ITEM 121

page 12.1
& 'r. INTERNATIONAL FEDERATION 545 Fifth Avenue, 14th Floor  Tel: (212) 286-9344
OF ACCOUNTANTS New York, New York 10017 Fax: (212) 286-9570
Internet: http://www.ifac.org

DATE: 25 SEPTEMBER 2003
MEMO TO: MEMBERS OF THE IFAC PUBLIC SECTOR COMMITTEE
FROM: LI LI LIAN
SUBJECT: STUDY 14 (2"° EDITION)

ACTION REQUIRED

The Committee is asked to:

. review the magjor changes to Study 14; and

. approve the draft Study 14 (2" edition) (subject to any amendments agreed at the
meeting) for publication.

AGENDA MATERIAL: Pages
12.2  Extractsfrom Study 14 identifying main changes 12.2-12.36
12.3  Report from the drafting subcommittee 2" distribution
BACKGROUND

In the last PSC Meeting in Vancouver, Members agreed that:

. Study 14 will be updated at least once per year, and more frequently, if needed.

. A drafting sub-committee will be established to review the draft Study 14 (2™
edition) and make recommendations to the PSC on whether Study should be
published or required further amendment. The sub-committee comprises the
Norwegian and Australian members.

The draft Study 14 (2nd edition) was sent to the sub-committee in early September with a
request for comment by the end of this month. Their report will be included in the second
distribution of Agenda materials.

The Study has been updated since Vancouver. It now reflects that ED 23 Impairment of
Assets has been issued.

The extracts of the Study included at Agenda 12.2 identify the major changes proposed.
(These mgjor changes have not yet been agreed by the drafting sub-committee.) Changes to
other parts of the Study are of an editorial nature and include consequential changes to those
matters identified in the extracts. For example, ED 21 has been issued as IPSAS 19
Provisions, Contingent Liabilities and Contingent Assets and the Cash Basis IPSAS was
issued in January 2003 (replacing ED 9).

A full copy of the Study is available upon request. (Please note it is about 270 pages long).

Li LiLian
ASSISTANT PROJECT MANAGER
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Extracts of Main Changes Proposed to Study 14 Transition to the Accrual
Basis of Accounting: Guidance for Governments and Government Entities
(2" Edition)

The main changes proposed to Study 14 a summarized into table on a chapter by chapter
basis. Where possible, Staff have attached the extracts of those changes in Appendix 1
(App 1) of this paper. It should be noted that the relevant sections that reflect the issue of
ED 23 Impairment of Assets are attached in the beginning of App 1.

Table Outlining Major Changes:

Chapter/Section of Proposed Changes
Study 14
Cover « Noteachangein edition and publication date.
(The cover isillugtrated in App 1)
Acknowledgement « Change edition and to show that the 1st edition of Study 14 was
prepared by PSPNZ on behalf of PSC. (Illustrated in App 1)
Foreword « Update to reflect that PSC has issued 20 accrual IPSASs and one

comprehensive Cash Basis IPSAS
(The Foreword isillustrated in App 1)

Part | Introduction » Reflect that PSC hasissued 21 IPSASs

« |Invite readersto provide input to the Study (instead of in Part 1V of the
document)

(Part I isillustrated in App 1)

Chapter 1 Introduction « INTOSAI will assume therole of providing public sector guidance on
ISAswhere appropriate. (Relevant para illustrated in App 1)

« ED 9 has beenissued as the Cash Basis IPSAS. (Relevant section
illustrated in App 1)

»  New Occasiona Papersissued. (Relevant sectionillustrated in App 1)

» References and web sites updated

Ch 2 Managing the » References and web sites updated
Process

Ch 3 Skills assessment » Thediscussion paper on outlining ‘ competence’ has now been

and training published as an International Education Paper. (Relevant section
illustrated in App 1)

» References and web sites updated

Ch 4 Accounting Policy | = Notethat entity’s are required to comply with IPSASs when they arein
Issues force rather than when they areissued. (Relevant section illustrated in
App 1)
« HM Treasury’s Resource Accounting Manual is updated annually
» |ASB hasissued anew Standard on first-time application of IFRSsto
replace SIC 8. (Relevant section illustrated in App 1)
» Cash Basis IPSAS has been issued. (Relevant section illustrated in App
1)
0 standard wording paragraph affected:
Each chapter in the Study, except for Chapters 1-3, includes a
paragraph for the section under the heading “Relevance to the Cash
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Chapter/Section of
Study 14

Proposed Changes

Basis of Accounting”. For Chapters 6-15, thereis a standard
wording that notes that the issues discussed in each Chapter will
assist those intending to prepare financial statements on the cash
basis of accounting and also disclose in the notes some accrua
accounting information. For Chapters 4 & 5, the wording in the
“Relevance to the Cash Basis of Accounting” has adight variation
to the standard wording paragraph

o reflect that ED 9 isnow a Standard and has new reguirements and
an encouragements section

References and web sites updated

Ch 5 Reporting Entity
Issues

Cash Basis IPSAS issued — standard wording paragraph affected.
(Thereisadlight variation to this standard wording paragraph.)
(Relevant section illustrated in App 1)

References and web sites updated

Ch 6: Assets ED 23 Impairment of Assets has been issued. Staff have provided a
short summary of the ED. (Relevant section illustrated in App 1)
ED 21 has been replaced by IPSAS 19 (Relevant section illustrated in
App 1)
Cash Basis IPSAS issued — standard wording paragraph affected
References and web sites updated

Ch 7: Liabilities ED 21 has been replaced by IPSAS 19.

Ch 7 discusses the liability aspects of financial instruments. It also
discusses the Draft Standard prepared by the Joint Working Group on
Financia Instruments. The IASB has recently announced that they will
consider the results of the Draft Standard as part of along-term project.
In the mean time, they have issued a new ED to address internal
inconsistencies between their disclosure standard (IAS 32) on financia
instruments and the recognition and measurement standard (I1AS 39)
and to incorporate guidance from current SICs. Study 14 now discusses
the main changes proposed to IAS 39, Financial Instruments:
Recognition and Measurement rather than focus on the Draft Standard.
Staff will monitor IAS 39 and update Study 14 where appropriate.
(Relevant section illustrated in App 1)

Cash basis IPSAS has been issued — standard wording paragraph
affected

References and web sites updated
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Chapter/Section of
Study 14

Proposed Changes

Ch 8 Revenues and
Expenses

Reflect that the PSC has established two steering committees to assist
in devel oping guidance on non-exchange revenue and socia policy
obligations

Updated GFS Manual wasissued in Dec 2001

Cash Basis IPSAS issued

0 Standard wording paragraph affected

0 To update the requirements from the Cash Basis IPSAS
References and web sites updated

PSC is now considering an ED on impairment of assets (Relevant
sectionillustrated in App 1)

Part IV — Specific

Update to include new Chapters 16 & 17 dealing with segments and

Topics related parties
« Delete invitation to provide input (thiswas moved to Part |
Introduction)
(Part IVisillustrated in App 1)
Ch 9 Cash » Updated Glossary issued since Study 14 was published

Cash Basis IPSAS was issued:

o Standard wording paragraph affected

0 Notethat the definition of cash is different for the cash basis and
the accrua basis

0 Cash BasisIPSAS has provided guidance on control of cash. To
change the examples used in Ch 9 (paras 9.15 — 9.16) to conform
with the Cash Basis IPSAS

o reflect that ED 9 isnow a Standard and has new requirements and
an encouragements section (Relevant section illustrated in App 1)

References and web sites updated

Ch 10 Intangible Assets

To note IASB recently issued an ED on proposed amendmentsto IAS
38, Intangible Assets. The Study summarizes the proposed main
changesto IAS 38. (Relevant section illustrated in App 1)

Update GFSM 2001 published in December 2001

SIC 32 on Web site costs has been issued and provides further
guidance on internally generated assets

To note that IASB is currently considering a project on extractive
industries

Cash Basis IPSAS was issued — standard wording paragraph affected
References and web sites updated

Ch 11 Financial
Instruments

To provide a short summary of the ED on financial instruments.
(Relevant sectioniillustrated in App 1)

Cash Basis IPSAS was issued — standard wording paragraph affected
References and web sites updated

Ch 12 Employee-
Related Liabilities

To reflect that the PSC deferred the project on empl oyee benefits.
(Relevant section illustrated in App 1)

Cash Basis IPSAS was issued —standard wording paragraph affected
References and web sites updated
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Chapter/Section of
Study 14

Proposed Changes

Ch 13 Liabilities arising
from SPO

« Tonote that the PSC has established a steering committee to assist in
devel oping guidance on SPO. (Relevant section illustrated in App 1)

» For IPSAS 19, to reflect that the wording for the exclusion scope for
social policy obligations has changed from the ED. (Relevant section
illustrated in App 1)

» ED 21 has been replaced by IPSAS 19

» Cash BasisIPSAS wasissued — standard wording paragraph affected

» References and web sites updated

Ch 14 Non-Exchange

« Tonote that the PSC has established a steering committee to assist in

Revenue (NXR) developing guidance on NXR. (Relevant section illustrated in App 1)
» Cash BasisIPSAS wasissued — standard wording paragraph affected
» References and web sites updated
Chapter 15 Foreign » Cash Basis IPSAS was issued — standard wording paragraph affected
Currency
Chapter 16 Segment « Inlight of the issuance of IPSAS 18, to include an additional chapter
Reporting (Ch 16) outlining the major requirements on the disclosure of segment
reporting
(Ch16isillustrated in App 1)
Chapter 17 Related « Inlight of the issuance of IPSAS 20, to include an additional chapter

Party Disclosures

(Ch 17) outlining the major requirements on related party disclosures
(Ch17isillustrated in App 1)
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Appendix 1 to Agenda Item 12.2 — Proposed Marked-Up Changes

Thissection isnew, it was not provided to the PSC in Vancouver. Thisarea showsthe main changesto
Study 14 due to theissuance of ED 23.

Chapter 6: Assets

Property, Plant and Equipment — I mpair ment of Assets

6.66 An asset is impaired when its carrying amount exceeds its recoverable service
amount. The recoverable service amount is determined as the higher of its net selling
price and its value in use. Exposure Draft International Public Sector Accounting
Standard ED 23 Impairment of Assets provides guidance on how to account for
impairment of all assets, except for those for which accounting requirements are
included in other IPSASs. Appendix 2 to this Chapter provides a brief summary of
the requirements proposed in ED 23.

Chapter 6's Appendix 2: Summary of Exposure Draft 23 | mpairment of
Assets

Exposure Draft International Public Sector Accounting Standard ED 23 Impair ment of Assets
deals with the impairment of all assets in public sector entities other than:

*  Government Business Enterprises (GBES); and

» those for which accounting reguirements for impairment are included in other
International Public Sector Accounting Standards (1PSASs).

GBEs are profit-oriented entities. In substance, they no different from entities conducting
similar activities in the private sector. They are defined in IPSASs as having the following
characteristics:

e _isan entity with the power to contract in its own name;

e hasbeen assigned the financial and operational authority to carry on a business;

e sells goods and services, in the normal course of its business, to other entities at a
profit or full cost recovery;

e isnot reliant on continuing government funding to be a going concern (other than
purchases of outputs at arm’s length); and

e iscontrolled by a public sector entity.

ED 23 defines an “impairment” as aloss in the future economic benefits or service potentid
of an asset, over and above the systematic recognition of the loss of the asset's future
economic benefits or service potentia through depreciation.

It distinguishes between cash-generating and non-cash-generating assets. It defines cash-
generating assets as assets held by () public sector GBES; and (b) public sector entities other
than GBEs to generate a commercial rate of return. Any asset other than a cash-generating
asset is regarded as being a non-cash-generating asset.
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Accounting for | mpair ment of Cash-Gener ating Assets

ED 23 proposes that the impairment of cash-generating assets in the public sector should be
accounted for in accordance with IAS 36 Impairment of Assets. Under |AS 36 an impai rment
loss should be recognized whenever the recoverable amount of an asset is less than its
carrying amount. The recoverable amount of an asset is determined as the higher of its net
selling price and its value in use. Net selling price is the amount obtainable from the sale of
an asset in an arm’'s length transaction between knowledgeable, willing parties, after
deducting any direct incremental disposal costs. Value in use is the present value of
estimated future cash flows expected to arise from the continuing use of an asset and from its
disposal at the end of its useful life.

Where it is not possible to determine the recoverable amount for an individual asset, IAS 36
requires that the recoverable amount for the asset’s cash-generating unit (CGU) be
determined. The CGU is the smallest identifiable group of assets that generates cash inflows
from continuing use, and that is largely independent of the cash inflows from other assets or
groups of assets.

Under |AS 36, assets other than goodwill that contribute to the future cash flows of two or
more CGUs are regarded as “ corporate assets’. As corporate assets do not generate separate
cash inflows, the impairment of corporate assets are dealt with as part of the impairment of
the cash generating unit to which the corporate assets belongs.

Accounting for | mpair ment of Non-Cash-Generating Assets

ED 23 contains detailed proposals for accounting for the impairment of non-cash-generating
assets. It includes guidance on_identifying an impaired asset, measuring its recoverable
service amount, recognizing or reversing any resulting impairment loss, and disclosing
information on impairment losses or reversals of impairment |osses.

The Exposure Draft (ED) proposes that an asset should be regarded as impaired when its
carrying amount exceeds its recoverable service amount. It identifies key indicators that an
impairment loss may have occurred and states that an entity is required to make a formal
estimate of recoverable service amount where any of those indicators is present.

Under the ED, the recoverable service amount of an asset is determined as the higher of its
net selling price and its value in use. Net selling price is the amount obtainable from the sale
of an asset in an arms length transaction between knowledgeable willing parties, less the
costs of disposal. Vauein use is the present value of the remaining service potential of the
asset determined using one of the following three approaches as appropriate:

e Depreciated replacement cost approach;

e Restoration coat approach; and

e Service units approach.

When the asset’s recoverable service amount is less than its carrying amount, the entity
should recognize an impairment loss and reduce the carrying amount of the asset to its
recoverable service amount.
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Reversal of impair ment loss

ED 23 proposes that the entity should assess at each reporting date whether there is an
indicator that an impairment loss recognized for an asset in prior years may no longer exist
or may have decreased. The ED identifies a minimum set of indicators of a reversal of an
impairment loss and proposes that the entity should estimate an asset’s recoverable service
amount when annual assessments indicate that a previous loss no longer exists or has
decreased.

The ED proposes that an impairment loss recognized in prior years should be reversed if, and
only if, there has been a change in the estimates used to determine recoverable service
amount. However, the ED requires an impairment loss be reversed only to the extent the
reversal does not increase the carrying amount of the asset above the carrying amount that
would have been determined for the asset had no impairment loss been recognized. Under
the ED, areversal of an impairment loss should be recognized as revenue in the statement of
financial performance.

Disclosure

The ED proposes that, when impairment |osses are recognized or reversed, the entity should
disclose certain information by class of assets and by segments. Further disclosure is
reqguired if impairment losses recognized or reversed are material to the financial statements
of the entity as awhole.

Comparison with |AS 36
While ED 23 is based on IAS 36, there are substantial differences. For example:

e ED 23 deals with the impairment of assets of public sector entities while IAS 36
deals with the impairment of cash-generating assets of profit-oriented entities.
ED 23 requires that the impairment of cash-generating assets of public sector
entities including those of Government Business Enterprises be accounted for
under IAS 36.

e The method of measurement of value in use of a non-cash-generating asset under
ED 23 is different from that applied to a cash-generating asset under IAS 36.
ED 23 measures the value in use of a non-cash-generating asset as the present
value of the asset’s remaining service potential by reference to the depreciated
replacement cost, restoration cost and service units approaches. 1AS 36 measures
the value in use of a cash-generating asset as the present value of future cash
flows from the asset.

e ED 23 deals with “corporate assets’ in the same manner as other non-cash-
generating assets while IAS 36 deals with them as part of related cash-generating
units.

Chapter 8: Revenues and Expenses

Appendix: Accounting Policies

This Appendix illustrates examples of accounting policies for a selection of revenue and
expense items. These policies are examples of policies that may be developed by a central
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entity for internal application by al individual entities forming part of a whole-of-
government reporting entity. Because of the wide variation in types of revenue and expense
items which exist between various types of entities and jurisdictions, some potential policies
(for example, revenue classifications) have not been illustrated.

These policies comply with relevant IPSASs such as IPSAS 9, IPSAS 11 and IPSAS 12.

However, it is possible that other policies that are consistent with these standards could aso
be developed — the appropriateness of a particular policy for a revenue or expense item
depends on the exact conditions under which the revenue is earned or the expense is incurred.
Recognition points for revenue and expense items may therefore vary between entities within
a jurisdiction and between jurisdictions. For example, in the absence of an IPSAS on
impairment, this entity has chosen to base its policy directions on_Exposure Draft
International Public Sector Accounting Standard ED 23 Impairment of Assets and

Internatlonal Accountlng Standard IAS 36, Imparrment of Assets—wrth—semeuadaptatren—te

mﬂews Other sources of authorltatlve gwdance on |mpa|rment may be avallable W|th|n
particular jurisdictions.

wp&rmen%eﬁassetsrmts#uturea,verlepregran%

Impairment of Assets

Impair ment of Assets — Cash-gener ating Assets

When an asset is held for its ability to generate net cash inflows, its impairment is accounted
for in accordance with International Accounting Standard |AS 36, Impairment of Assets. An
impairment loss is to be recognized as an expense for assets carried at cost, and as a
revaluation decrease for assets carried at revalued amounts to the extent of its revaluation
reserve surplus. An asset is regarded as impaired when its carrying amount exceeds its
recoverable amount. Recoverable amount is to be measured by reference to the higher of net
selling price and value in use.

The following factors may be used as possible indicators of impairment™.

Where an indicator of impairment exists, an impairment test is to be applied:

* achangein the extent to which an asset is used or is expected to be used;

« achange in the manner in which the asset is used_before the previously expected
date;

e significant technologica development with an adverse effect on the entity in the
environment which the entity operates or in the market to which the asset is
dedicated;

. physical damage;

eSS vteesworse than expected
report on the economic performance ofﬂerevrdedby the asset;
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e achange in the law, government policy or environment that limits the extent to
which the asset can be used; or

» asgignificant decline in the observable market value of the asset as a result of the
passage of time or normal use.

Impairment of Assets — Non-cash-generating Assets

An impairment loss is to be recognized as an expense for assets carried at cost. Property,
plant and equipment carried at fair value need not be tested for impairment since any
impairment is taken into account in the revaluation. An asset is regarded as impaired when its
carrying amount exceeds its recoverabl e service amount. Recoverable service amount is to be
measured by reference to the higher of net selling price and value in use.

In assessing whether a non-cash-generating asset is impaired, the following factors may be
used as possible indicators of impairment:;

e achangein the extent to which an asset is used or is expected to be used;

e achange in the manner in which the asset is used before the previously expected
date;

e gignificant long-term technological development with an adverse effect on the
entity in the environment which the entity operates or in the market to which the
asset is dedicated:;

e physical damage;

e adecline in, or cessation of, the demand or need for services provided by the
asset;

e adecision to halt the construction of the asset before it is complete or in a usable
condition; or

e achange in the law, government policy or environment that limits the extent to

which the asset can be used.

. Both-ED 23 Impairment of Assets (IFAC, September 2003) and-AS-36-Hmpairment-of-Assetsincluded |

these factors as possible indicators of impairment and measurements of impairment losses. The PSC will
consider the comments received arising from this Exposure Draft in 2004.
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FOREWORD

Many of the International Federation of Accountants Public Sector Committee’'s (PSC’s)
constituents, including some currently reporting on a cash basis, have expressed support for the
application of the accrual basis of accounting to governmental financial reporting. This support is
based on the view that accrual information includes, supplements and enhances the cash
information currently provided and benefits both internal and external users. Many of these
constituents also sought guidance from the PSC on the process of transition from the cash to the
accrual basis. This Study has been prepared in response to that request. It identifies key issues to
be addressed in the migration from the cash to the accrual basis of accounting. It also identifies
alternate approaches that can be adopted in implementing the accrual basis of accounting in an
efficient and effective manner in the public sector. This Study will be updated periodicaly to
reflect newly issued IPSASs and other additional implementation issues and experiences.
Readers are encouraged to confirm with the PSC on the status of the |atest version available.

The PSC has made-significant-progress-+r-devel opediag a core set of accrual-based International
Publlc Sector Accountl ng Standards (IPSASS) teJeeappHedM+henether—theaeeFuaLeHheeash

D Ci C > v vivw DY O

twenty—tP%AS&ethheLaeeFual—baasef—AeeeuFMQ—and a comprehenswe IPSAS on the cash
basis of accounting. These IPSASs establish an authoritative set of independent international

financia reporting standards for governments and others in the public sector organizations.
Application of the IPSASs will support developments in public sector financial reporting
directed at improving decision-making, financial management, and accountability. The PSC
considers the IPSASs to be an integral element of reforms directed at promoting socia and
economic development.

The PSC believes governments and government entities will find the Study useful as they deal
with the many and complex technical, systems and cultural issues necessary to implement an
accrual system. The Study identifies key requirements of IPSASs. It also identifies other sources
of useful guidance on issues not dealt with by IPSASs. However, readers should note this Study
does not establish new or additional authoritative requirements and should not be considered a

substltute for the IPSASs themselves H—lsrmtendedathat—thts%ea—tl#mgudeeument—ahd%e

lan Mackintosh

Chairman

Public Sector Committee

International Federations of Accountants

AprH-2002MM YYYY
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PART | —INTRODUCTION

This Study is intended to assist governments and government entities wishing to migrate to the
accrual basis of accounting in accordance with International Public Sector Accounting Standards
(IPSASs). It may also assist governments and government entities complying with the financial

Wlshi-ngie&reportl ng reqw rements of theen&eemprehenweeash%assef—aeeeem—ng—melﬂdmg

Dmit—Ln{emaﬂenal—PubH%eeter—Aeeebm-ng&andaFd— Cash Ba5|s IPSAS EDJB—Flnanual
Reporting Under tThe Cash Basis of Accounting in _making the additional encouraged

disclosures.

Moved
to 3¢
para

2 he Study 14 alsal ncI ud% a dlscuss on
of aII IPSASs |ssued and certain toplcs not addra@ed by current IPSASs or Exposure Drafts.

Where the Study discusses topics not addressed by current IPSASs or Exposure Drafts, the
requirements of other authoritative accounting pronouncements such as International Accounting
Standards (IASs) are used to illustrate the practical implementation issues associated with that
topic. The IASs were prepared and published by the International Accounting Standards
Committee (IASC). In 2001 the International Accounting Standards Board (IASB) was
established to replace the IASC. The Standards that the IASB has-stated-that-the-standards-t |

wiHissue will be referred to as International Financial Reporting Standards (IFRSs). The first
seventeen-twenty accrual-based IPSASs are based on IASs to the extent appropriate for the
public sector. The use of IFRSs, |IASs or other standards to illustrate such topics does not
necessarily reflect the views of the PSC on any issue. The Study is not an accounting manual,
nor doesiit attempt to establish authoritative accounting practices or standards.

Part | of this Study addresses general issues associated with the transition to accrual accounting,
including factors influencing the nature and speed of the transition, options in respect of the
transition paths, and the management of the transition process. It also considers issues associated
with the identification, design and delivery of training.

This Study should be considered a work in progress. The first edition of the Study was published
in April 2002. It will be revised periodicaly to reflect developments in IPSASs and input
received by the PSC on the experiences of readers in migrating to reporting on an accrua basis.
A brief summary of major changes will be prepared to accompany each revision.
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Chapter 1: Introduction

INTOSAI will assume the role of providing public sector guidance on | SAs where appropriate.

1.1  This Study was issued by the Public Sector Committee (PSC) of the International
Federation of Accountants (IFAC). IFAC is an organization of national professional
accountancy organizations that represent accountants employed in public practice,
business and industry, the public sector and education. The PSC focuses on the
accounting, auditing and financial reporting needs of national, regional and local
governments, related governmental entities, and the constituencies they serve. It
addresses these needs by issuing and promoting benchmark guidance, conducting
educational and research programs, and facilitating the exchange of information among
accountants and those who work in the public sector. The International Organization of
Supreme Audit Institutions (INTOSAI) and the International Audit and Assurance
Standards Board (IAASB) have formed a joint working group to provide public sector
guidance on ISAs, where appropriate. It is anticipated that this working group will be
operational by the end of 2003.

This paragraph was added to address to constituents who wanted to know why there were only
the cash basis and accrual basis IPSASs.

1.4 International Public Sector Accounting Standards (IPSASs) focus on two bases of
accounting — the cash basis and the accrual basis. The PSC issued an Invitation to
Comment Which Bases of Accounting in 1999 which sought views on whether IPSASs
should be devel oped for modified cash and modified accrual bases as well as the cash and
accrual bases. There was overwhelming support for the development of |PSASs for only
the cash and accrual basis of accounting, supported by guidance on the paths that may be
adopted in migrating to the accrual accounting basis.

To reflect the issuance of the Cash-Basis IPSAS

1.7  The PSC has also issued Expesure-Braftthe Cash Basis IPSASEDB-9 Financial Reporting
Under tThe Cash Basis of Accounting. Although the focus of this Study is on the
transition to the accrua basis, some parts of the Study may aso assist readers who are
seeking information which-may-be-useful ferin complying with any+HPSAS-en-the-cash
basis-that-is-developed-based-onr-Expesure-Brafithe Cash Basis IPSASEDB-9. Appendix 2
of this Chapter explains the relevance of specific Chapters of this Study for entities

intending to comply with Expesure—DraftPSASEDOthe Standard. In addition, |
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Appendix 2 of Chapter 4 illustrates the accounting policies that may be required in order
for an entity to comply with-Expesure Draft HPSASED-9*the Standard.

To reflect the new publication of Occasional Papers

1.14 The PSC is considering supporting this Study with a series of Occasional Papers
documenting case studies from specific jurisdictions on their transition to the accrual
basis of accounting. Occasional Papers published to date are:

* Occasional Paper 1 Implementing Accrual Accounting in Government: The New
Zealand Experience;

* Occasional Paper 2 Auditing Whole of Government Financial Statements. The New
Zealand Experience;

* Occasional Paper 3 Perspectives on Accrual Accounting; and

* Occasional Paper 4 The Delegation of Public Services in France, An Original Method
of Public Administration: Delegated Public Service;

e Occasional Paper 5 Resource Accounting: Framework of Accounting Standard Setting
in the UK Central Government Sector:; and

e Occasional Paper 6 The Modernization of Government Accounting in France: The
Current Stuation, The Issues, The Outlook

* An Ooccasi onaI papers on the Medem&aﬂemaf—@evemment—Aeeeun&ng%ranee

ahd—By Governmental
Accountl ng System in Arqent| naisare currently being f| naI |zed for publication.

5.Chapter 1, Appendix 2: |
Appendix 2 summarizes the relevance of the discussion in the Study to entities wanting to

prepare their financial statements under the cash basis of accounting on a chapter by chapter

basis.

PART Il —FINANCIAL ELEMENTS

Chapter 6 Assets Not required for cash basis reporting.
Relevant to the extent that an entity maintains
records of certain assets and discloses them as
encouraged in the Cash Basis IPSAS, and
wishes to begin planning for the introduction
of accrual accounting.
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Chapter 7 Liabilities Not required for cash basis reporting.
Relevant to the extent that most entities
operating under the cash basis of accounting
maintain comprehensive records of debt and
borrowings and disclose them as encouraged
in the Cash Basis IPSAS.

Chapter 8 Revenues and Not required for cash basis reporting.
Expenses Relevant to the extent that entities intend to
prepare additional disclosure on revenue and
expenses incurred during the period.Relevant

to the extent that some entities recoghize
ele. Hah recel “abllsa’r'd ey 2l SI I'I Inle :
R e e
PART IV —SPECIFIC TOPICS
Chapter 9 Cash Genera relevance.
Chapter 10 Intangible Assets Not required for cash basis reporting.

Relevant to the extent that entities intend to
prepare additional disclosure on intangible
assets.

(Note: The narrative for Chapter 10 is the same for Chapters 11-14 (financial Instruments,
employee-related liabilities, liabilities arising from social policy obligations and non-
exchange revenue). Therefore, they have not been reproduced in this attachment.

Chapter 15 Foreign Currency Not required for cash basis reporting.
Beeopo e b S A B0 Do i
cash-balanees:Relevant for entities that need

to trandlate foreign exchange cash flows and
balances.

Chapter 16 Segment Reporting Not required for cash basis reporting.
Relevant for entities intending to prepare a
statement of segments under the cash basis of

accounting.
Chapter 17 Related Party Relevant for entities intending to provide
Disclosures related party disclosures as encouraged in Part
2 of the Standard.
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Chapter 2: Managing the Process
The PSC has actioned a working group on the possible conver gence of IPSASGFSESA

2.53 Itisalso desirable to design financial reporting systems so that they can provide the data
required for other forms of governmental reporting such as Government Finance Statistics
(GFS). The revised GFS Manual (GESM) 2001 is on an accrual basis, but there are some
differences between the systems that will require adjustments if the same data set is to be
used for both sets of financial reporting.

2.54 The PSC has created a working group to identify the main differences between IPSASSs,
the GFSM 2001 and ESA 95/SNA 1993 to ascertain whether harmonization and convergence
is possible for some or al of these differences; and where differences remain, to assess the
need for, and format of, reconciliation statements. The Working Group is chaired by the PSC
and attended by representatives of the IMF, OECD, Eurostat and other constituents. Please
refer to the PSC's web site for further information on this Working Group

Chapter 3: Skills Assessment and Training
3.11 3" dot point: This discussion paper has been published as an International Education

AeeeuntantTowards Competent Profess onal Accountants (I FAC 20031) This paper expl ores

the topic of accountant competency, providing an analysis of approaches used by various
accountancy institutes around the world. The discussion-Paper seeks-te-defines the term
“competence’ -and-capabiities”, provides guidance to accountancy membership bodies en
thelrrole-in developing-competencies-and-capabititiesadapting their own qualifications to a
competence-based approach, and assesses various wethedsissues surrounding the
competence-based approaches and how they can be dealt with. The framework within the
paper draws together antwo different approaches to develop competent professional
accountants: the functional analysis which focuses on performance outcomes approach
(accountants performing roles and tasks in the workplace to a defined standard) and anthe
second approach which focuses on capabilities such as puts-appreach-(knowledge, skills
and abilities).

Chapter 4: Accounting Policies | ssues
To reflect that entities are only required to comply to IPSASsin force, rather than on issue.

4.14 Entities may choose to adopt IPSASs at a time suitable for them. This will vary between
jurisdictions depending upon the approach taken to adoption of accrual accounting and
the time frame adopted. An entity can claim full compliance with accrual-based IPSASs
only when it has complied with the requirements of all IPSASs enissuein force.
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To reflect that the |ASB has issued IFRS 1.

4.16 There may be other issues which arise on first-time application-adoption of IPSASs |
which are not dealt with by IPSASs currently on issue. For example, how should an
entity deal with any changes in reported figures, such as accumulated balances and
comparative amounts, eaused—byarising from the first-time appheation—adoption of |
IPSASs? Entities will need to develop their own policiesin relation to such issues. Other
authorltatlve pronouncements may be hel pful |n |dent|fy| ng and dealing wrth such issues.

Internatlonal Accounting Standards Board has recently publlshed Internatlonal Fi nancral
Reporting Standard IFRS 1, First-time Adoption of International Financial Reporting
Sandards that replaced the International Financial Reporting Interpretations Committee
(IFRIC) of the International Accounting Standards Board (IASB) Interpretation SIC 8
First Time Application of 1ASs as the Primary Basis of Accounting. IFRS 1 requires
retrospective application on all recognized assets and liabilities, except for certain
optional and mandatory exemptions. The Standard also provides guidance on the
treatment of adjustments to accumulated surpluses/deficits arising from the first-time
application of International Aceeunting-Financial Reporting Standards™ IFRS 1 differs
from SIC 8 by clarifying that an entity applies the latest version of IFRSs, and requires
disclosures on how the transition to |FRSs affected an entity’s reported financial position,
financial performance and cash flows.

Footnote 1 A

Chapter 6: Assets
Cash Basis Standard Wording paragraph

Relevance to the Cash Basis of Accounting

6.134 The issues identified in this Chapter are relevant for entities intending to provide
additional note disclosure on the nature and amount of various categories of assets

comphy—with—any—future HPSAS-based-enencouraged by the Cash Basis IPSAS EB-9
Frnancral Reportrng Under tThe Cash Basrs of Accountlng—#—they—wrsh—te—provrde

AIthough an entlty may provide addltlonal dISC| osures wrthm the fmancral statements or
as supplementary information, such amounts cannot be included in the amounts shown
on the face of the primary-finanetal-statements of cash receipts and payments. |

4174, 17 An entity wantrng%report ing on aeemprehenswethe cash basis of accountinl Slight
hased-onin accordan| variation

with the Exposre-Draft ED-9Cash Basis IPSAS Financial Reporting Under Tthe Cal e

cash basis
para
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Basis of Accounting, weutd-will disclose the accounting policies used in the preparation
of itsfinancial statement(s) as required by the Standard.

Accounting policies are defined in the Cash Basis IPSAS. The Standard also provides

5.18

quidance on the selection of accounting polices and reguires the disclosure of significant
accounting policiesin the notes to the financial statements.

For those preparing consolidated cash basis reports, the determination-of-thereperty Slight
entity-and-the-preparation-preparation of a consolidated prirmary—financial-statement | varation

cash receipts and payments involves substantially the same process as for the accru

on the
standard

basis. The consolidation requirements for the cash basis of accounting wil—bed cash basis

addressed in the fuireHPEAS pececon-Expesare PrallInlernaiiona—2abhe—Sccl para

Aceounting—StandardCash Basis IPSAS EB-9-Financial Reporting Under tThe Cal

Basis of Accounting.

Chapter 7: Liabilities
Note that ED 19 has been replaced by IPSAS 19.

7.25

Items not meeting these criteria may meet the definition of a contingent liability.
Contingent liabilities are defined in Expesure Braft-IPSAS EB-219. Contingent liabilities
are not recognized. Details of contingent liabilities are disclosed in the notes to the
financia statements. In accordance with Expesure-Draft-IPSAS ED-219, paragraph 38,
“If it becomes probable that an outflow of future economic benefits or service potential
will be required for an item previously dealt with as a contingent liability, a provision is
recognized in the financial statements of the period in which the change in probability
occurs (except in the extremely rare circumstances where no reliable estimate can be
made).”

To update that the IASB is currently updating Standards on financial instruments

7.28

In June 2002, the International Accounting Standards Board (IASB) published an
exposure draft of proposed amendments to the financial instruments standards — IAS 32
and IAS 39. As part of its improvement project, the 1ASB invited the IAS 39
I mplementation Guidance Committee (IGCY) to function as an Advisory Committee to
the IASB in identifying and reviewing issues that should be addressed in the exposure
draft. The proposed amendments aim to reduce some complexity by clarifying and
adding guidance, eliminating internal inconsistencies, and incorporating key elements of
existing Standing | nterpretations Committee (SIC) Interpretations and guidance from the
IGC. Currently, the exposure draft does not reconsider the fundamental approach to

accounting for flnanC|al mstruments %%%kdy%ebeapdate@andma%be%eplraeed

1

The IGC consists of senior expertsin financial instruments with experience as accounting standard setters,

auditors, bankers, and preparers from arange of countries. | GC also includes observers from the Basel Committee

on Banking Supervision, the International Organization of Securities Commissions (I0OSCQO) and the European

Commission.
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7.29 As discussed later in Chapter 11, in December 2000, a group of international and
national standard setters (the Financial Instruments Joint Working Group) issued a Draft
Sandard outlining proposals on the approach to accounting for financial instruments.

émarket—vale&s)—The J0| nt Work| ng Group Draft Standard—wte#ed—t&m—paragmph—?—%

abeve; proposeds measurement of virtualy all financial instruments at fair values._The
IASB recently announced that they will study further the Joint Working Group’s Draft
Sandard and basis for conclusions. This work would be preparatory to any decisions on
how to progress this topic.
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PART IV —SPECIFIC TOPICS

Part IV of this Study discusses implementation issues arising from the recognition of certain
assets, liabilities, revenues and expenses that are not covered in Part I11. These topics have been
dealt with separately in order to allow the reader to focus on the issues associated with these
themtepies in more depth than would have occurred in Part 111.

Part 1V also discusses the implementation issues for disclosures of segment reporting (in Chapter
16) and related parties (in Chapter 17).

The Chapters focusing on specific asset topics are:

+  Chapter 9 Cash; and
«  Chapter 10 Intangible Assets.

Chapter 11 Financial Instruments deals with issues in financial reporting of financial assets and
liabilities.
The Chapters focusing on specific liability topics are:

« Chapter 12 Employee-Related Liabilities; and
+ Chapter 13 Liabilities Arising From Social Policy Obligations.

The issues discussed in these two Chapters also relate to the recognition of the associated
expenses.

Chapter 14 Non-Exchange Revenue focuses on the maor source of revenue for many public
sector entities.

Chapter 15 Foreign Currency explains the implications of adopting International Public Sector
Accounting Standard IPSAS 4 The Effects of Changes in Foreign Exchange Rates to account for
foreign currency gains and |osses.
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Chapter 9: Cash
To reflect some of the requirements in the Cash Basis IPSAS

Foreign Currency Bank Accounts

9.31

Under the accrual basis, differences between opening and closing balances due to the

9.32

movement in rates are separately disclosed within the Cash Flow Statement. The method
of trandating foreign currency bank accounts under the accrual basis of accounting is set
out in International Public Sector Accounting Standard IPSAS 4 The Effects of Changes
in Foreign Exchange Rates.Underthe-cash-basis-entities-with-funds-Hr-forelgn-eurreney

Unrealized gains and losses arising from changes in foreign currency exchange rates are

not cash flows. The reconciliation of the effect of exchange rate changes on the cash
balances held by an entity should be presented separately in the financial statements.

Relevanceto the Cash Basis of Accounting

9.419.36 Many of the issues identified in this Chapter are relevant for entities intending to

9.37

comply with the reguirements of the Cash Basis IPSAS Financial Reporting Under The
Cash Basis of Accounting. For example, the use of advance accounts, imprest accounts
and foreign currency bank accounts are similarly treated for both the cash basis of
accounting and accrual basis of accounting.

The Cash Basis IPSAS also defines cash and control of cash and requires that only the

cash controlled by the entity be recognized. “Control of cash” is defined as when the
entity can use or otherwise benefit from the cash in pursuit of its objectives and can
exclude or regulate the access of others to that benefit. The Standard notes that amounts
deposited in the bank account of an entity are controlled by the entity. This means that
cash collected on behalf of another entity and deposited in its own bank account before
transfer to an account controlled by another government account is controlled by the
entity for the period during which the cash resides in the bank account prior being
transferred. However, the Standard allows the collecting entity to report the cash received
and paid on a net basis.
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9.439.38 The Cash Basis IPSAS encourages an entity intending to migrate to the accrual

basis of accounting to present its statement of cash receipts and payments in accordance
with IPSAS 2 Cash Flow Satements.

Chapter 10: I ntangible Assets
To update the IASB issued an ED to improve the existing IAS 38, Intangible Assets

10.1

Thereis currently no IPSAS on |ntang| bIe assets Lntematrenal—PebH%eeter—Aeeeang

ef—geedMJ—en—aeqws%en—ef—anethePenmy—ln the absence of an IPSAS IAS 38 may be
used to illustrate implementation issues associated with intangible assets. IAS 38 was

developed by the International Accounting Standards Committee (IASC). The use of
IAS 38 as an illustrative accounting standard in this Chapter does not represent the
considered position of the PSC in relation to the applicability of the requirements in
IAS 38 to the public sector. Readers should also be aware that,—at-the-time-of-writing-the

edrrent-work—prograrm-of—_in December 2002, the IASB includesprojects-that-have-the

petential-to-amend-eertain-of the-requirements-of HAS-38published Exposure Draft of
Proposed Amendments to 1AS 36 Impairment of Assets and |AS 38 Intangible Assets. This

exposure draft was issued as part of its project on business combinations. A short
summary of the proposed amendments to IAS 38 is provided at the end of the chapter.
The lASB also included in its work program, a project to consider other intangible assets
not related to a business combination. Other authoritative pronouncements on intangible
assets from arange of jurisdictions are listed in the References section at the end of this
Chapter.

Summary of Proposed Main Changesto |AS 38

10.21 In December 2002, the IASB issued Exposure Draft of Proposed Amendments to IAS 36

I mpairment of Assets and | AS 38 Intangible Assets. This exposure draft was issued as part
of its project on business combinations. Proposed changes include:

* amending the definition of intangible assets by removing the requirement for the asset
to be “held for use in the production or supply of goods or services, for renta to
others, or for administrative purposes’:

» gpecifying that the ‘identifiable’ criterion in the definition of intangible assets is met
when the asset is separable and arises from contractual or other legal rights;

» explaining that, with the exception of an assembled workforce, sufficient information
can be reasonably expected to exist to measure reliably the fair value of an intangible
asset acquired in a business combination;

» the remova of the rebuttable presumption that an intangible asset cannot exceed
twenty vears. The ED has also added that intangible assets can have an indefinite
useful life based on an analysis of relevant factors; and
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* the non-amortization of intangible assets with indefinite useful lives, but that the
useful lives be reviewed each reporting period; and

o for intangible assets that exceed beyond twenty vears, the assets be tested for
impairment each financial year end.

Chapter 11: Financial I nstruments
To update that the |ASB issued EDs to replace the financial instruments Sandards.

11911.9 In June 2002, the IASB issued an exposure draft that contained proposed

11.10

amendments to the two standards dealing with financial instruments — IAS 32, Financial
Instruments. Disclosure and Presentation and IAS 39, Financial Instruments.
Recognition and Measurement. The objective of the Exposure Draft is to improve the
existing requirements in IAS 32 and IAS 39. The amendments incorporate key elements
of existing Standing I nterpretations Committee (SIC) Interpretations and issues identified
by the IAS 39 Implementation Guidance Committee and other interested parties and
eliminate internal inconsistencies. |mprovements proposed in the exposure draft for IAS
39 include:

. clarifying the derecognition provisions of afinancial asset by establishing guiding
principles of the continuing involvement approach that disallows derecognition to
the extent to which the transferor has continuing involvement in an asset or a
portion of an asset it has transferred. It is not necessary to consider the risk-
reward approach to assess whether derecognition is appropriate;

. financial instruments are permitted to be measured at fair value, with changes in
fair value to be recognized as net income (or loss) in the profit and loss in the
periods in which they arise;

. additional guidance on how to determine fair value using the fair value
techniques,

. providing guidance on how to evaluate an impairment in a financial instrument;
and

11.0e aTdiscI osure requirementsin IAS 39 have been moved to IAS 32.

The IASB has on its agenda a longer-term project to reconsider the fundamental approach

to accounting for financial instruments. The current review of 1AS 39 Fhe-measurement

Committee (IASC) Joint Working Group (JWG), which have been published in the Draft
Standard and Basis for Conclusions — Accounting for Financial Instruments and Similar
Items (Financial Instruments Joint Working Group, December 2000)*. The Draft Standard

1

The JWG was formed in 1997 for the sole purpose of devel oping a coherent framework for reporting

financial instruments at fair value. That framework was to be based on the principles discussed in the March 1997
Discussion Paper, Accounting for Financial Assets and Financial Liabilities, issued by the IASB and the Canadian
Ingtitute of Chartered Accountants, as further developed or amended as a result of the deliberations of the JWG. The
JWG consists of nominees of accounting standard setters or other professional organizationsin Australia, Canada,
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proposed replacement of most of IAS 39 and International Accounting Standard IAS 32,
Financial Instruments. Disclosure and Presentation. The proposals in the Draft Standard
include:

measurement of virtually all financial instruments at fair value;

recognition of virtually al gains and losses resulting from changes in fair value in
the Statement of Financial Performance in the periodsin which they arise;

the prohibition of special accounting for financial instruments used in hedging
relationships;

adoption of a components approach for accounting for transfers of financial assets,
and

some expansion of disclosures about financial instruments, financial risk positions
and Statement of Financial Performance effects.

Chapter 12: Employee-related Liabilities
To reflect that the PSC deferred the project on employee benefits.

12.9 At the time of writingissue of this Study (2™ Edition), there is no IPSAS dealing with the
recognition of liabilities arising from employee-related expenses. Expesure—DBraft
International Public Sector Accounting Standard IPSAS EB-219 Provisions, Contingent
Liabilities and Contingent Assets excludes provisions arising from employee benefits.
International Accounting Standard 1AS 19, Employee Benefits is one source of guidance
on the recognition of employee-related expenses, including pension costs. The IASB is
currently performing a limited convergence project on post employment benefits. The

France, Germany, Japan, New Zealand, the Nordic Federation, the United Kingdom, and the United States, as well
asthe IASB. The positions taken in the Draft Standard reflect the views of a majority of the members of the IWG.
They do not necessarily represent the view of the organizations that nominated the members of the IWG. The draft

Standard and the comments |etters from constituents Updates-on-developmentsin-thisarea-can be

menitoreddownloaded at http://www.iash.org.uk._The IASB recently announced that they will study further the
results of the Joint Working Group’s Draft Standard and basis for conclusions on financial instruments and similar

items. This work would be preparatory to any decisions on how to proceed with this topic.
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Public Sector Committee (PSC) has net-yetdeferred considerationed_of the application of
this standard to publlc sector entities until the IASB has completed its re\/lew of IAS 19;

. 0 . Examples of
other authontatlve pronouncements are mcluded in the References to this Chapter.
Despite the fact that ExpesureBraft—IPSASEDB-219 does not apply to employee
entittementsbenefits, the guidance in ExpesdreBraft—IPSAS ED-219 may be useful
where the accounting standard being applied by an entity does not contain guidance on a
specific employee entittementbenefit, or where the entity is uncertain whether an
obligation meets the definition of an employee entittementbenefit.

Chapter 13: Liabilitiesarising from Social Policy Obligations
To note the change of wordings in the exclusion scope from ED 21 to IPSAS 19 and that PSC has
set up a steering committee on social policy obligations.

131

135

This Chapter addresses issues associated with the identification and recognition of
liabilities arising from the socia peliey-ebligationsbenefits of-provided by governments
for which the government_does not receives—he—er—hneminal consideration_that is
approximately equal to the value of goods and services provided, directly in return from
the recipients of those benefits. Social benefitspeliey-ebligations arising from exchange
transactions witbeare dealt with by the IPSAS based on Expesdre-Braft-International
Public Sector Accounting Standard IPSAS EB-219 Provisions, Contingent Liabilities and
Contingent Assets (refer Chapter 7). In addition, this Chapter does not address issues
associated with employee-related liabilities (refer Chapter 12).

At the time of writing-issue of this Study (2™ Edition), there is no IPSAS dealing
specifically with the accountlng treatment of I|ab|I|t|es arrsmg from socia pollcy
obligations.

d#eetl%mrreturnﬂfremthereerprentsef—thesebeneﬂtsThe PSC has establ |shed a Steerl ng

Committee to assist in the development of gquidance on this issue. The Steering
Committee is now preparing an Invitation to Comment which is the first step in the
process of developing an IPSAS and is intended to provide the basis to initiate a full
public discussion of the issues.

Chapter 14, paragraphs 14.2 —14.3
To note that the PSC has set up a steering committee on non-exchange revenue.

14.2

There is currently no IPSAS dealing with the definition and recognition of non-exchange
revenue. The PSC has established a Steering Committee to assist in the development of
guidance on this issue. The Steering Committee is now preparing an Invitation to
Comment which is the first step in the process of developing an IPSAS and is intended to
provide the basis to initiate afull public discussion of the issues.
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14.3  Other sources of guidance include a G4+1" Special Report, Accounting by Recipients for
Non-Reciprocal Transfers, Excluding Contributions by Owners: Their Definition,
Recognition and Measurement (Westwood and Mackenzie, 1999) which considered the
appropriate treatments for non-reciprocal transfers, and Governmental Accounting
Standards Board (GASB) Statements 33 and 36 dealing with the recognition of non-
exchange transactions on a modified accrual basis (GASB 1998 and 2000). International
Accounting Standard IAS 20 Accounting for Government Grants and Disclosure of
Government Assistance deals with the recognition of government grants and assistance
by enterprises. International Accounting Standard IAS 41, Agriculture also provides
guidance in relation to government grants. HHowever, these Standards does not focus on
taxation and other—the types of non-exchange revenues that may be received by the
government itself.

1 The G4+1 iswas an international group of standard setters. The standard-setting bodies associated with this |
Specia Report were: Australian Accounting Standards Board, Canadian Accounting Standards Board, International
Accounting Standards Board, New Zealand Financial Reporting Standards Board, United Kingdom Accounting
Standards Board, and United States Financial Accounting Standards Board. The Group was dishanded in February
2001.
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PART IV —SPECIFIC TOPICS

Part IV of this Study discusses implementation issues arising from the recognition of certain
assets, liabilities, revenues and expenses that are not covered in Part I11. These topics have been
dealt with separately in order to allow the reader to focus on the issues associated with themse
tepies in more depth than would have occurred in Part I11. It also considers implementation
issues for segment reporting (in Chapter 16) and related parties (Chapter 17).

The Chapters focusing on specific asset topics are:

+  Chapter 9 Cash; and
«  Chapter 10 Intangible Assets.

Chapter 11 Financial Instruments deals with issues in financial reporting of financial assets and
liabilities.

The Chapters focusing on specific liability topics are:

«  Chapter 12 Employee-Related Liabilities; and

+ Chapter 13 Liabilities Arising From Social Policy Obligations.

The issues discussed in these two Chapters also relate to the recognition of the associated
expenses.

Chapter 14 Non-Exchange Revenue focuses on the maor source of revenue for many public
sector entities.

Chapter 15 Foreign Currency explains the implications of adopting International Public Sector
Accounting Standard IPSAS 4 The Effects of Changes in Foreign Exchange Rates to account for
foreign currency gains and |osses.

The Public Sector Committee (PSC) intends to revise this Study periodically to include
explanations of the requirements of recently issued International Public Sector Accounting
Standards. This revision process will not be continuous and at any point in time IPSASs
additional to those included herein may be on issue. Consequently, readers will need to monitor
IPSASs as they are issued on the IFAC website (www.ifac.org). As part of the revision process
the PSC may develop further Chapters for inclusion |n thls Part or amend theee Chapters
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CHAPTER 16: SEGMENT REPORTING

Key Points

International Public  Sector Accounting Standard [IPSAS18 Segment Reporting

(http://www.ifac.org/PublicSector/) contains guidance on the disclosure of segment reporting.

In order to apply IPSAS 18, entities need to ensure they have systems for identifying the

different activities that will be grouped as separate segments. Reporting these segments will

provide information for accountability and decision-making purposes.

I ntroduction

16.1

This Chapter outlines the reguirements of |PSAS 18 and explains the steps that an entity

16.2

would need to completeif it isto comply with IPSAS 18.

Segment reporting provides information to assist users of the financial statements to

better understand the entity’s past performance and to identify the resources allocated to
support the major activities of the entity. The disclosure of information by segments also
enhances transparency of financial reporting and enables the entity to better discharge its
accountability obligations.

Definitions

16.3

IPSAS 18, paragraph 9, defines a segment as “distinquishable activity or group of

activities of an entity for which it is appropriate to separately report financial information
for the purpose of evaluating the entity’s past performance in achieving its objectives and
for making decisions about the future allocation of resources’?.

Reporting Structures

16.4

An entity complying with the reguirements of IPSAS 18 will have to identify and

16.5

determine each distinquishable activity or group of activities as separate segments and
this involves judgment.

In most cases, the major classifications of activities identified in budget documentation

16.6

will reflect the segments for which information is reported to the senior management of
the entity. These are a useful starting point in determining segments. This is because the
senior management will require information about segments to enable them to evaluate
the performance of the entity and for decision making in the future. However,
management often requires more detailed information, so an aggregate of this
information may be appropriate.

Other examples where financial information is often aggregated and reported include:

— major economic classifications of activities undertaken by the general
government (these may reflect the Government Finance Statistics (GFSM 2001)

1 |t should be noted that definition of segmentsin IPSAS 18 differs from IAS 14, Segment Reporting (revised 1997).
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functional classifications by government) and major trading activities undertaken

by GBEs;
portfolio responsibilities of individual ministers or members of the executive

government;
“service segments’ — distinguishable component of an entity that is engaged in

providing related outputs or achieving particular operating objectives consistent
with the overall mission of each entity; and

“geographical segments’ — distinquishable component of an entity that is

engaged in providing outputs or achieving particular operating objectives within
aparticular geographical area

I nfor mation Requirements

16.7

Entities intending to comply with IPSAS 18 will need to:

identify the nature, component and relevant activities of each segment reported;

develop segment accounting policies that conform to the accounting policies

adopted for preparing and presenting financial statements;
identify each individua segment revenue, segment expense, total carrying

amount of segment assets and segment liabilities and provide a reconciliation
between the segmental information and the aggregate information in the financial
statements;

be able to generate the total cost incurred to acquire segment assets;

be able to generate the aggregate of the entity’s share of net surplus (deficit) of

associates, joint ventures, or other investments accounted for under the eguity
method if substantially all of those associates operations are within a single

segment;
develop policies on the basis of pricing inter-segment transfers; and

be able to identify the prior period segment data, when there is a change in

segment accounting policies or a creation of a newly identified segment. This is
because an entity will need to disclose the restated comparative information.

Relevance to Cash Basis of Accounting

16.8

An entity preparing its financial statements on the cash basis of accounting may provide a

16.9

statement of segmental information on the cash basis in its genera purpose financia

statements. Other information which the entity may disclose in that statement include the

types of goods and services provided by each reported service segment, the composition

of each reported geographica segment and if neither service nor geographical basis of

segmentation is adopted, the nature of the segment and activities encompassed by it.

Many of the other issues identified in this Chapter are relevant to entities intending to

provide additional information encouraged by the Cash Basis |PSAS Financial Reporting

Under The Cash Basis of Accounting.
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CHAPTER 17: RELATED PARTY DISCLOSURES

Key Points
« International Public Sector Accounting Standard |PSAS 20 Related Party Disclosures

(http://www.ifac.org/PublicSector/) contains reguirements on the disclosure of related

party relationships and certain transactions with related parties.

o Applying IPSAS 20 involves identifying which parties control or significantly influence

the reporting entity and making the required disclosures about them.

+ Tocomply with the Standard, a reporting entity will need to have in place:

— mechanisms to identify related party transactions that are not conducted within

the parameters of the normal operating procedures/smandate of the reporting
entity; and

— records of the remuneration and benefits received by the key management

personnel and their close family members, from the reporting entity.

I ntroduction

17.1

Related party relationships exist throughout the public sector — Ministers and other

17.2

elected/appointed members of the government and senior management can exert
significant influence on the operations of government departments and other entities.
Government departments and entities frequently conduct activities necessary for the
discharge of their responsibilities and achievement of their objectives through
separate controlled entities, and through entities over which they have significant
influence.

IPSAS 20 requires the disclosure of the existence of related party relationships where

control exists, and the disclosure of information about transactions between the entity
and its related parties in certain _circumstances. The information is required for
accountability purposes and to facilitate a better understanding of the financia
position and performance of the reporting entity.

Definitions

17.3

IPSAS 20 contains definitions of key management personnel, remuneration, close

174

members of the family of an individual and significant influence on the reporting
entity.
Parties are defined as related if one party has the ability to control the other party or

exercise significant influence over the other party in making financial and operating
decisions or if the related party entity and another entity are subject to common
control. Related parties include:

(a)  entitiesthat directly, or indirectly through one or more intermediaries, control,
or are controlled by the reporting entity;

(b)  associates;

(c) individuals owning, directly or indirectly, an interest in the reporting entity
that gives them significant influence over the entity, and close members of the
family of any such individual;
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(d)  key management personnel, and close members of the family of key
management personnel; and

(e)  entitiesin which a substantial ownership interest is held, directly or indirectly,
by any person described in (c) or (d), or over which such a person is able to
exercise significant influence.

Related Party Disclosures

17.5 1t will be necessary for the reporting entity to create a process to identify and review
its related parties. The process will include:

— identifying the reporting entity’s controlled and controlling entities.
International Public Sector Accounting Standard IPSAS 6 Consolidated
Financial Satements and Accounting for Controlled Entities provides
guidance on the concept of ‘control’ of another entity for financial reporting

pUrposes;
— identifying the reporting entity’s associates. International Public Sector

Accounting Standards IPSAS 7 Accounting for Investments in Associates
provides guidance on what is an associate; and

— maintaining a record of the reporting entity’s key management personnel and
their close family members. This record will include information on:
= the amount of remuneration and benefits received from the reporting
entity; and
= entities in which a substantial ownership interest is held (directly or
indirectly) by the key management personnel and their family.

Related Party Transactions

17.6  Related party transactions are transfers of resources or obligations between related
parties, regardless of whether a price is charged. However, they exclude transactions
with any other entity that is arelated party:

—  solely because of its economic dependence on the reporting entity or the
government of which it forms part; and

— _that are within the normal operating procedures of the reporting entity.

17.7  Toidentify these types of transactions, the reporting entity will need to:

— _ review its relationship with its related parties; and

— _identify what constitutes the normal operating procedures/mandate with its
related parties and devel op new policies to deal with any uncertainties.

Related Party Disclosures

17.8  To comply with the disclosure reguirements of IPSASs, an entity will have to:
« _identify al of its related parties;

o identify and maintain records of the relevant related party transactions. These
records should outline:

—  the nature of the related party relationships;

—  types of transaction that have occurred; and
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— other elements of the transactions necessary to clarify the significance of the
transactions to its operations such as the terms and conditions of these

transactions;

» identify and disclose all the remuneration and benefits (both direct and indirect) of
key management personnel and their close family members derived from the
reporting entity. Currently, there is no International Public Sector Accounting
Standard on the measurement of employee benefits. International Accounting
Standard IAS 19, Employee Benefits provides guidance on measurement of certain
employee benefits; and

« identify loans provided to key management personnel and their close family
members, the availability of which is not widely available to persons who are
outside the key management group or which are not widely known by the public.
Management should establish policies and criteria on when and how such |oans
can be approved. An entity providing these types of loans should have systems
that are able to generate:

— the amount advanced and the terms and conditions thereof;

— the amount repaid during the period and the closing balance of all loans and
receivables; and

— where the recipient is not a member of the governing body nor part of the
senior management, the relationship of the individual as such.

Relevance to the Cash Basis of Accounting

17.9 The issues identified in this Chapter are relevant for entities intending to provide
additional disclosure on related party disclosures as encouraged in Part 2 of the Cash
Basis IPSAS Financial Reporting Under The Cash Basis of Accounting.

Item 12.2 Extracts of Changes to Sudy 14
PSC Berlin November 2003




page 12.36

References

International Federation of Accountants (IFAC), IPSAS20 Related Party Disclosures,
http://www.ifac.org/PublicSector/, October 2002.

International Federation of Accountants (IFAC), Cash Basis IPSAS Financial Reporting
Under The Cash Basis of Accounting, http://www.ifac.org/PublicSector/, January 2003.

Item 12.2 Extracts of Changes to Sudy 14
PSC Berlin November 2003




