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September 15, 2014 
 
by email: ed.psector@cpacanada.ca 
 
Mr. Tim Beauchamp, Director  
Public Sector Accounting 
The Canadian Institute of Chartered Professional Accountants 
277 Wellington Street West 
Toronto, ON  M5V 3H2 
 
Dear Mr. Beauchamp:  

Re: Invitation to Comment on Re-Exposure Draft – Related Party Transactions and Inter-Entity 
Transactions 

We appreciate the opportunity to respond to the Public Sector Accounting Board Re-Exposure Draft (ED) on 
Related Party Transactions and Inter-Entity Transactions issued in April, 2014. 

1. Do you agree with the proposal to create two new Sections? Please explain. 
 
Yes, we agree with the proposal to create two new sections. While a single standard could have provided the same 
guidance, we believe that specifically and separately addressing measurement and recognition is beneficial to the 
financial statement preparer’s understanding of the requirements. That said, the scope of the proposed Section 
“Inter-Entity Transactions” is limited to accounting for and reporting “transactions between entities under common 
control” (Paragraph .02).  This would seemingly exclude transactions with related parties identified in paragraph .07 
(a), (c), (d), (e), (f), (g) and (h) of the proposed Standard “Related Party Disclosures”.  The basis for exclusion of 
these types of transactions from the recognition and measurement requirements in the proposed Standard “Inter-
Entity Transactions” is not apparent.  We recommend that the scope of the proposed Standard “Inter-Entity 
Transactions” be expanded accordingly since it would otherwise appear that other types of transactions would only 
be subject to the disclosure standard.  This may result in significant inconsistencies in the measurement of those 
types of transactions.  
 
In addition, Paragraph .02(b) of “Related Party Disclosures” notes that “This Section does not deal with:…for 
consolidated financial statements, transactions that are eliminated on consolidation…”, however “Inter-Entity 
Transactions” does not exclude these transactions from its scope, and yet, there does not appear to be a need to 
provide recognition and measurement guidance for transactions that are eliminated.  We suggest that the section on 
“Inter-Entity Transactions” be clarified to note that measurement and recognition guidance is applicable to financial 
statements where the transaction in question has not been eliminated. 
 
2. Is the guidance on identifying a related party in paragraph .07 useful and practical? Please explain.  

 
We generally agree that the guidance on identifying related parties is useful.  However, we note the following: 
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• Paragraph .02(b) excludes from the scope of the proposed Standard “transactions with entities within a reporting 
entity including those that are accounted for under the modified equity method.”  Given the modified equity 
method does not result in the elimination of related party transactions, with specific exceptions provided for in 
PS 3070, we believe that transactions with organizations accounted for using the modified equity method that 
are not eliminated should be included in the scope of the proposed Standard.   

 
3. Do you agree that two entities that have a member of key management personnel in common may be 

related depending on the ability of that individual to affect the policies of both entities in their mutual 
dealings? Please explain.  

 
We agree that two entities that have a member of key management personnel in common may be related depending 
on the ability of that individual to affect the policies of both entities in their mutual dealings.  As noted previously, 
we would point out that transactions with that other entity would be excluded from the measurement and recognition 
standard as proposed. 
 
Other matters 
 
During our review of the proposed Standards “Related Party Disclosures” and “Inter-Entity Transactions”, other 
matters came to our attention which we wish to bring to your attention:  

• “Restructuring transactions” are excluded from the scope of the proposed Standards “Related Party 
Disclosures” and “Inter-Entity Transactions”.  We believe it would be useful to describe what is meant by 
“restructuring transactions”.  For example, the merger of the Department of Foreign Affairs and 
International Trade with the Canadian International Development Agency to form the Department of 
Foreign Affairs, Trade and Development could be viewed as a restructuring transaction, outside the scope 
of the proposed Standards, however it is not clear from the proposed Standards.  We note that in the 
Exposure Draft recently released on Restructuring Transactions, that a definition is provided.  We suggest 
that a similar definition be included in these Sections until that standard is finalized, at which point, a 
reference to that section could be provided. 

• Related Party Disclosures, Paragraph .03 notes in part that “Only those transactions that have or could have 
a material financial effect on the financial statements are disclosed.”  We question the use of the word 
financial to modify material and suggest it be deleted.  We believe use of this term suggests a quantitative 
evaluation of materiality.  However, by their nature, we believe that related party transactions may be 
qualitatively material, even if not quantitatively material.  We note this concept is supported by Paragraph 
.048 or CPA Canada Handbook, Part V, Section 3840 states, “Information about related party transactions 
is often of more significance to a financial statement user than information about unrelated party 
transactions, regardless of the size of such transactions. When considering disclosure of related party 
transactions, the qualitative as well as the quantitative characteristics of materiality are considered.”  

• Related Party Disclosures, Paragraph .17 speaks to using judgment to determine whether information 
concerning transaction between related parties should be disclosed.  Paragraph 18 provides a list of factors 
to consider regarding the assessment of users’ needs, but is it not clear that these factors are to be used to 
assess whether related party transactions should be disclosed.  We suggest a more definitive link between 
paragraphs 17 and 18. The discussion in paragraph 18 could be reworded to eliminate the concept of 
“users’ needs” and more closely aligned to paragraph 17.  

• Related Party Disclosures, Decision Tree – The Decision Tree in Appendix A includes a box described as 
follows: 

o “Transaction has occurred at a value different from that which would have been arrived at if the 
parties were unrelated” (third box down on the left side).  This box, if the answer is “no”, results 
in no disclosures required.  

o This is consistent with paragraph .04 of the proposed Standard “Related Party Disclosures” which 
indicates that “Not all related party relationships or transactions occurring between related parties 
are required to be disclosed. Disclosure is generally required when related party transactions have 
occurred at a value different from that which would have been arrived at if the parties were 
unrelated. However, not all of these transactions are reportable under this Section. Only those 
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transactions that have or could have a material financial effect on the financial statements are 
disclosed.”  

o However, paragraph .14 states, correctly, that “…as related parties do not deal at arm’s length, a 
transaction between them cannot be presumed to have been recognized on the same basis.” 

o We do not believe that there should be an exclusion for transactions that occur at a value 
consistent with transactions undertaken with unrelated parties.  If an exclusion is to be provided, 
then there should be guidance to assist preparers and auditors in understanding when this 
exclusion may be taken.  For example, requiring third party evidence of fair value would be an 
acceptable basis on which to avoid disclosures. It may be more appropriate for the user to arrive at 
their own conclusions as to whether transactions were undertaken at fair value.  

 

4. Is this proposed new Section on accounting for and reporting inter-entity transactions useful and 
practical? Please explain.  

We generally agree that the proposed new Section on accounting for and reporting inter-entity transactions is useful 
and practical.  As noted above, we do have concerns with the scope of the proposed Standard. Refer to our response 
to question 1 above.  

Inter-Entity Transactions, Paragraph .17 provides for use of the exchange amount when the exchange is based upon 
the fair value of an asset or a liability.  We would encourage the Board to provide guidance as to when that might be 
considered the case. For example, when the transferee has independent evidence of fair value may be a situation 
when it would be appropriate to recognize an exchange of assets or liabilities at the exchange amount. As the Board 
noted in paragraph .14 of the proposed Standard “Related Party Disclosures”, “related parties do not deal at arm’s 
length, a transaction between them cannot be presumed to have been recognized on the same basis”. 

Inter-Entity Transactions, Appendix A – Decision Tree: 

We would point out that many allocated costs and recoveries as well as unallocated costs would be transactions in 
the normal course of business. We question the position of these boxes in the decision tree.  That is to say, we would 
have expected that “allocated costs” and “unallocated costs” as well as other normal course transactions would come 
under the box “Transactions in the normal course of operations”, rather than a branch to the right of that box.   In 
addition, if you follow the decision tree through for unallocated costs, two choices are provided – to recognize at 
carrying amount and to recognize at carrying amount or fair value or other amount, however, based on paragraph 
.10, there is no requirement for the recipient to record unallocated costs (the use of the word “recognition” implies 
that there should be something recorded in the accounts, which is inconsistent with paragraph 10).  

 

We would be pleased to discuss any questions or comments you many have with respect to this letter.  To do so, 
please contact Lynn Pratt (613-751-5344), Cindy Veinot (416-643-8752) or the undersigned. 

 
Yours truly, 

 

Julie Corden 
National Professional Practice Director 
Private Companies, Public Sector and Not-for-Profit Organizations 
Deloitte LLP 
 


