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1, INTRODUCTION

The International Federation of Accountants — Public
Sector Committee (the Committee) is developing a core
set of recommended accounting standards for public
sector entities referred to as International Public Sector
Accounting Standards (IPSASs).  The Committee recog-
nizes the significant benefits of achieving consistent and
comparable financial information across jurisdictions
and it believes that the IPSASs play a key role in enabling
these benefits to be realized. 

The IPSASs are based on the International Financial
Reporting Standards (IFRSs), formerly known as
International Accounting Standards (IASs), issued by
the International Accounting Standards Board (IASB),
where the requirements of those standards are applicable
to the public sector. The Committee is also developing
IPSASs that deal with accounting issues in the public sec-
tor that are not addressed in the IFRSs or IASs.

Transactions between related parties commonly occur in
the normal course of business.  Disclosure of related party
relationships and transactions with them is necessary in
financial statements so as to enable the users of the finan-
cial statements to take well-informed decisions. These dis-
closures help the users in evaluating the performance of an
enterprise and its financial position as reflected in the
financial statements.  These disclosures also help the users
in comparing the financial statements of an enterprise
with the financial statements of other enterprises.

2. Objective of IPSAS 20 Related Party
Disclosures

The objective of this Standard is to require the disclosure
of the existence of related party relationships where con-
trol exists and the disclosure of information about trans-

actions between the entity and its related parties in cer-
tain circumstances. The principal issues in disclosing
information about related parties are identifying which
parties control or significantly influence the reporting
entity and determining what information should be dis-
closed about transactions with those parties.

3. Scope

This Standard should be applied by all public sector enti-
ties , other than Government Business Enterprises,
which prepares and presents financial statements under
the accrual basis of accounting, in disclosing information
about related party relationships and certain transactions
with related parties.

4. Definitions

Close Member of the Family of an Individual

Judgment will be necessary in determining whether an
individual should be identified as a close member of the
family of an individual for purposes of application of this
Standard.  In the absence of information to the contrary,
such as that a spouse or other relative is estranged from
the individual, the following immediate family members
and close relatives are presumed to have, or be subject to,
such influence as to satisfy the definition of close mem-
bers of the family of an individual: 

(a) a spouse, domestic partner, dependent child or rela-
tive living in a common household;

(b) a grandparent, parent, nondependent child, grand-
child, brother or sister; and

(c) the spouse or domestic partner of a child, a parent-
in-law, a brother-in-law or a sister-in-law.  

Key Management Personnel

● Key management personnel include all directors or
members of the governing body of the reporting entity

Accounting Abroad
Extract From International Public Sector Accounting Standard IPSAS 20

Related Party Disclosures

AACCCCOOUUNNTTIINNGG



AACCCCOOUUNNTTIINNGG

where that body has the authority and responsibility
for planning, directing and controlling the activities of
the entity.  At the whole-of-government level, the gov-
erning body may consist of elected or appointed rep-
resentatives (for example, a president or governor,
ministers, councilors and aldermen or their nominees).  

● Where an entity is subject to the oversight of an elected
or appointed representative of the governing body of
the government to which the entity belongs, that per-
son is included in key management personnel if the
oversight function includes the authority and respon-
sibility for planning, directing and controlling the
activities of the entity.  In many jurisdictions, key advi-
sors of that person may not possess sufficient author-
ity, legal or otherwise, to satisfy the definition of key
management personnel.  In other jurisdictions, key
advisors of that person may be deemed to be key man-
agement personnel because they have a special work-
ing relationship with an individual who has control
over an entity.  They therefore have access to privi-
leged information and may also be able to exercise con-
trol or significant influence over an entity.  Judgment is
required in assessing whether an individual is a key
advisor and whether that advisor satisfies the defini-
tion of key management personnel, or is a related party. 

● The governing body, together with the chief execu-
tive and senior management group has the authority
and responsibility to plan and control the activities of
the entity, to manage the resources of the entity and
for the overall achievement of entity objectives.
Therefore, key management personnel will include
the chief executive and senior management group of
the reporting entity. In some jurisdictions, civil ser-
vants will not have sufficient authority and responsi-
bility to qualify as key management personnel (as
defined by this Standard) of the whole-of-govern-
ment reporting entity.  In these cases, key manage-
ment personnel will consist only of those elected
members of the governing body who have the great-
est responsibility for the government, often these
persons are referred to as “Cabinet Ministers”.

● The senior management group of an economic entity
may comprise individuals from both the controlling
entity and other entities that collectively make up the
economic entity.

Related Parties

● In considering each possible related party relationship,

attention is directed to the substance of the relation-
ship, and not merely the legal form.

● Where two entities have a member of key manage-
ment personnel in common, it is necessary to con-
sider the possibility, and to assess the likelihood, that
this person would be able to affect the policies of
both entities in their mutual dealings.  However, the
mere fact that there is a member of key management
personnel in common does not necessarily create a
related party relationship.

● In the context of this Standard, the following are
deemed not to be related parties:

(a) (i) providers of finance in the course of 
their business in that regard; and

(ii) trade unions;

in the course of their normal dealings with an
entity by virtue only of those dealings
(although they may circumscribe the freedom
of action of an entity or participate in its deci-
sion-making process); and

(b) an entity with which the relationship is solely 
that of an agency.

● Related party relationships may arise when an indi-
vidual is either a member of the governing body or is
involved in the financial and operating decisions of
the reporting entity.  Related party relationships may
also arise through external operating relationships
between the reporting entity and the related party.
Such relationships will often involve a degree of eco-
nomic dependency.  

● Economic dependency, where one entity is depen-
dent on another in that it relies on the latter for a sig-
nificant volume of its funding or sale of its goods and
services, would on its own be unlikely to lead to con-
trol or significant influence and is therefore unlikely to
give rise to a related party relationship.  As such, a sin-
gle customer, supplier, franchisor, distributor, or gen-
eral agent with whom a public sector entity transacts a
significant volume of business will not be a related
party merely by virtue of the resulting economic
dependency.  However, economic dependency,
together with other factors, may give rise to significant
influence and therefore a related party relationship.
Judgment is required in assessing the impact of eco-
nomic dependence on a relationship.  Where the
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reporting entity is economically dependent on
another entity, the reporting entity is encouraged to
disclose the existence of that dependency.

● The definition of related party includes entities owned
by key management personnel, close family members
of such individuals or major shareholders (or equiva-
lent where the entity does not have a formal equity
structure) of the reporting entity.  The definition of
related party also includes circumstances in which one
party has the ability to exercise significant influence
over the other party.  In the public sector, an individ-
ual or entity may be given oversight responsibility for
a reporting entity, which gives them significant influ-
ence, but not control, over the financial and operating
decisions of the reporting entity.  For the purposes of
this Standard, significant influence is defined to
encompass entities subject to joint control.

Remuneration of Key Management Personnel

● Remuneration of key management personnel
includes remuneration derived by individuals from
the reporting entity for services provided to the
reporting entity in their capacity as members of the
governing body or employees.  Benefits derived
directly or indirectly from the entity for services in
any capacity other than as an employee or a member
of the governing body do not satisfy the definition of
remuneration of key management personnel in this
Standard.  However, paragraph 34 requires disclo-
sures to be made about certain of these other bene-
fits.  Remuneration of key management personnel
excludes any consideration provided solely as a reim-
bursement for expenditure incurred by those individ-
uals for the benefit of the reporting entity such as, for
example, the reimbursement of accommodation
costs associated with work-related travel.

Voting Power

● The definition of related party will include any indi-
viduals owning, directly or indirectly, an interest in
the voting power of the reporting entity that gives
them significant influence over the entity.  The hold-
ing of an interest in the voting power of an entity can
arise when a public sector entity has a corporate
structure and a minister or government agency holds
shares in the entity.

5. The Related Party Issue

● Related party relationships exist throughout the pub-
lic sector, because: 

(a) administrative units are subject to the overall
direction of the executive government and, ulti-
mately, the Parliament or similar body of elected
or appointed officials, and operate together to
achieve the policies of the government; 

(b) government departments and agencies fre-
quently conduct activities necessary for the
achievement of different components of their
responsibilities and objectives through separate
controlled entities, and through entities over
which they have significant influence; and

(c) ministers or other elected or appointed mem-
bers of the government and senior management
group can exert significant influence over the
operations of a department or agency.

● Disclosure of certain related party relationships and
related party transactions and the relationship under-
lying those transactions is necessary for accountability
purposes and enables users to better understand the
financial statements of the reporting entity because:

(a) related party relationships can influence the way
in which an entity operates with other entities in
achieving its individual objectives, and the way in
which it co-operates with other entities in
achieving common or collective objectives; 

(b) related party relationships might expose an entity
to risks or provide opportunities that would not
have existed in the absence of the relationship;

(c) related parties may enter into transactions that
unrelated parties would not enter into, or may
agree to transactions on different terms and con-
ditions than those that would normally be avail-
able to unrelated parties.  This occurs frequently
in government departments and agencies where
goods and services are transferred between
departments at less than full cost recovery as a
part of normal operating procedures consistent
with the achievement of the objectives of the
reporting entity and the government.
Governments and individual public sector enti-
ties are expected to use resources efficiently,
effectively and in the manner intended, and to

THE  CHARTERED ACCOUNTANT DECEMBER 2002
598

AACCCCOOUUNNTTIINNGG



deal with public monies with the highest levels of
integrity.  The existence of related party relation-
ships means that one party can control or signif-
icantly influence the activities of another party.
This provides the opportunity for transactions
to occur on a basis that may advantage one party
inappropriately at the expense of another. 

● Disclosure of certain types of related party transac-
tions that occur and the terms and conditions on which
they were conducted allows users to assess the impact
of those transactions on the financial position and per-
formance of an entity and its ability to deliver agreed
services.  This disclosure also ensures that the entity is
transparent about its dealings with related parties. 

6. Remuneration of Key Management Personnel

● Key management personnel hold positions of
responsibility within an entity.  They are responsible
for the strategic direction and operational manage-
ment of an entity and are entrusted with significant
authority.  Their salaries are often established by
statute or an independent tribunal or other body
independent of the reporting entity.  However, their
responsibilities may enable them to influence the
benefits of office that flow to them or their related
parties.  This Standard requires certain disclosures to
be made about the remuneration of key management
personnel and close members of the family of key
management personnel during the reporting period,
loans made to them and the consideration provided
to them for services they provide to the entity other
than as a member of the governing body or an
employee.  The disclosures required by this Standard
will ensure that appropriate minimum levels of trans-
parency are applied to the remuneration of key man-
agement personnel and close members of the family
of key management personnel.  

7. Materiality

● International Public Sector Accounting Standard
IPSAS 1 Presentation of Financial Statements requires the
separate disclosure of material items.  The materiality
of an item is determined with reference to the nature
or size of that item.  When assessing the materiality of
related party transactions, the nature of the relation-
ship between the reporting entity and the related
party and the nature of the transaction may mean that
a transaction is material regardless of its size.  

8. Disclosure

● In many countries, the laws, and other authoritative
financial reporting rules, require financial statements
of private sector entities and government business
enterprises to disclose information about certain cat-
egories of related parties and related party transac-
tions.  In particular, attention is focused on the enti-
ty’s transactions with its directors or members of its
governing body and with its senior management
group, especially their remuneration and borrowings.
This is because of the fiduciary responsibilities of
directors, members of the governing body and senior
management group, and because they have extensive
powers over the deployment of entity resources.  In
some jurisdictions, similar requirements are included
in the statutes and regulations applicable to public
sector entities.  

● Some International Public Sector Accounting
Standards also require disclosure of transactions with
related parties.  For example, IPSAS 1 requires dis-
closure of amounts payable to and receivable from
controlling entities, fellow controlled entities, associ-
ates and other related parties.  International Public
Sector Accounting Standard IPSAS 6 Consolidated

Financial Statements and Accounting for Controlled Entities

and IPSAS 7 require disclosure of a list of significant
controlled entities and associates.  International
Public Sector Accounting Standard IPSAS 3 Net

Surplus or Deficit for the Period, Fundamental Errors and

Changes in Accounting Policies requires disclosure of
extraordinary items and items of revenue and
expense within surplus or deficit from ordinary activ-
ities that are of such size, nature or incidence that
their disclosure is relevant to explain the perfor-
mance of the entity for the period.

9. Disclosure of Control

● Related party relationships where control exists
should be disclosed irrespective of whether there
have been transactions between the related parties.

● In order for a reader of financial statements to form a
view about the effects of related party relationships
on a reporting entity, it is appropriate to disclose
related party relationships where control exists, irre-
spective of whether there have been transactions
between the related parties.  This would involve the
disclosure of the names of any controlled entities, the
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name of the immediate controlling entity and the
name of the ultimate controlling entity, if any.  

10. Disclosure of Related Party Transactions 

● In respect of transactions between related parties
other than transactions that would occur within a
normal supplier or client/recipient relationship on
terms and conditions no more or less favorable than
those which it is reasonable to expect the entity
would have adopted if dealing with that individual
or entity at arm’s length in the same circumstances,
the reporting entity should disclose:

(a) the nature of the related party relationships;

(b) the types of transactions that have occurred; and

(c) the elements of the transactions necessary to
clarify the significance of these transactions to
its operations and sufficient to enable the finan-
cial statements to provide relevant and reliable
information for decision making and account-
ability purposes.

● The following are examples of situations where
related party transactions may lead to disclosures by a
reporting entity:

(a) rendering or receiving of services;

(b) purchases or transfers/sales of goods (finished or
unfinished);

(c) purchases or transfers/sales of property and
other assets;

(d) agency arrangements;

(e) leasing arrangements;

(f) transfer of research and development;

(g) license agreements;

(h) finance (including loans, capital contributions,
grants whether in cash or in kind and other finan-
cial support including cost sharing arrange-
ments); and

(i) guarantees and collaterals.

● Public sector entities transact extensively with each
other on a daily basis.  These transactions may occur
at cost, less than cost or free-of-charge.  For example,
a government department of administrative services
may provide office accommodation free-of-charge

to other departments, or a public sector entity may act
as a purchasing agent for other public sector entities.
In some models of government there may be the
capacity for recovery of more than the full cost of ser-
vice delivery.  Departments are related parties
because they are subject to common control and
these transactions meet the definition of related party
transactions.  However, disclosure of information
about transactions between these entities is not
required where the transactions are consistent with
normal operating relationships between the entities,
and are undertaken on terms and conditions that are
normal for such transactions in these circumstances.
The exclusion of these related party transactions
from the disclosure requirements of paragraph 27
reflects that public sector entities operate together to
achieve common objectives, and acknowledges that
different mechanisms may be adopted for the deliv-
ery of services by public sector entities in different
jurisdictions.  This Standard requires disclosures of
related party transactions only when those transac-
tions occur other than in accordance with the operat-
ing parameters established in that jurisdiction.

● The information about related party transactions that
would need to be disclosed to meet the objectives of gen-
eral purpose financial reporting would normally include:

(a) a description of the nature of the relationship
with  related parties involved in these transac-
tions.  For example, whether the relationship
was one of a controlling entity, a controlled
entity, an entity under common control, or key
management personnel;

(b) a description of the related party transactions
within each broad class of transaction and an
indication of the volume of the classes, either as
a specific monetary amount or as a proportion of
that class of transactions and/or balances;

(c) a summary of the broad terms and conditions of
transactions with related parties, including dis-
closure of how these terms and conditions differ
from those normally associated with similar
transactions with unrelated parties; and

(d) amounts or appropriate proportions of out-
standing items. 

● Items of a similar nature may be disclosed in aggre-
gate except when separate disclosure is necessary to
provide relevant and reliable information for deci-
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sion making and accountability purposes.

● Disclosure of related party transactions between
members of an economic entity is unnecessary in
consolidated financial statements because consoli-
dated financial statements present information about
the controlling entity and controlled entities as a sin-
gle reporting entity.  Related party transactions that
occur between entities within an economic entity are
eliminated on consolidation in accordance with
IPSAS 6.  Transactions with associated entities
accounted for under the equity method are not elim-
inated and therefore require separate disclosure as
related party transactions. 

11. Disclosure – Key Management Personnel 

● An entity shall disclose:

(a) the aggregate remuneration of key manage-
ment personnel and the number of individuals,
determined on a full time equivalent basis,
receiving remuneration within this category,
showing separately major classes of key man-
agement personnel and including a description
of each class;

(b) the total amount of all other remuneration and
compensation provided to key management
personnel, and close members of the family of
key management personnel, by the reporting
entity during the reporting period showing sep-
arately the aggregate amounts provided to:

(i) key management personnel; and

(ii) close members of the family of key manage-
ment personnel; and

(c) in respect of loans which are not widely avail-
able to persons who are not key management
personnel and loans whose availability is not
widely known by members of the public, for
each individual member of key management
personnel and each close member of the family
of key management personnel:

(i) the amount of loans advanced during the
period and terms and conditions thereof;

(ii) the amount of loans repaid during the
period;

(iii) the amount of the closing balance of all
loans and receivables; and

(iv) where the individual is not a director or
member of the governing body or senior
management group of the entity, the rela-
tionship of the individual to such. 

● Paragraph 27 of this Standard requires the disclosure
of related party transactions which have occurred
other than on an “arm’s length” basis consistent with
the operating conditions established for the entity.
This Standard also requires the disclosure of infor-
mation about certain transactions with key manage-
ment personnel identified in paragraph 34, whether
or not they have occurred on an arm’s length basis
consistent with the operating conditions that apply in
respect of the entity.

● Persons who are key management personnel may be
employed on a full or part time basis.  The number of
individuals disclosed as receiving remuneration in
accordance with paragraph 34(a) needs to be estimated
on a full time equivalent basis.  Entities will make sepa-
rate disclosures about the major classes of key manage-
ment personnel that they have.  For example, where an
entity has a governing body that is separate from its
senior management group, disclosures about remuner-
ation of the two groups will be made separately.  Where
an individual is a member of both the governing body
and the senior management group, that individual will
be included in only one of those groups for the pur-
poses of this Standard.  The categories of key manage-
ment personnel identified in the definition of “key
management personnel” provide a guide to identifying
classes of key management personnel.

● Remuneration of key management personnel can
include a variety of direct and indirect benefits.
Where the cost of these benefits is determinable, that
cost will be included in the aggregate remuneration
disclosed.  Where the cost of these benefits is not
determinable, a best estimate of the cost to the
reporting entity or entities will be made and included
in the aggregate remuneration disclosed.

● There is currently no International Public Sector
Accounting Standard on the measurement of
employee benefits.  Guidance on the measurement of
certain employee benefits is found in International
Accounting Standard IAS 19, Employee Benefits.  When
non-monetary remuneration that is able to be reliably
measured has been included in the aggregate amount
of remuneration of key management personnel dis-
closed for the period, disclosure would also be made
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in the notes to the financial statements of the basis of
measurement of the non-monetary remuneration.

● This Standard requires the disclosure of certain infor-
mation about the terms and conditions of loans made
to key management personnel and close members of
the family of key management personnel, where
these loans

(a) are not widely available to persons outside the
key management group; and 

(b) may be widely available outside the key manage-
ment group but whose availability is not widely
known to members of the public.

The disclosure of this information is required for
accountability purposes.  The exercise of judgment
may be necessary in determining which loans should
be disclosed to satisfy the requirements of this
Standard.  That judgment should be exercised after
consideration of the relevant facts and in a manner
consistent with the achievement of the objectives of
financial reporting.  

● Paragraph 34(a) of this Standard requires disclosure
of the aggregate remuneration of key management
personnel.  Key management personnel include
directors or members of the governing body and
members of the senior management group of the
entity.  Directors or members of the governing body
of the entity may also receive remuneration or com-
pensation from the entity for services provided in a
capacity other than as director or member of the gov-
erning body of the entity or as an employee of the
entity.  Paragraph 34(b)(i) of this Standard requires
the disclosure of the total amount of this other remu-
neration or compensation.

● Close members of the family of key management per-
sonnel may influence, or be influenced by, key man-
agement personnel in their transactions with the
reporting entity.  Paragraph 34(b)(ii) of this Standard
requires the disclosure of the total remuneration and
compensation provided during the period to close
members of the family of key management personnel.

● When an entity adopts the accrual basis of accounting,
as defined by International Public Sector Accounting
Standards, for financial reporting purposes, subse-
quent to this effective date, this Standard applies to
the entity’s annual financial statements covering peri-
ods beginning on or after the date of adoption.
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Major differences in IPSAS 20 & Indian
AS 18 on Related Party Disclosures

● Although, in AS 18, the list of what constitutes
related parties largely correspond to IPSAS 20
definitive list, there are some differences, e.g. joint
ventures of the reporting enterprise and the ven-
turer in respect of which the reporting enterprise is
a joint venture are included under AS 18 as related
party relationships but have not have been specifi-
cally included under IPSAS 20.   

● The definition in AS 18, the definition of the term
‘related party’ provides that parties are considered
to be related if at any time during the reporting
period one party has the ability to control the other
party or exercise significant influence over the
other party in making financial and/or operating
decisions.  Whereas IPSAS 20 does not include the
expression ‘at any time during the reporting period’
in its definition.

● IAS 18 includes specific relations while defining
relatives, whereas IPSAS 20 also considers close
members of the family and close members of the
family of key management personnels while
defining related parties.

● While IPSAS 20 does not include the expression
‘substantial interest’, AS 18 does includes and also
provides guidance on the interpretation of this term
i.e. “20 per cent or more interest in the voting power”.

● IPSAS 20 contains additional disclosure require-
ments in relation to the remuneration of key manage-
ment personnel and their close family members and
certain other transactions between an entity and close
family members of key management personnels.
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