. The United Nations has a legal atinhig towards the employees, an outflow of resaurs
more probable than not, and a reliable estimatadeobutflow can be made.

D

10.2 Third party claims

Third party claims should be recognised in lingwitigation and legal claims as per the guidamcsedction
10.1 above.

10.3 Restoration costs and other contractual obligations

10.3.1 Restoration costs

Clauses of a lease may require the United Nationeestore leased land or buildings to their origina
condition at the end of a lease term. Thereforghéf United Nations has modified the leased land or
building during its use (for example through leaddhmprovements in a leased building or by cording

a building on leased land), it may need to paydstoration costs at the end of the lease.

Such restoration costs may include:
(a) Dismantling of leasehold improvements; and
(b) Dismantling of buildings at the end of a lease téwhen built on leased land).
Where a contractual requirement to restore thesteksd or buildings to their original conditioni€ts:

1. The United Nations should recognise a provisiontlieranticipated dismantling costs at the point at
which the leasehold improvements or buildings arestructed; and

2. The debit entry for these costs should be cap#dlas part the cost of the leasehold improvement or
building asset recognised on construction of therawement or building, and included in the annual
depreciation expense for the asset over its usefutomic life.
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A provision is recognised because the United Natibas a legal obligation to dismantle the leasehold
improvements or buildings under the terms of tlasde and the probability of a future outflow ofaeses
(i.e. payment of the dismantling costs) is probaBleeliable estimate of dismantling costs is gisssible.

In some cases, the terms of the lease may notyclsiine what actions the United Nations must takéhe
end of a lease. In addition, in the case of leagesre liability is shared with a Government, theray be
uncertainty regarding which restoration costs are t be payable by each party concerned. In sasbsc
the lease should be worded (using OLA input wheuired) to clearly define these points. Where the
wording cannot be edited and remains inconclushe United Nations should use judgement to detegmin
whether a provision (based on a legal or constreabbligation) should be recognised by reviewing th
provisions recognition criteria, consulting OLA whenecessary.

Should a claim for restoration costs from landlaride where no provision has previously been reisedn
the claim should be treated in line with sectior6llifelow (Claims under defacto lease arrangements).

Example — Restoration costs for leased warehouseebanon (UNIFIL)

The United Nation$as entered into a lease for a warehouse in Lebfioona Lebanese landowner. The
United Nations wishes to use the warehouse foc@ficcommodation. It has planning permission tédkauj
mezzanine floor and partition the building for offs at a cost of $1.5m. The lease is for a pefidd years
and the property must be returned to the Lebarmsdéldrd in its original condition as this is clear
specified in the lease. The United Nations estimétat it will cost $500,000 in today's money tmoxe
the improvements.

The United Nations should capitalise leasehold owpments of $1.5m and depreciate them over the fterm
of the lease. The United Nations also has an diigainder the lease to remove the improvementkeat
end of the lease term. The obligation arises adUthieed Nations completes the improvements and |this
represents a past event.

Therefore, if the improvements have been made éyitlancial year end, a provision for $500,000 $thou
be made for their eventual removal. In addition,aaset of the same amount should be recognisecwhic
will be recovered from the benefits generated lg/libsiness over the term of the lease. The aseatdsh
then be depreciated in line with the leasehold owpments capitalized above.

The accounting entries on construction of the lleakkeimprovements are as follows:

For the leasehold improvements:

Dr Assets (leasehold improvements) $ 1,500,000
Cr Payables / cash $ 1,500,000

For the restoration costs:

Dr Assets (leasehold improvements) $ 500,000
Cr Provisions $ 500,000

Note— the effect of the time value of the paymentHerrémoval of the leasehold improvements is exdlude
from this example
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10.3.2 Other contractual obligations — onerous contracts

Under IPSAS 19, if an entity has a contract thatrisrous, the present obligation under the congiaatild

be recognised and measured as a provision. An ga@antract is defined as a contract under whieh th
unavoidable costs of meeting the obligations uigeicontract exceed the economic benefits expecotbd
received under it.

A typical example of an onerous contract is an afxeg property lease which has been abandonedeby th
United Nations following the liquidation of a miesiand cannot be sub-let. While an operating leaséd

be regarded as an executory contract, and execcbotyacts are generally outside the scope of IPE&S
an exception exists where such contracts are osetouhis example it can be seen that the contsact
onerous as the United Nations expects to receivduriber benefit under the contract but it is still
committed to pay the landlord the future rentals.

An onerous contract is no different to any oth@vpmion and must be recognised and measured isdime
way as any other provision. In considering the scop IPSAS 19, in respect of onerous contracts it i
important to note that the standard does not ajgpbther provisions where a more specific stan@aisits,
for example construction contracts.

When measuring a provision for onerous contrabtspest estimate should be the lower of

a) The present value of future lease payments (updditst point that it may exit the lease), netin¥/
recoveries (i.e. sub-lease revenue); and
b) Any penalty fee payable for early termination of thase.

Example — Onerous contract in Sudan

In January 20X1, the United Nations starts a 25-pgerating lease in Sudan for a new OAH buildihg a
$500,000 per annum payable at the start of each(yeain advance). The lease contains an exiisga
whereby the United Nations may exit the lease wathmenalty after 10 years (i.e. 1 January 20Y12@r
years (1 January 20Z1). The penalty clause totlegitease is otherwise $5m.

In December 20X3, there is significant civil unr@stSudan and the United Nations takes the deciggn
abandon the building due to security concerns. §leno possibility to sublet the building. Thedintial
year end is 31 December and the United Nation®drgaate is 5% per annum.

Accounting for the lease in 20X1 and 20X2

Following commencement of the lease in January 2@dre are no foreseen issues with the operaimons
Sudan, and the United Nations expects to obtairdutconomic benefits and service potential froenutbe
the building over the 25 years of the lease. Thsdeexpense should therefore be recognised asdasia
operating lease expense in 20X1 and 20X2 in lirth @orporate Guidance #1 - Leasing.

Accounting for the lease at 31 December 20X3
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The lease expense should be recognised as abovéaoember 20X3. In December 20X3, the Uni
Nations abandons the building and does not expeobtain future economic benefit or service potar]
from the building after this time, as it can nerthese nor sub-let the building. The lease is tleee
considered to be onerous from December 20X3.

The United Nations should recognise a provisiontfar lower of the present value of the future le
payments up to the first break clause, and thelegs penalty, as:

1. The United Nations has_a present (legal) obligati®a result of a past event;

2. It is probable that an outflow of resources embodyeconomic benefits or service potential will
required to settle the obligatioand

3. Areliable estimate can be made of the amountebthligation.

The exit clause in the lease is $5m, whilst thesgmé value of the minimum lease payments may
calculated as follows:

Variable Value
Annual lease payment ($) 500,00
Payable on 1 January
First break clause 1 January 2QY1
Date of provision December 20K3
Discount rate 5%
Payment date Time from year- Amount Discount | Present value
end (years) payable ($) factor ($)
01/01/20X4 0 500,000 1.000 500,000
01/01/20X5 1 500,000 0.952 476,190
01/01/20X6 2 500,000 0.907 453,515
01/01/20X7 3 500,000 0.864 431,919
01/01/20X8 4 500,000 0.823 411,351
01/01/20X¢ ) 500,000 0.784 391,763
01/01/20Y( (0 500,000 0.746 373,108
Total 3,500,000 3,037,846

The provision should therefore be measured at ithgept value of the minimum lease payments ($3.03
as this is lower than the exit penalty of $5m.

The provision should be recognised using the falhgwaccounting entries:

Dr. Onerous lease expense  $3.038m
Cr. Provisions $3.038m

Note — discounting is_not often applied in practice,imfi@ due to the uncertainty regarding timing a
amount of cash flows. Discounting should only bplied where the effect of the time value of moss
material; small provisions (e.g. $10,000) do najuie discounting.

ed
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In this example, discounting has been applied foaéx possible considerations, however at 31 Deamn
20X3 the difference between the undiscounted poovi$$3,500,000) and the discounted provis
($3,037,846) is $462,154, which is likely to be atarial. Discounting is therefore unlikely to becessary
in this example.

Accounting at 31 December 20X4

In 20X4, the United Nations makes the annual lgagment of $500,000, which “utilises” part of t
provision. In addition, at 31 December 20X4 the aanimg payments are one year closer to the remgp
date and their present value should be increasesflext this. The increase in value of the preseaie of
the future payments is recognised as an interg&rese for the unwinding of the discount.

The tables below summarises the calculation ofpttesent value of the minimum lease payments a
December 20X4, and the movement of the provisiar tve course of the year.

Payment date Time from year- Amount Discount | Present value
end (years) payable ($) factor ($)
01/01/20X5 0 500,000 1.000 500,000
01/01/20X6 1 500,000 0.952 476,190
01/01/20X7 2 500,000 0.907 453,515
01/01/20X8 3 500,000 0.864 431,919
01/01/20X¢ 4 500,000 0.823 411,351
01/01/20Y( ) 500,000 0.784 391,763
Total 3,000,000 2,664,738
Opening provision 1 January 20X4 3,037,846
Utilisation of provision (500,000)
Unwinding of discount (balancing figure) 126,392
Closing provision 31 December 20X4 2,664,738

The transactions in the year should be recognisedigh the following accounting entries:
For payment of the annual lease payment:

Dr . Provision $ 500,000
Cr. Cash $500,000

For the unwinding of the discount:

Dr. Interest expense $ 126,892 (Statement of Gimhiperformance)
Cr. Provision $ 126,892

on

he
rtin
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10.4 Restructuring

IPSAS 19 defines restructuring aa ‘program that is planned and controlled by managein and
materially changes either: (a) the scope [of thatkh Nations’] activities or (b) the manner in whithose
activities are carried out”.

Examples of restructuring events may include thmitgation of an activity or service, the closureanf
office or terminations of activities in a certaggrion, the relocation of activities from one regtoranother,

a change in management structure (such as remoainig@yer of management), or fundamental
reorganisations that have a material effect om#tare and focus of the United Nations’ operations.

10.4.1 Recoqgnition of restructuring plans

The recognition of restructuring provisions is coaigd in line with the same provisions recognitoiteria
set out in section 5 above (i.e. a present obbgatesulting from a past event where an outfloveatice
potential or economic benefit is probable, and Whian be reliably measured). Key to the recognitbn
restructuring provisions is the determination ofewtanobligation arises.

In order to recognise a restructuring provisioe, fitilowing criteria must be met:
1. There must be a formal plan (containing minimunumements) for the restructuringnd
2. A valid expectation must have been raised withehaffected that the plan will be implemented.

The raising of valid expectation is critical in eehining whether a provision should be recognised.

10.4.1.1Requirement for formal plan

Restructuring plans must identify:
a) The activity or part of activity affected,;
b) The main locations affected,;

c) The location, function and approximate number oitéthNations staff to be compensated,;

d) The costs that are anticipated to be incurredempthn (i.e. the expendituresid

e) The timing of the plan’s implementation (i.e. whewill take place).

All criteria must be met in order to have a validrpwhich may be recognised as a provision.

10.4.1.2Valid expectation raised

In the context of restructuring provisions, a “daéixpectation” is raised when the affected paitissially
staff) are informed of the plan, either individyalbr more commonly through a general (but suffitie
detailed) announcement.
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A provision_should not be recognised where a vakigectation has not been raised. This means tleatiév
the United Nations senior management has a dewtlapeé agreed a restructuring plan, it cannot reisegn
a provision for the plan until the staff affecteavk been informed. Should the plan be communicaited
year end, it may be considered as an event akereiporting date and disclosed in the notes tditla@cial
statements if material.

In order to raise a valid expectation, the restnig plan should also be planned to be implemeasesbon
as possible. This is because plans which will belémented only after a long delay in the future roay
subject to change and a higher degree of uncertanttich may mean that staff involved will no lomge
have a valid expectation that the plan will go ahea

Clearly this is an area where there will be consille debate concerning whether or not a plantaildd
enough and firm enough to create a valid expectati@thers that it will be carried through. Anyaplthat
is over one year in length is unlikely to be suéfitly detailed on initial announcement to pernigpsion
in full for all costs, and for major restructuripgopgrammes this is likely to lead to costs beingrghd to
surplus or deficit over a number of financial years

Example — Valid expectation of a restructuring

In July 20X9, the United Nations finalises a plamterge two departments into one as part of asastgs
plan. The new department is due to start operatiodsily 20Y2 and will involve a significant rediart in
the number of staff.

It is anticipated that there will be significansteicturing costs, and a restructuring plan is weileloped
meeting the criteria for plans’ contents stipulabtedPSAS 19. The restructuring plan is foreseemwao
phases; phase one will be implemented in Febru@ayil 2t the latest, whereas phase two will not {zlkee
until July 20Y2.

Due to administrative delays, it is not until Ded#n20YO0 that the United Nations General Assemditgs
the decision to formally adopt the plan. The stafolved are informed of the plan on the same dde
implementation plan remains unchanged.

Assessment of restructuring for year ended 31 Dbee20X9

At 31 December 20X9, the United Nations does noteha constructive obligation to restructure,|as
although a plan had been agreed by the year-emaditnot yet been formally communicated to statf fan
therefore_no valid expectation had been raised thighstaff concerned. In addition, as the plan m@sdue
to start until 14 months after the end of the fitiahyear, it may be possible to argue that theetieme
allows the United Nations to change its plans.

Assessment of restructuring for year ended 31 Dbee20YO

The United Nations has a constructive obligatianréstructuring relating to phase one of the restmng,
but not for phase two. In both cases, a detailad pkists, whose contents meet the IPSAS 19 eriferia
restructuring plan. The plans have also been conuateud to staff for both phases, however the staff
concerned will only have a valid expectation tlmat tirst phase will be implemented, as this is\p&d two
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months after the year-end. Again, for the seconasphit may be possible to argue that the timeframe
allows the United Nations to change its plans agifplementation is planned for 18 months afteryidse-
end. A provision should therefore only be recogiis® the eligible costs foreseen for phase onéhef
restructuring.

Note —this is a fictional example for illustrative purpesonly.

10.4.1.3Sale or transfer of operations

Where operations are sold or transferred, an dimigeonly arises at the point where there_is bigdin
agreement for the United Nations to sell or trandfe operation.

10.4.2 Measurement of restructuring provisions

When measuring the amount required to settle theucturing obligation, the criteria in section Igoae
should be followed; best estimates should be usbith take into account the timing and uncertaoftjhe
plan, the present value of the obligation, andriievents.

Only costs_that are directly attributable to thstmecturing plan should be included in the prowisiSuch
costs should be necessarily entailed as part ofpléwe and should not be associated with the ongoing
activities of the United Nations.

Costs such as retraining of staff, marketing, amveéstment in new systems should also be excluddtkas
relate to future operational activities (i.e. d®gpghent of the new activity rather than the restriog of the
old one).

Table — Examples of costs that are included andleded from restructuring provisions

Description of costs Included | Excluded | Reason for exclusion

Voluntary redundancies. 4

Compulsory redundancies, if the targets for volonta %

redundancies are not met.

Lease cancellation fees for an office that will no %

longer be used.

Relocation of employees and related equipment fram Costs associated with

an office (to be closed) to an office that will tiooe v ongoing activities.

to be used.

Retraining of remaining employees. % Costs associated with
ongoing activities.

Recruitment costs for a new manager. % Costs associated with
ongoing activities.

Marketing costs to promote awareness of new offige. % Costs associated with
ongoing activities.
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Costs associated with
ongoing activities.

Investments in a new delivery network to new officg

\

Future identifiable operating losses up to the déte v Costs associated with
restructuring. ongoing activities.
Impairment write-down of certain property, plantan The impairment should be
equipment. v accounted for in

accordance with IPSAS
21 or IPSAS 26.

Costs of the remaining non-cancellable term of an

operating lease after operations cease (i.e. amose v

lease).

Rental costs under the lease contract for the gerio Operations continued to
after the provisions criteria were met but before t v be used.

operation ceased.

Consulting fees to identify future corporate styse v Costs associated with
and organisational structures. ongoing activities.
Costs of relocating inventory and equipment thait wi v Costs associated with
be used at another location. ongoing activities.
Merger costs, for example, integrating computer % Costs associated with
systems following merger of two Chapters’ functions ongoing activities.

10.5 Death and disability claims

Note — this section relates specifically to cases dadtdeor disability where claims are submitted to the
United Nations. Where the United Nations is talendurt by a Government or individual (s) in conin@t
with a death or disability, the United Nations shlibaccount for this as a legal case as per secfifril
above.

During the course of its peacekeeping and admatige operations, United Nations troops, police and
administrative staff may suffer injuries that |dadtheir death or disability. Under its terms ofayment
with staff, and under the General Assembly resofufor troops and police from Contributing Courdrie
the United Nations may be liable for death andldigg payments where certain conditions have beeh

Claims for death and disability payments are spld two principle categories:

1. Claims relating to United Nations staff receivededily from the staff themselves or their
representatives; and

2. Claims relating to troops and police received frttie Governments of Contributing Countries.

10.5.1 Claims relating to United Nations staff

Claims for death and disability for United Natioswaff are paid from the United Nations’ own self-
insurance fund. Compensation and insurance for btati death and disability form part of employee’s
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employment contract are classified @sst-employment benefits We refer to Corporate Guidance #8 —
Employee Benefits, where further guidance arouna mécognition of provisions for claims may be
obtained.

10.5.2 Claims relating to troops and police

The United Nations is usually made aware of thdldea disability of troops and police very quickdnd
will inform the relevant Government within 24 howis. a NOTICAS (Notification of Casualty) form. The
United Nations will then receive a claim from thev@rnment in question requesting compensationhier t
death or disability.

On receipt of these claims, the United Nations péiform a claim assessment and pay those clainchwh
meet the necessary criteria. It is important teertbait not all claims are paid in full, and in somgtances
the full claims are rejected (e.g. for deaths cdusepre-existing medical conditions or injuriesisad by
negligence by the individual).

Whilst the United Nations receives internal noafion of such incidents and individuals concernedyv
quickly, formal claims may be received much latgears later in some instances. Furthermore, dat@s

have been submitted to the United Nations, thercltaview process (usually involving a Board of limgu

may take several months or even years to finalise.

Where claims are agreed and finalised with the Gowuents concerned, the probability of outflow isast
certain and an accrual or payable should be resedriby the United Nations. However, at the enchef t
financial year, the United Nations may be awareaafiumber of incidents or events causing death or
potential disability which had taken place befdne end of the financial year, where a claim hasyeot
been received, or where the assessment procesiegdress. In such cases, a degree of uncertaitity
exist around the eventual outcome of the claim gulace, and the United Nations will need_to consider
whether it will need to recognise a provision fotgntial results.

In both cases, the triggering event for the redommiof a provision is the incident or event its@glé. that
which causes the death or disability), and notldber receipt of a claim. In other words, the Udit¢ations
should provide for potential claims as soon as #@ware of the incident, if the incident meetsgrmvisions
recognition criteria.

10.5.2.1Death of troops and police

In the case of the death of United Nations troapgatice, the United Nations should recognise avigion

at the point at which the death occurs, unless amexception basis only - there are indisputaéésaons
where the United Nations is not liable (e.g. clet@ff negligence or pre-existing medical conditjors
provision is recognised because the United Natltass a_legal obligation through the General Assembly
resolution to pay compensation in the event of death of a troop or member of the police, and it is
probable that a claim will be received that will paid by the United Nations. A reliable estimatetio#
outflow is also possible as the amounts payabldixad in the event of a death.
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Any provisions should be measured at the best astilbased on the fixed amount specified in the Géne
Assembly resolution (2013: $70,000).

For those cases where a provision is not recognjaatcipated as a low proportion of incidents), a
contingent liability should be disclosed for théirasited value of payment (if any), unless the pbilig of
the claim being paid is remote.

10.5.2.2Disability of troops and police

Disability claims require a medical review processl the value payable by the United Nations to a
Government is capped at the amount payable inwbet®f a death (2013: $70,000). The precise amisunt
dependent on nature of the disability agreed with@Government, which is then converted to a peagent
of full disability listed in the American MedicaluBle. This percentage is multiplied by the amowaygble

in the event of a death to determine the amounalgayto the Government by the United Nations. For
example, a 50% disability when the maximum ratedieaith is $70,000 will result in a $35,000 payntent
the Government.

The initial receipt of a claim from a Governmentyntake several months or years and equally the cakdi
review may take a long time to complete. At theaficial year-end, the United Nations will therefbee
aware of a number of incidents where:

a) Claims for disability have either not yet been reed; or
b) Claims for disability have been received but ndtfyelised by the year-end.

In such cases, the United Nations will not know fim@l outcome of the claim and hence there will be
uncertainty surrounding the probability, timing amalue of payment. The application of the provision
recognition and measurement criteria will howewethe same in both cases.

Where the United Nations has issued a NOTICAS fpnor to the financial year-end, it should recognés
provision for those claims not yet received angriogress, as it has a legal obligation to the Guwents as
a result of a past event (the injury to the troapd police), it is probable that there will be artflow and a
reliable estimate of the costs can be made.

When measuring the provision, the best estimateldhioe formed by reviewing historic data on similar
completed claims, such as the proportion of claimas are successful, and the average percentagjaildis
determined from those successful claims. Such oty be obtained from the United Nations medical
database and UNPKO Situations Centre. The provsihauld be reviewed annually and adjusted for those
claims paid, those rejected and any new incideherg/no claim has been received.

Example — Measurement of provision for claims nadtyreceived or finalised

At the end of the financial year, the United Nasios aware of several incidents involving the igjaf 100
troops and police occurring during the financiaaryéor which no claims have been received yet feom
Governments or where finalisation has not been t¢eteg. Historic data shows that 95% of cases p@duc
valid claims, and of those valid claims, the averdpability is approximately 60%. The amount pagdor
100% disability is $70,000.
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The provision for claims not yet received shoulctchkeulated as follows:

Provision = 100 * 95% * 60 * $ 70,000

$ 3,990,000

Accounting entries at year-end:

Dr. Disability claim expense (police and troops) $ 3,990,000
Cr. Provisions (death and disability claims) 3,$90,000

10.6 Claims under defacto lease arrangements

Situations where the United Nations enters intoiraplied lease agreement, but no formal supporting
documents of the arrangement are in place, areredfedo as_defacto leases. The lease classification
recognition, and measurement is based on the bilaifacts and circumstances. Further details rejatin
defacto leases can be found in Corporate Guidaheel#asing.

In a Peacekeeping context, host Governments mag thir United Nations “permission” to use land and
buildings, even though that Government may nothiegelégal owner. At a later stage, the UN may rexeiv
unexpected claims for lease payments by the tigad vners of the land and buildings. These weijuire
review by the United Nations and may result in pagtrof additional lease expenses if approved by OLA

The United Nations should recognise provisionsctaims under defacto leases when the claims meet th
provisions recognition criteria on a case-by-caasi® The trigger for this review will normally lma
receipt of the claims, as this will be the firstngoat which the United Nations is aware of thermlaOn
receipt of a claim, an assessment should be pestbroh whether it is likely that the claim will beaig.
Legal advice may be required to determine the goitibaof payment.

The past practice of the United Nations regardimeggdettlement of such claims should also be exahtime
inform whether the United Nations has a constrectibligation to settle the claim. A provision shobble
recognized for those claims which are judged tabee probable than not to be paid by the Unitedddat

Example — Receipt of a defacto lease claim

The United Nations occupies land in Southern Lebaaod sets up a base for Peacekeeping Operations
there which it uses over a period of several yBarao charge.

After 6 years, a claim for rental payments is reedifrom a Lebanese landowner who claims ownersh|p
the land. The United Nations had no previous kndggeof this individual's claim to the title of thand
and had not recognised any defacto lease expensigefoental of the land in the past. The caseisyat in
court and the United Nations has sought legal adivamm the OLA.
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The OLA advice concludes that, on the basis ofitii@rmation at the financial year-end, the Lebanese
landowner cannot prove title to the land, and thamnlikely that the United Nations will have to keaany
payments to the individual. The United Nations hafirm, published policy of not paying defacto leas
claims unless genuine title can be proved by thenant.

On the basis of this legal advice, and its pubtispelicy, the United Nations should not recognisg a
provision, as it does not have a legal or congireaibligation to the individual, nor is it probalthat there
will be an outflow. Instead, a contingent liabilgiould be disclosed.

10.7 Claims submitted to United Nations Compensation @@sion

10.7.1 Background

The United Nations Compensation Commission (UNGCA isubsidiary organ of the Security Council. It
was established in accordance with Security Couasilutions to process claims and pay compenshiron
direct losses and damage suffered by individualiparations, Governments and international orgaiozs
as a direct result of the invasion and occupatidduwait by Irag.

Funds to pay compensation are drawn from the UnNations Compensation Fund (UNCF), which
receives a percentage of the proceeds generatdebgxport sales of Iragi petroleum and petroleum
products. This percentage has been set at 5 pesicee its reduction from 25 per cent under a 8gcu
Council resolution. In a further resolution, theu@oil reaffirmed the 5 per cent and also decidedpialy it

to non-monetary payments.

In addition to the payment of successful claimg thain ongoing activity of the Secretariat includes
overseeing the Follow-up Programme for Environmletavards established in December 2005 by
Governing Council decision 258 to monitor the techhand financial implementation of approximately
$4.3 billion of environmental remediation and reatmn projects being undertaken with funds awarded
the “F4” (environmental) category of claims. Thegnamme is funded by the participating Governments
(namely, the Islamic Republic of Iran, Jordan, Kiivemd Saudi Arabia) through contributions propmrél

to the value of their awards.

At the date of the issuing of this Corporate Guaarthe UNCC was in the final stages of its mandate
Claims processing concluded in 2005 and all but @mthe more than 1.5 million successful claimsenav
been paid in full. The remaining claim has an auding award balance of approximately $11.2 billion
remaining to be paid. In accordance with relevaaveéening Council decisions, payments are made on a
quarterly basis. Based on recent funding to the BId@d projections, this balance is expected todia ip

full in early 2015. With regard to the Follow-updgramme for Environmental Awards, while the awards
were paid in full by January 2010, Governing Coldeicisions 258 (2005) and 266 (2009) provide for a
certain percentage of the awards to be withheldhikregard, approximately $1bn is currently hieldn
escrow account by the United Nations. At its seydifith session in May 2013, the Governing Council
determined that the mandate in the cases of IrdnSaudi Arabia had been fulfilled and authorized th
release of their respective funds currently beinthlveld in the escrow account. It is expected that
mandate in the cases of Jordan and Kuwait willdrecleided by the end of 2013, and following thagirth
withheld funds will also be released.
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The main limiting factor in the payment of the rem@g compensation claim is the level of fundingrr
Iragi petroleum revenue; the balance in the UNCEIgys lower than the total value of the outstagdi
claim and thus the claim can only be paid wherfuheing is received from the Government of Iraqg.

As per legal advice from the OLA, UNCC does notéhavdirect legal obligation to the claimants tdlset
the claims it receives; this obligation instead Weith the Government of Iragq. The United Natiosonly
legally obliged to make payment for eligible claimbken the funds are made available by the Goverhmen
of Iraq.

Equally, should there be excess funds remainirntgenUNCF after the settlement of all claims (urkie
practice due to the payment mechanisms in plabes)eikcess will be returned to the Government ad;Ir
the United Nations does therefore not benefit feomy surplus funds.

Administrative expenses incurred by the United dladirelating to the UNCC are deducted from the UNCF
where incurred.

10.7.2 Accounting for claims

Given the mature stage of the claims process, alitblaims processed and final payment to the ramgi
claimant being one of the remaining key items dfibess for the UNCC, there are fewer factors stiftigec
change than in some of the other cases describ itProvisions” Corporate Guidance paper. Howgver
owing to the highly material nature of the remagnioutflows, the correct accounting treatment under
IPSAS is still critical.

Before examining the accounting entries for theogedtion of outstanding claims and payments, tHe ro

that the United Nations plays in administering thad should be considered, as its position as rithe
“agent” or “principal” in the arrangements is keydetermining the accounting entries required.

10.7.2.1Determination of “agent” or “principal”

The concepts behind the determination of “agent™mincipal” are explained in detail in Corporate
Guidance #5 — Funding Agreements. Key to this datetion is whether the United Nations is exposed t
the risks and rewards associated with the rendesinthe claims management service; if exposed, the
United Nations should be considered as “principlédwever, if the Government of Iraq takes the expes
for these risks, then the United Nations is likiel\pe an “agent”.

In other words, in this context, the question isethler the United Nations is exposed to an obligatem
claimants should the Iraqi fail to provide fundsdavhether the United Nations is able to retain sumplus
funds remaining at the end of its mandate. Bothldvbe indicators that the UNCC is acting as priatip

The legal analysis provided suggests instead HeatGovernment of Irag takes responsibility for tisis

and rewards of the arrangements, and hence theedJiNations may be considered as an “agent”,
responsible for administration of the fund only.
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Indeed, were the United Nations to be principaha relationship, it would effectively need to undete
the liability of the Government of Iraq towards tfenaining claimant, which is clearly not the cas¢his
arrangement and also not part of the wider oparatar mandate of the United Nations. The accounting
treatment for the United Nations as principal isréfore inapplicable and will not be consideredhis

guidance.

10.7.2.2lmpact on accounting treatment - agent accounting

Should the United Nations act as an “agent” in ¢hagangements, the UNCC should not recognise a
provision or liability for the full amount of thelams, as the United Nations itself is not liabdesettle
them, and the settlement of the liability will Heaid to a decrease in economic benefits or sepatential

of the UNCC. Instead, a liability should be recagai only for the amount of funds received by théddh
Nations from the Government of Iraq which are yebé disbursed to the claimant. Such a liabilitgusti

be recognised at point at which the funding is ineszk

A liability is recognised as cash has been receinedbank account which is held in the name ofhéed
Nations; the UNCF is not a separate legal entdynfthe UNCC and therefore the cash contained witien
fund falls under the consolidation boundary for thated Nations. In addition, the mandate to estalthe
UNCC was given by the United Nations Security Calrand not a third party, and thus it is the Udite
Nations itself which has established the UNCF.

Note: The accounting treatment may be different for otfhends” managed by the United Nations, were
the mandate to be given by an individual membeedig. the UK or USA) or third party (e.g. prigat
enterprise to manage a fund on their behalf). Aetexdnination of consolidation boundaries for suehds
should be made using all of the relevant facts @rmimstances available.

As the processing of all claims has concluded, taedimiting factor for payment rests with fundifrgm
Iragi petroleum revenues, it can be assumed thatash and investments held by the UNCC will be
disbursed to the remaining claimant (less any athtnative deductions). The accounting entry upareire

of the funding from the Government of Iraq is there credited directly as a liability towards tHaimant.

On the statement of financial position, as notedP8AS 9 [12], only the dmount of any commission
received or receivable for the collection or handliof the gross feéshould be recognised as revenue by
the UNCC. The amounts collected on behalf of the principat.[ithe Government of Iraq] are not
revenué. This means that the funding received from thev€&oment of Iraq should not be recognised as
revenue, but instead as a liability as describedab

Administrative expenses incurred by the UNCC inryiag out its mandate should however be deducted
from the liability to the claimant and an equal ambof revenue recognised for these expenses,eas th
management of claims by the UNCC is viewed as aoHange transaction” under IPSAS 9.

Narrative disclosures may however be made regarthiagnature of the fund and the gross amounts of
claims awaiting payment. This will assist the ugkthe accounts to understand the wider contexhef
claims and payments.

Accounting entries:
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On receipt of funding from Government of Iraq:

Dr. Cash [value of funding]
Cr. Liabilities to remaining claimants [valuefahding]

To recognise administration expenses:

Dr. Administration costs [value of administraticosts]

Cr. Cash / payables [value of administratiostgjp
Dr. Liabilities to remaining claimants [value afrainistration costs]

Cr. Revenue [value of administration costs]

Note: Revenue is recognised for the UNCC as it is pingid “service” for the management of the fund
and claims process, providing that the recognitioiteria described in IPSAS 9 (Revenue from Exckang

Transactions) are met.
On payment of claim instalments:

Dr. Liabilities to remaining claimants [value ofstalment]
Cr. Cash [value of instalment]

Example — Agent accounting for UNCC Claims

In 20X3, the UNCC is in the final stages of its date and is in the process of paying down one &z
for compensation and releasing withheld funds utlder~ollow-up Programme for Environmental Awa
to two of the participating Governments. In allessthe amounts due to the claimant in questioffixad.

At the start of the financial year, the UNCC held# of funding from Iraqi petroleum revenues incalpd
United Nations bank account and $1lbn in a sepaeatgow account due to be released for
Environmental Programme. The outstanding awardnibal@o the remaining claimant was $11.2bn and
withheld funds under the Environmental Programntal th1bn, however the two countries in questioneh
not yet been released from the Programme*.

During the year, the UNCC:

Receives a further $4bn in funding from the Govesntrof Iraq;

Incurs administrative expenses of $3m (of which@&Q00 remains unpaid at the reporting date);
Pays a $4bn instalment for the claim for compensatind

Releases the remaining $1bn of withheld funds ftleenescrow account.

The position at the 31 December 20X3 is thus deviat

« Cash balance of $997.2m (= $2bn + $4bn - $4bn -$H3m + $200,000).
e Compensation claims of $8.2bn remaining.
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Accounting treatment for year-end 31 December 20X3:

Statement of financial position at start of financal year (1 January 20X3) - extract:

At the start of the financial year (i.e. as paritefopening balances), the United Nations shouvidgnt the
following on its statement of financial position:

Assets*:

Cash and cash equivalents $ 2,000,000,000
Liabilities**:

Liabilities to remaining claimants $ 2,000,00M00

The full value of the claims (i.e. $11.2bn + $1b8%2.2bn) is not recognised, as the United Natismst
the Principal in the transactions.

Upon receipt of funding:

Dr. Cash $ 4,000,000,000
Cr. Liabilities to remaining claimants $ 4,00000000

The cash received is recognised as a liability tdwa#he claimants as the United Nations has amgaitodn
to pay this to the claimants under the various 8gcCGouncil resolutions, as the claims in questi@ve
been accepted as valid and payment is only depepndeavailability of cash from the Government alqr

Upon incurring administrative expenses:

Dr. Administrative expenses $ 3,000,000
Cr. Cash $ 2,800,000
Cr. Payables (administrative) $ 200,000
Dr. Liabilities to remaining claimants $ 3,000000
Cr. Revenue $ 3,000,000

The liability to remaining claimants is reduced iocurring administrative expenditure as the UNCC

entitled to deduct its administration costs frora WNCF, reducing the funds available to pay claimam
that period.

Payment of compensation instalment and EnvironmentaClaims:

Dr. Liabilities to remaining claimants $ 5,000,0000
Cr. Cash * $ 5,000,000,000
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Statement of financial position at end of financialyear (31 December 20X3) - extract:

At the end of the financial year, the United Nasi@mould present the following on its statemeriinaincial
position:

Assets:

Cash and cash equivalents $ 997,200,000
Liabilities**:

Liabilities to remaining claimants $ 997,000,000
Payables (administrative) $ 200,000

The full value of the remaining compensation cldira. $11.2bn - $4bn= $7.2bn) is not recognisedhas

United Nations is not the Principal in the trangact

Statement of financial performance for the financidyear (year ended 31 December 20X3) — extract:
Revenue:

Management fee for administrative costs of UNCC,®@3,000

Expenses:

Administrative expenses $ 3,000,000
(n.b. this will be split between staff costs, renmt)

Note: For the purposes of this example, the UNCC is @eleto be a going concern at the date

of

authorisation for issue of the financial statemeraad is also deemed to be an “agent” in the claims

management arrangements

* Includes cash present in the escrow account iedgto Environmental Programme totalling $1bn. iimel
with IPSAS 2 — Cash Flow Statements — any resinstupon cash should be disclosed in the noteset
financial statements.

**Any liabilities for future administration paymen{e.g. pension provisions) are excluded from tops of
this example, as is any interest generated onuhed held in the UNCF.
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10.8 Insurance claims

Most of the United Nations’ health insurance plansself-insured plansand the United Nations relies on
external insurance companies for the administrgineeess of receiving and processing claims. Thaahc
costs to cover employees’ claims are however bbyrtbe United Nations.

The accounting treatment for such claims is coverédorporate Guidance #8 — Employee Benefits.

10.9 Guarantees and warranties

10.9.1 Guarantees

The United Nations may act as guarantor of borrgezimade by certain beneficiaries or projects run by
third parties. Where this occurs, the United Natishould recognise and measure guarantees asedetalil
under IPSAS 29 — we refer to Corporate Guidance Ehancial Instruments for further information.

Example — United Nations acting as guarantor for ik loan to a Non-Governmental Organisatio
(NGO)

=]

Note — this example reviews the treatment of a cqardee under IPSAS 29 (Financial Instruments:
Recognition and Measurement)

The United Nations funds a project which is manalggd Non-Governmental Organisation (NGO). The
NGO takes out a bank loan in September 20X2 andJttieed Nations acts as the guarantor on the |oan
should the NGO default on the loan repayments.chimract meets the definition of a financial guéeann
IPSAS 29.

During the remaining part of 20X2, the financiahddion of the NGO is sound, however in June 20X |t
NGO'’s financial condition deteriorates and in Nowm®n20X3 the NGO is declared bankrupt. The yeariend
of the United Nations is 31 December.

Accounting treatment at 31 December 20X2

At the end of the financial year, the United Nasidms a present obligation as a result of a pasitgv
resulting from the giving of the financial guaraate

However, an outflow of resources is not probabléhatyear-end, as the financial condition of theONiS
sound. The guarantee should therefore be recogaidad value.

Accounting treatment at 31 December 20X3

Again, the United Nations has a present obligaéigma result of a past event resulting from thengiwf the
guarantee. However, the bankruptcy of the NGO ialdizates that that an outflow of resources is plbé.
The guarantee is therefore subsequently measutbd higher of the best estimate of the obligatiod the
amount initially recognised (as per IPSAS 29) lasg cumulative amortisation (which may be recoghise
as revenue in line with IPSAS 9).

10.9.2 Warranties

Confidential information for the sole benefit and use of PwC’s Client 58



Final Draft

A warranty is often provided in conjunction withetbale of goods. Warranty costs represent additcmsis
that the United Nations (as the seller) may haviadaor to rectify defects in, or to replace, theguct it has
sold. The warranty obligation can arise either tigio the operation of the law (contract or statute)
through an entity's stated policies or practicekhdugh warranty contracts meet the definition of a
insurance contract, they are scoped out of IFR#gufance Contracts, no IPSAS equivalent) and are,
therefore, within IPSAS 19’s scope.

When The United Nations sells a product subjestdoranty, it must first determine whether the watya
represents a separable component of the transatftian item sold proves to have been defectivéhat
time of sale (usually based on evidence cominggtat within a standard period), the purchaser mayeh
the right to require the United Nations to rectife defect or replace the faulty item. Such a weayras

considered to be a ‘standard warranty’ that reladethe condition of the item sold at the date aéslt is

not usually considered separable from the sal®oflg.

When the warranty is not a separate element anggepts an insignificant part of the sale traneacti
generally the full consideration received is redsgd as revenue on the sale and a provision ignesed
for the expected future cost to be incurred retptmthe warranty. An example of such an arrangérnses
standard manufacturing warranty given under thenabterms and conditions of sale. Warranties that a
not separate elements are dealt with in IPSAS 19.

Provisions for warranties should be recognisedhim With section® and 6 above.

Example — Product repairs or replacement

The United Nations sells radios to Governmentss@me of its products it warrants at the time tHe &4
made that it will make good by repair or replacetmeanufacturing defects that become apparent within
one year from the date of sale. Its past experieshoavs that it does receive warranty claims ondhes
products.

A provision should be made for the best estimati@fbligation for the following reasons:

* A legal obligation exists which is more likely thaot to arise;

* The obligating event is the sale of the product #iwednormal one-year warranty can be legally ey

* The related costs of repair do not relate to thieddrNations’ future operations;

* From past experience, it is more likely than nett tthe obligation will result in an outflow of eaamic
benefits or service potential; and

» Areliable estimate of the obligation can be madenfthe entity's previous claims experience.

\ 4

Using the simple year end test, if the United Naigtopped trading at its year end, it would b#llliable
for the obligations arising from warranties it halseady given. Hence provision is required. Thatent
should use past experience to estimate reliablatheunt of potential claims.

Note - given the nature of the activities of the Uniteatibhs, it is not expected that many provisions for
warranties, if any, will be recognised.
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11 Case study — Serious incident in United Nations dep

11.1 Background

The United Nations has a large Peacekeeping depladféices based near the port of City A, the ity
of Country X. It employs 500 staff and the site @oizes several administration buildings and warskeu
which the United Nations has adapted over manysysiace it first moved to the city in 19X1.

In May 20X4, there is a sudden explosion insideUinéed Nations complex perimeter during the logdin
of munitions from a ship onto a transportation yoriThere are several fatalities of which 35 are
Peacekeeping troops and four private contractoraddition to multiple injuries. Extensive toxicljpgion

is released in the local environment.

Initial investigations indicate a fault with the mmeer in which the munitions were handled by United
Nations troops. As a result, the insurance compganyhe private contractors takes the United Natitm
court for the death and injuries to its employesd @t 30 June 20X4, the case was in court. Understef

the service contract with the private contractdre tUnited Nations has a legal obligation to pay
compensation to the company and the families ofvikBms in the event of the death or injury of a
contractor where the United Nations is negligentthat point in time, the OLA advises that the iasice
company has a very strong case and is likely totihvtncompensation and damages requested which total
$80m.

In addition, the environmental law of Country X vegs that the tenants must pay for the decontaimma
of any sites occupied in the Country. For the a@iuted by the incident, these costs are estimaté&i5m

at 30 June 20X4. OLA advice indicates that thisuidikely to be enforceable as the law specifically
excludes International Organisations such as theetdMNations. No such examples of pollution haverbe
identified in the past and the United Nations haguablic policy on decontamination of pollution sach
cases.

Several claims for death and disability compensatice received by 30 June 20X4 relating to the édhit
Nations Peacekeeping troops, and many more arecpdased on the injuries reported in the days
following the explosion and discussions with thev&mments in question. In total, out of injuriesli@0
troops, 11 claims had been received from Governsn&itne of the claims had been finalised by the tim
of the preparation of the accounts.

In October 20X4, a terrorist group in Country X agnresponsibility for the attack and deliberately
sabotaging the munitions. Owning to these additi@eanplexities, the insurance company’s case Ib sti
ongoing at 30 June 20X5. As a result of the devalams, the OLA determines that the case is sigmifly
weakened to the extent that it is probable thatlthiged Nations will successfully defend it. In M29X4
the environmental pollution charges are also drdppe the Government of Country X with no amounts
payable by the United Nations.

By December 20X4, the United Nations has receigpgroved and paid death and disability claims fedim
the relevant Governments. The total payments mate $6.2m, with no further claims expected.

As the next calendar year progresses, the seaitutgtion in City A and Country X deteriorates kdpi
and, unable to guarantee the safety of its sta#, Wnited Nations formulates a plan to relocate its
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Peacekeeping offices and depot to City B in Couitra neighbouring but stable country. As at 30eJun
20X5 a detailed plan had been established and édgresnally by United Nations management, however
public announcement of the plan was only made duly 20X5, with the staff concerned informed thg da
before. The plan is due to start immediately, with move beginning on 1 August 20X5. Several staff
not wish to transfer to the new site and are instEféered termination payments. Total estimatedscase
$100m (excluding onerous leases below).

As part of the move, the United Nations must camito make lease payments for the leases on three
buildings, which end on 30 June 20Y5. The renté$150,000 per year per property, payable annually i
arrears on 30 June. Due to the security situatif@nlJnited Nations is unable to sublease theselings to

a third party and has no remaining exit clausdheneases. It is not required to restore the imgklto their
original condition under the terms of the leased am the past in the region has left the leasehold
improvements for the landlord. In September 20X5dbntents of the site are evacuated to Country Z.

In July 20X5 the United Nations signs new leaseddur sites of land in Country Z, on which it ctmts

its own temporary warehouses and buildings in Augnsl September 20X5. The land leases require the
restoration of the land to its original conditiontlae end of the leases. The present value ofrilieigated
cost of dismantling the buildings in 5 years timé&500,000.

In September 20X5, the legal case against the IiNetions ends in favour of the United Nations and
compensation is payable to the insurance company.

For the purposes of these examples, the tax-fieem®dnt rate used by the United Nations is 5% aad/dar
end is 30 June.

11.2 Accounting treatment for year ended 30 June 20X4

At the end of the financial year; the United Nasiomill need to consider whether provisions showd b
recognised for the following items:

* Death and disability of Peacekeeping troops;
* The costs of compensation for death and injurjéogrivate contractors; and
* The costs of decontamination.

Death and disability of Peacekeeping troops;

Following the deaths of the 35 Peacekeeping TrothesUnited Nations should recognise a provisian fo
the anticipated costs of the claims to be recefv@u the Governments, as it has a legal obligatiwaugh
the General Assembly resolution to pay compensatidghe event of the death of a troop or membeahef
police, and it is probable that a claim will beg®ed that will be paid by the United Nations. Aiable
estimate of the outflow is also possible as thewart®payable are fixed in the event of a death.

Death of Peacekeeping troops

Assuming an amount payable for each death of $000i® the event of a successful claim, the prowisio

should be measured as:
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$ 70,000 * 35
$ 2,450,000

Provision

The provision should be recognised with the follagvaccounting entry:

Dr. Death and disability expenses (troops and pblic $ 2,450,000
Cr. Provisions for death and disability claims 2,450,000

Note— it is assumed that all the deaths were duedaettplosion and not pre-existing medical conditiong

The United Nations should also provide for the@péted costs of the payment due to Governmentthéor
disability of troops resulting from the accidented though only 11 out of 100 potential claims hheen
made and their potential final value is unknowre thinited Nations has a legal obligation through the
General Assembly resolution to pay compensatiadhenevent of the disability of a troop or membethas
police, and it is probable that a claim will beg®ed that will be paid by the United Nations. Aiable
estimate of the outflow is also possible. A praommsshould therefore be made for all 100 injurieshey
may lead to disability.

Disability of Peacekeeping troops

Given that no claims have been received by theotige financial year, the amount to provide wilvie to
be calculated based on the number of injured trooith an estimate made of the likely success ef|th
claims and the percentage disability agreed byrtedical review.

Such data should be taken from historic data ofl@inmcidents, or if this is unavailable, the oakrates
for all incidents over the recent past. Assuminglam success rate of 95%, an average percentage
disability of 60%, and a maximum amount payabl§%3,000 in the event of 100% disability, the prais
should be calculated as:

Provision 95% * 100 troops * 60% * $ 70,000
$ 3,990,000

The provision should be recognised with the follagvaccounting entry:

Dr. Death and disability expenses (troops and pblic $ 3,990,000
Cr. Provisions for death and disability claims 3,890,000

The compensation for the death and injury of pavaintractors

A provision should also be recognised for the lezgade brought by the insurance company regardieg th
death of the four contractors, based on the ledyata provided by OLA. The legal advice indicatlkeattthe
United Nations has a present (legal) obligatioraagsult of a past event (the explosion), and ithest
probable that the insurance company will win theeca&he amount claimed is known to be $80m, thus a
reliable estimate is possible.
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The United Nations should therefore recognise aigian through the following accounting entries:

Dr. Third party compensation expense $ 80m
Cr. Provisions for legal cases $ 80m

The costs of decontamination

Based on the legal advice received from the OLAyr@vision should not be recognised by the United
Nations in respect to the environmental pollutias the OLA has advised that the United Nations doés
have a legal obligation to decontaminate the lamdeuthe law of Country X, and that it is improleabhat
the legal case launched by the Government will dszessful. Given there is no past practice or polic
relating to the situation by which the United Nasocould have raised a valid expectation to clear t
pollution, it is unlikely to have constructive aipition to decontaminate the land.

The United Nations should instead disclose a cgetin liability, containing a brief description diiet
incident, the value of the claim, and the timingaaf/ possible payment.

11.3 Accounting treatment for year ended 30 June 20X5

At the end of the financial year; the United Natiamill need review the status of any existing psams or
contingent liabilities relating to:

* Death and disability of Peacekeeping troops;
» Compensation for the death and injury of privatetactors; and
» Costs of decontamination.

The United Nations will also need to consider wketprovisions should be recognised for the follayvin
items:

* Restructuring (relating to the move from CountryoXCountry Z);
* Onerous leases (relating to the vacated buildirays);
* Restoration costs (for the buildings constructe@auntry Z).

Death and disability of Peacekeeping troops

In the financial year, all expected claims relatinghe explosion were received and finalised, thiedefore
no provision as is required at the financial yead-eas the liability relating to the claims has been
extinguished.

Accounting entries for changes in death and disatyilprovision
Of the provision recognised at 30 June 20X4 fod%$6 ($2.45m for death + $3.99m for disability):

* $6.2m has been “utilised” through approval and payrmand
* The remaining $250,000 of the provision is “revefses it was not required to settle the obligation.
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The following accounting entries should be madiheyear:

On settlement of the claims:

Dr. Provisions for death and disability claims vél[ie of claim] (up to total of $6.2m)
Cr. Payables / Cash $ [value of claim] (upotal of $6.2m)

On reversal of remaining unused provision:

Dr. Provisions for death and disability claims 5200
Cr. Death and disability expenses (troops anctepli $ 250,000

Compensation for the death and injury of privatetctors

Following the changes in circumstances of the legak, and based on the advice of the OLA, thetexen
longer meets the recognition criteria for a prauisias it is no longer probable that there willdpeoutflow
embodying economic benefits from the United Natiofse provision recognised in the financial year
ended 30 June 20X4 should therefore be reversati3sJune 20X5.

A contingent liability should instead be disclosad,the probability of the insurance company wigrim
the case is still more than remote.

Accounting entries for changes in provision for cqransation for the death and injury of private
contractors

The following accounting entries should be madest@rse the provision:

Dr. Provisions for legal cases $80m
Cr. Third party compensation expense $ 80m

Note — the credit entry may need to be disclosed indadigl in the statement of financial performancg if
material.

Costs of decontamination

Following the end of the legal case, and a resultavour of the United Nations, there is no further
obligation requiring settlement. A provision shouldt therefore be recognised and no contingentlityab
disclosed regarding the case in the financial statgs.

Move to Country Z - restructuring plan

Given the scale of the relocation, the move mayibwed as meeting the definition of a “restructgfin
namely “the relocation of business activities freountry or region to another”. In addition, a va#dd
detailed plan had been prepared by management.
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A provision should not however be recognised atl@0e 20X5 for the anticipated restructuring co$ts o
$100m, as the staff and third parties had not beade aware of the plan until after this date. Adval
expectation had therefore not been raised withetladected by the plan, and as such there is nigailvig
event.

Vacated offices and new leasehold improvements

No provision should be recognised for leases rejato the vacated offices at 30 June 20X5, as the
buildings were still occupied at the end of theafinial year and the decision to vacate them was not
announced until after the financial year-end. Elyyalo provision should be recognised for the fatoost

of dismantling the buildings on the new leased Jasdthe lease was not signed, nor had the cotistaf

the buildings started prior to the financial yeade

11.4 Accounting treatment for year ended 30 June 20X6

At the end of the financial year; the United Natiamill need review the status of any existing psamis or
contingent liabilities relating to:

» Death and disability of Peacekeeping troops;
» Compensation for the death and injury of privatetaxctors; and
» Costs of decontamination.

The United Nations will also need to consider wketprovisions should be recognised for the follayvin
items:

* Restructuring (relating to the move from CountryoXCountry Z);

* Onerous leases (relating to the vacated offices); a
* Restoration costs (for the buildings constructe@auntry Z).

Death and disability of Peacekeeping troops

No further provisions should be recognised for ¢hessts as all claims were settled by the end ef th
previous financial year and no further claims aqgeeted.

Compensation for the death and injury of privatetctors

Following the verdict on the legal case in the BdifNations’ favour, the United Nations has no lewyal
constructive obligation to pay the insurance conypfam the deaths of or injuries to the contractdrss
also remote that any future outflow embodying eooicdbenefits or service potential will occur inagbn
to the case. No provision should be recognisedcangrcontingent liability disclosed.

Costs of decontamination

As in the previous financial year, there is noHertobligation requiring settlement. A provisioroshd not
therefore be recognised and no contingent liabilisglosed regarding the case in the financiaéstants.
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Restructuring (relating to the move from CountryoCountry 7)

Upon announcement of the plan to the affected gmrthe United Nations should recognise a provifon
the future restructuring costs (i.e. in July 20Xds,it is at this point that a valid expectationaised that the
plan will be implemented. A formal plan exists whimeets the requirements of IPSAS 19, and theiplan
expected to be implemented soon after announcement.

The provision should only include costs which ar@ieectly from the restructuring (i.e., which are
necessarily entailed and not associated with thgoiog activities of the United Nations. This inchsd
onerous leases (discussed separately below fopuh@oses of this example) and redundancy costs. The
provision should however exclude those costs warehassociated with the ongoing United Nationwaygti

(in this case the operation of the new depot). ddsts of transporting equipment and staff to the depot,
leases expenses at the new site, and the constredsts of the new buildings should thereforexwmueled
from the restructuring provision. The provisionagnised may thus be much lower than the $100m costs
anticipated in the plan.

Any costs incurred in the financial year should deduced from the initial provision raised and the
measurement of the provision re-assessed on 302D to determine which eligible costs remain & b
paid in the coming years.

Accounting entries to recognise restructuring prewn
The provision for restructuring should be recogaigeough the following accounting entries:

Dr. Restructuring expense $ [value of totalibligycosts]
Cr. Provision for restructuring $ [value ofabeligible costs]

Eligible costs should then be deducted from theipron as they are incurred:

Dr. Provision for restructuring $ [value of eligg cost incurred]
Cr. Payables / cash $ [value of eligible ¢ostirred]

Onerous leases (relating to the vacated offices)

Upon departure from the leased buildings in CouKtrthe United Nations should recognise a provigan
the three onerous contracts. This is because haecated the buildings, the United Nations canaealsly
expect that obligations under the contract aretgre¢han any future economic benefits or service il
which may be gained from the lease of the buildifigss is supported by the fact that the Unitedidvest
cannot even sublet the buildings, and is unabéxiothe lease at any cost.

As the United Nations has a present (legal) obhbgatrom a past event (the signing of the leasg@yobable

future outflow embodying economic benefits or segvpotential (the lease payments) and a reliable
estimate of the amount may be made, the criterithiBrecognition of a provision are met.
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Measurement of present value of onerous lease pmvi at 30 June 20X6

The best estimate of the present value of the oisetease provision should be calculated using
discounted future lease payments until the entheldase. As at the 30 June 20X6, the next leagsagd
will be on 30 June 20X7 and the lease paymentsemdl on 30 June 20Y5. Nine payments will thus
made, the first one exactly one year after the gear The total annual lease payments are $45@38(
$150,000).

The present value of the obligation may theref@eddculated using the following table:

Variable Value
Annual lease payment ($) 450,000
Payable on 30 Jupe
First break clause N/JA
Date of provision 30 June 20X6
Discount rate 5%
Time from year- Amount Discount
Payment date end (years) nayable ($) tactor Present value ($)
30/06/20XT 1 450,000 0.952 428,571
30/06/20X8 2 450,000 0.907 408,163
30/06/20X9 3 450,000 0.864 388,727
30/06/20Y( 4 450,000 0.823 370,216
30/06/20Y1 5 450,000 0.784 352,587
30/06/20Y2 ) 450,000 0.746 335,797
30/06/20Y3 1 450,000 0.711 319,807
30/06/20Y4 & 450,000 0.677 304,578
30/06/20Y5 9 450,000 0.645 290,074
Total 4,050,000 3,198,520

A provision should therefore be recognised for $8,520 through the following accounting entriesheat
end of the financial year:

Dr.  Onerous lease expenses (restructuring) $3H208,
Cr. Provisions (onerous leases / restructuring) 3,198,520

Note — discounting is_not often applied in practice,imia due to the uncertainty regarding timing a
amount of cash flows. Discounting should only bpliad where the effect of the time value of mose
material; small provisions (e.g. $10,000) do najuie discounting.

In this example, discounting has been applied pa@x possible considerations, however at 30 JUDEE
the difference between the undiscounted proviskdr060,000) and the discounted provision ($3,198),"
is $851,480, which is likely to be immaterial. @sating is therefore unlikely to be necessary iis

the
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example.
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Restoration costs (for the dismantling of tempotauydings constructed on leased land)

On construction of the temporary buildings in Coyr, the United Nations should capitalise the saxt

construction in line with IPSAS 17 and deprecidtese over the life of the buildings. Furthermohe t
United Nations should also recognise a provisiartie anticipated costs of dismantling the buildirag the

end of the lease. The obligation arises as theedriitations constructs the buildings and this reprssa

past event.

An asset for the same value should also be recedymweghich will be recovered from the economic basef
and service potential generated by the building @edlife. This asset should then be depreciatest the
life of the building.

Accounting entries to recognise provision for lamdstoration costs
The following accounting entries should therefoeeniade to record the provision:

Dr. Buildings (temporary) $ 500,000 (statemarfinancial position)
Cr. Provisions for restoration of land $ 500,000
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This information and PricewaterhouseCoopers LLPRWC") services (collectively, "Information”) a
confidential and access, use and distribution astricted. If you are not PwC’s client or othemy
authorized by PwC and its client, you may not as@@use the Information.

PwC performed and prepared the Information at tedirection and exclusively for client’s sole ladih
and use pursuant to its client agreement. THE IRMATION MAY NOT BE RELIED UPON BY ANY
PERSON OR ENTITY OTHER THAN PWC’S CLIENT. PWC MAKENO REPRESENTATIONS Of
WARRANTIES REGARDING THE INFORMATION AND EXPRESSLY DISCLAIMS ANY
CONTRACTUAL OR OTHER DUTY, RESPONSIBILITY OR LIABIOY TO ANY PERSON OR
ENTITY OTHER THAN ITS CLIENT.

The Information was performed or prepared in acaocé with the Standards for Consulting Servicab®
American Institute of Certified Public Accounts (@PA") and, where applicable, the AICPA Standans
Reports on the Application of Accounting Principles the AICPA Statements on Standards for ]
Services. The Information does not constitutelleganvestment advice, broker dealer servicesiaéss
or solvency opinion, an estimate of value, an audlit examination of any type, an accounting or
opinion, or other attestation or review servicesagtordance with standards of the AICPA, the Pu
Company Accounting Oversight Board or any otherfggsional or regulatory body. PwC provides

opinion or other form of assurance with respectthe Information. Client, in consultation with its

independent accountants, is responsible for theeptation and preparation of its financial stateshamd
related disclosures.

The Information shall be maintained in strict cdefice and may not be discussed with, distribute
otherwise disclosed to any third party, in wholeropart, without PwC’s prior written consent, moay the
Information be associated with, referred to or gdanh any way in any offering memorandum, prospgd
registration statement, public filing, loan or atlagreement.

The Information was not intended or written to Isedj and it may not be used, for the purpose atlang
U.S. federal, state or local tax penalties, or suopg the promotion or marketing of any transacsir
matters addressed in the Information. Client hasohligation of confidentiality with respect to a
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information related to the tax structure or tavatneent of any transaction.
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