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Summary of Main Changes
IPSAS 3 Accounting Policies, Changes in Estimates and Errors

The main changes proposed are:

Name of Standard

e to change to “Accounting Policies, Changes in Accounting Estimates and Errors”.

Scope

e to transfer into this Standard the criteria for the selection of accounting policies from
the old IPSAS 1 Presentation of Financial Statements; and

e to transfer from this Standard to IPSAS 1 the requirements on the presentation of
items in the statement of financial performance.

Definitions

2 (13

e to define in paragraph 7 new terms: “change in accounting estimate”, “prior period
errors”, “prospective application”, “retrospective application” and “retrospective

99 6y 99 6

restatement”, “impracticable”, “material” and “notes”.
2 (13

e to delete in paragraph 7 the terms: “extraordinary items”, “ordinary activities”, “net
surplus/deficit”, and “surplus/deficit from ordinary activities”.

Materiality
e to stipulate in paragraph 10 that:

= the accounting policies in IPSASs need not be applied when the effect of applying
them is immaterial; and

» financial statements do not comply with IPSASs if they contain material errors.

Net Surplus or Deficit for the Period
e to transfer this section (paragraphs 10 — 28 of the old IPSAS 3) to IPSAS 1.

Accounting Policies

e to specify the hierarchy of PSC’s pronouncements, and authoritative and non-
mandatory guidance, to be considered when selecting accounting policies to apply in
the preparation of financial statements. The new hierarchy is now in bold italic type
(paragraphs 15-16).

e to remove allowed alternative treatments for changes in accounting policies
(including voluntary changes). An entity is now required (where practicable) to
account for changes in accounting policies retrospectively (paragraph 25).

Errors

e to remove the distinction between fundamental errors and other material errors.

Item 12.4 Marked-up IPSASs 17, 16, 3 and 6
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to remove allowed alternative treatments for the correction of errors. An entity is now
required to correct (where practicable) material prior period errors retrospectively in
the first set of financial statements authorized for issue after their discovery
(paragraph 48).

Criteria for exemptions from requirements (Impracticability)

to require that when it is impracticable to determine the cumulative effect, at the
beginning of the current period, of:

= applying a new accounting policy to all prior periods, or
= an error on all prior periods,

the entity changes the comparative information as if the new accounting policy had
always been applied (paragraphs 29-33); or the error had been corrected (paragraphs
49-53), prospectively from the earliest date practicable.

to include guidance on the interpretation of “impracticable” in paragraphs 56-59.

Disclosures

to require more detailed and additional disclosure of the amounts of adjustments as a
consequence of changing accounting policies or correcting prior period errors
(paragraphs 34 and 35).

to require, rather than encourage the disclosure of:

= an impending change in accounting policy when an entity has yet to adopt a new
IPSAS which has been published but not yet come into effect; and

= known or reasonably estimable information relevant to assessing the possible
impact that application of the new IPSAS will have on the entity’s financial
statements in the period of initial application.

Amendments to Other Pronouncements

to include an authoritative appendix of amendments to other IPSASs that are not part
of the IPSASs Improvements project and will be impacted as a result of the proposals
in this IPSAS.

Item 12.4 Marked-up IPSASs 17, 16, 3 and 6
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(Please note: Staff have relocated the paragraph under the title of IPSAS
3 to this separate page and reflected the decision made on equal
authority. It is also consistent with the IASB’s approach.)

International Public Sector Accounting Standard 8 Accounting Policies,
Changes in Accounting Estimates and Errors (IPSAS 8) is set out in
paragraphs 1-62 and the Appendix. All the paragraphs have equal
authority. IPSAS 8 should be read in the context of its objective, the
Basis for Conclusion (if any), and the Preface to the International Public
Sector Accounting Standards.

IPSAS 3 Net-Surplus-or-Peficitfor-thePeriod—unndenentaltrrors—and
Changesin-Accounting Policies, Changes in Estimates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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This has been
deleted to
reflect
decisions
made on
equal
authority.
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INTERNATIONAL PUBLIC SECTOR
ACCOUNTING STANDARD IPSAS 3

9

Fondamental - lrrorsand Chansesin

Accounting Policies, Changes in

Accountlng Estlmates and Errors

Objective

1.

Para 2 has
bee moved
from the
scope section
to the
objective
section in this
IPSAS

The objective of this Standard is to prescribe the criteria for
selecting and changing accounting policies, together with the
elassification;—diselosure—and—accounting treatment__and
disclosure of changes in accounting policies, changes in
accounting estimates and the corrections of errors. This
Standard is intended to ef—eertain—items—in—the—financial

sttements-so-that-albentities prepare-and-presentthese - Hems-on
a-consistent-basis—This-enhances the relevance and reliability of

an entity’s financial statements, and the comparability of those

beth-with-the-entity’s-financial statements over timeefprevious

perieds and with the financial statements of other entities.

el : . : | eficit For_il
pertod——These—dDisclosures_ requirements for accounting
policies, except those for changes in accounting policies, are set
out in are-made-n-addition-to-any-other-disclosuresrequired-by
other—International Public Sector Accounting Standards;
wnehading IPSAS 1 Presentation of Financial Statements.

Changes-in-Accounting Policies, Changes in Estlmates and Errors;
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t1, hls Standard shall be applled in selectmg and applvm;z in

presenting surplus or deficit from ordinary activities and
1 h L i ' ;

and accounting policies, and accounting for changes in

accounting policies, in-aceounting—for changes in accounting
estimates, fundamental and corrections of prior period errors

. - licies.
4. 3—The tax effects of extraerdinary—items,—fundamental

corrections of prior period errors and_ of retrospective
adjustments made to apply changes in accounting policies are
not considered in this Standard as they are not relevant for many
public sector entities. International Accounting Standard
IAS 12, Income Taxes contains guidance on the treatment of tax
cffects. Where TAS 12 refers to unusual items, this should be

read as extraordinary items as defined in this Standard.

3. 4—This Standard applies to all public sector entities
other than Government Business Enterprises.

6. 5———The Preface to International Financial Reporting
Standard Standards i1ssued by the International Accounting Standards
change Board (IASB) explains that International Financial Reporting
following Standards (IFRSs) are designed to apply to general purpose
PSC financial statements of all profit-oriented entities. Government
decisions Business Enterprises (GBEs) are defined in paragraph 7 below.

They are profit-oriented entities. Accordingly, they are required

to comply with IFRSs{n{emaﬁeﬂHeeeuﬂ%mg—S%aﬁéards

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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. ol ] Corrninall (a1 ’
TASs:

Definitions

A

As directed in
Buenos Aires,
unnecessary
definitions are
deleted. They are:
assets, borrowing
costs, cash
equivalents, cash
flows

the IASB has defined
‘change in accounting
estimate’

6——The following terms are used in this Standard with
the meanings specified:

Accounting _policies are the specific principles, bases,
conventions, rules and practices adoptedapplied by an entity in
preparing and presenting financial statements.

Accrual _basis means a basis of accounting under which
transactions, and other events_and conditions are recognized
when they occur (and not only when cash or its equivalent is
received or paid). Therefore, the transactions, andother events
and _conditions_are recorded in the accounting records and
recognized in the financial statements of the periods to which
they relate. The elements recognized under accrual
accounting are assets, liabilities, net assets/equity, revenue
and expenses.

A change in accounting estimate is an adjustment of the
carrying amount of an asset or a liability, or the amount of the
periodic _consumption of an asset, that results from the

assessment_of the present status of, and_expected future
benefits and obligations associated with, assets and liabilities.
Changes in_accounting estimates result from new information
or_new _developments_and, accordingly, are not correction of
errors.

IPSAS 3 -l Dot e b Doin bl vl
Changesin-Accounting Policies, Changes in Estimates and Errors;
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Delete unnecessary
definitions:
Contributions from
owners, control,
discontinued
operations,
distributions to
owners, expense

The notion of
extraordinary items
was deleted

Changes-in-Accounting Policies, Changes in Estlmates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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Delete unnecessary
definition:
financing
activities, foreign
entity, foreign
operation,
government
business enterprise

Fundamental errors
have been deleted
—replaced with
‘errors’. The IASB
did not define
‘errors’
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TASB has
defined the term
‘impracticable’

Impracticable Applying a requirement is impracticable when

the entity cannot apply it after making every reasonable effort
to_do so. For _a particular prior period, it is_ impracticable to
apply a change in_an_accounting policy retrospectively or to
make a retrospective restatement to correct an error if:

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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(a) the effects of the retrospective application or
retrospective restatement are not determinable;

(b) the retrospective application or _ retrospective
restatement _requires _assumptions _about what
management’s intent would have been in that period;
or

(c) the __retrospective __application __or _retrospective
restatement requires significant estimates of amounts
and__it_is _impossible to _distinguish _objectively
information about those estimates that:

provides evidence of circumstances that existed on the date(s) as

at which those amounts are to be recognized, measured or disclosed; and

(ii)

would have been available when the financial statements for

that prior period were authorized for issue

from other information.

Unnecessary
definition: liabilities

The defn ‘Material’ is
slightly different from
IASB’s to be
consistent with
Appdix 4 of IPSAS 1.

Consequence of
eliminating
extraordinary
items, dfns such as
net surplus/deficit
and ordinary
activities have
been deleted

Material Omissions or_misstatements of items are material if
they could, individually or collectively, influence the decisions
or_assessments _of users made on_the basis of the financial
statements. Materiality depends on_the nature or size of the
omission__or__misstatement _judged _in__the surrounding
circumstances. _The nature or _size of the item, or_a
combination of both, could be the determining factor.

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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Unnecessary defn:
operating activities,
net assets/equity

‘Prior period
errors’ is a new
term introduced
and defined by
the IASB

‘Prospective
application’ is a
new term
introduced and
defined by the
IASB

The terms
‘retrospective
application’ and
‘retrospective
restatement’ have
now been defined by
the TASB.

Prior period errors are omissions from, and misstatements in,

the entity’s financial statements for one or more prior periods
arising from a failure to use, or misuse of, reliable
information that:

(a) was available when financial statement for those
periods were authorized for issue; and

(b) could reasonably be expected to have been obtained
and taken into account in the preparation and
presentation of those financial statements.

Such errors include the effects of mathematical mistakes,
mistakes in applying accounting policies, oversights or
misinterpretations of facts, and fraud.

Prospective application of a change in accounting policy and
of recognizing the effect of a change in an accounting
estimate, respectively, are:

(a) applying the new accounting policy to transactions,
other events and conditions occurring after the date
as at which the policy is changed; and

(b) recognizing the effect of the change in the accounting
estimate in the current and future periods affected by

the change.

Retrospective application is applying a new accounting policy
to transactions, other events and conditions as if that policy
had always been applied.

Retrospective restatement is correcting the recognition,
measurement and disclosure of amounts of elements of

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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financial statements as if a prior period error had never

occurred.

Unnecessary defn:
revenue

Terms defined in other International Public Sector

Accounting Standards are used in this Standard with the same
meaning as in those other Standards, and are reproduced in
the Glossary of Defined Terms published separately.

E E ic Benefi Serviee P ial

Delete unnecessary g o o .. g . .
definition &eee%d&&e&w&h—aa—er&%—e@eeﬁ#es—b&%%eh—de—&%eeﬂy
guidance. They SCHeTa : d : WS5—d d yRE
are: future

economic benefits ; o ; i ;
or service ,, ; L

potential, GBE and beﬂeﬁts—Te—eneempass—aH—th%pmieeses—te—W%}el%ets—may
net assets/equity > =

Changes-in-Accounting Policies, Changes in Estlmates and Errors;
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Materiality

The
characteristics
of users were
introduced by
TASB in final
Standards, but
no in the ED.
The wording is
slightly different
from IASB’s.

g.

Assessing whether an omission or misstatement could influence

This section
has been
moved to
IPSAS 1

decisions of users, and so be material, requires consideration of
the characteristics of those users. Users are assumed to have a
reasonable knowledge of business and economic activities and
accounting and a willingness to study the information with
reasonable diligence. Therefore, the assessment needs to take
into account how users with such attributes could reasonably be
expected to be influenced in making and evaluating decisions.

Net Assets/Equity

(13 T 99 2

Changes-in-Accounting Policies, Changes in Estlmates and Errors;
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This section
was deleted
to reflect the
decision

made by the

IASB in IAS . . . .
1 (IPSAS 1) [Po—Extraordinary—items—should—be—separately—disclosed—in—the

IPSAS 3 -l Dot e b Doin bl vl
Changesin-Accounting Policies, Changes in Estimates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.113

Changesin-Accounting Policies, Changes in Estlmates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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Paras 37 — 42 (ie the accounting policies section) of IPSAS 1 and paras 48 — 68 of
IPSAS 3 have been moved to become paras 9 — 37.

The TASB introduced a new section called ‘Accounting Policies’ which moved the
following to before the old paras 30 — 37 of the existing IPSAS 3 (ie the section on
Changes in Accounting Estimates)

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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Accounting Policies

Selection and Application of Accounting Policies

In para 9,
implemntn
guidance has
been replaced
with
‘Appendices’.

9. When an International Public Sector Accounting Standard

specifically applies to a transaction, other event or condition,
the accounting policy or policies applied to that item shall be
determined by _applying the Standard and considering any
relevant Appendices issued by the IPSASB for the Standard.

10. International Public Sector Accounting Standards (IPSASs) set

out accounting policies that the IPSASB has concluded result in
financial statements containing relevant and reliable information
about the transactions, other events and conditions to which they
apply. Those policies need not be applied when the effect of
applying them is immaterial. However, it is inappropriate to
make, or leave uncorrected, immaterial departures from IPSASs
to achieve a particular presentation of an entity’s financial
position, financial performance or cash flows.

In paras 9 & 10,
Staff have
updated the
name “PSC” to
IPSASB to
reflect the
external review.

In the updated IAS 8, there is a paragraph that notes that Implementation
Guidance does not form part of the Standard. Staff have attached the
relevant paragraph below for your attention. The IASB has now elevated
Appendices as part of an IFRS, and therefore is now authoritative.
Guidance on how to apply an IAS that formed part of an Appendix have
now been moved as Implementation Guidance.

10A.  Implementation Guidance for Standards issued by the IASB
does not form part of those Standards, and therefore does not contain
requirements for financial statements.

11.

In the absence of an Management-should-select-and-apply-an

Paras 11 - 15
originate
from IPSAS
1 paras 37 —
42.

s : lici hatthe finameial

E b ol . ; . licabl
International Public Sector Accounting Standard that—Where

there-isno specifically applies to a transaction, other event or
condition—requirement, management shouldshall use its
judgment in developing and applying an accounting policyies

IPSAS 3 -l Dot e b Doin bl vl
Changesin-Accounting Policies, Changes in Estimates and Errors;
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para 12 is
from
IPSAS 1
para 38

Para 13 is
from
IPSAS 1
para 39

Para 14 is
from
IPSAS 1
para 40

13.

14.
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that results in to-ensure-that-thefinancial-statements-provide

information that is:

(a) relevant to the decision-making needs of users; and
(b) reliable, in that they financial statements:
(i) represent faithfully the financial position,

(znancml performance and finaneial
peositioncash flows of the entity;

(i) reflect the economic substance of
transactions, other events and
transaetionsconditions and not merely the
legal form;

(iii) are neutral, thatisie, free from bias;

(iv) are prudent; and

) are complete in all material respects.

. If one or more alternative accounting policies (benehmari—or

allowed—alternative)—are available under an International

Public Sector Accounting Standard, an entity should choose
and apply consistently one of those policies unless the
Standard specifically requires or permits categorization of
items (transactions, events, balances, amounts, etc.) for which
policies are to be chosen. If a Standard requires or permits
separate categorization of items, a single accounting policy
should be selected and applied consistently to each category.

Once an initial policy has been selected, a change in
accounting policy should only be made in accordance with this

International Publie-Sector-Acecounting StandardIPSAS3-Net
Surplus—or—DeficitforthePeriod—Fundamental Errors—and
Changes—in—-Aeceounting—Policies and applied to all items or

categories of items in the manner specified in paragraph 1238.

The quality of information provided in financial statements
determines the usefulness of the financial statements to users.
Paragraph 3711 requires the development of accounting policies
to ensure that the financial statements provide information that
meets a number of qualitative characteristics. Appendix 24 to

IPSAS 3 Net-Surplus-or-Peficitfor-thePeriod—unndenentaltrrors—and
Changesin-Accounting Policies, Changes in Estimates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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this-Standard[PSAS 1 summarizes the qualitative characteristics
of financial reporting.

Para 15 is from IPSAS 1 para 42. Para 15 been updated and reflected as black letter (to
follow the changes in IAS 8). Previously, this was a commentary para.

135.

In its equivalent IAS
para, part 15(b) refers
to the defns,
recognition, & mesmt
criteria in the
Framework.

information—tousers—of-the-entity’sfinancial-statements—In
making thisthe judgment, described in__paragraph 11,
management shall refer to, and considers the applicability of,
the following sources in descending order:

(a) the requirements and guidance in International
Public Sector Accounting Standards dealing with
similar and related issues; and

(b) the definitions, recognition and measurement criteria

for assets, liabilities, revenue and expenses described
in other publicationsInternational Public Sector
Accounting __ Standards __of the International
Federation of Accountants — International Public
Sector CommitteeAccounting Standards Board.;-and

In para 15(b) Staff
propose to replace the
term publications to
IPSASs because
publications may mean
studies, and research
reports and these
publications should not
be authoritative

16.

judoment described

In__making _the in__paragraph 11,

Para 16 replicates the
former para 15(c), but
uses the revised IAS
structure.

The IAS equivalent
refers to a framework.
See para 16A.

I CHAng

management __may ___also ___consider __the __most _recent
pronouncements of other standard- setting bodies and
accepted public or private sector practices to the extent, but
only to the extent, that these are consistent with paragraph

15(a)-ofthis-paragraph. For example, pronouncements of the
International  Accounting  Standards  CommitteeBoard

B D e b Bl bl L

esin-Accounting Policies, Changes in Estimates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.119

(IASEB), including the Framework for the Preparation and
Presentation of Financial Statements, International
Aeeounting——Financial _ Reporting  Standards and
interpretations issued by the IAS€CB’s International Financial
Reporting Interpretations Committee (IFRIC) or the former
Standing Interpretations Committee(S1C).

In the revised IAS 8, the IASB used para 16A (see below). It refers to the
conceptual framework.

16A. In making the judgment described in paragraph 10 (the
IPSAS equivalent is para 11), management may also consider the most
recent pronouncements of other standard-setting bodies that are use a
similar conceptual framework to develop accounting standards, other
accounting literature and accepted industry practices, to the extent that
these do not conflict with the sources in paragraph 11. (the IPSAS
equivalent is para 15)

Consistency of Accounting Policies

17. An__entity _shall select _and _apply its _accounting policies
consistently _for _similar _transactions, other _events _and
conditions, unless an International Public Sector Accounting
Standard_specifically requires or permits categorization of
items_for which _different policies may be appropriate. If a
Standard _requires _or _permits _such__categorization, _an
appropriate_accounting policy shall be selected and applied
consistently to each category.

Changes in Accounting Policies
18. 51——An_entity shall change ian accounting policy showuld

Para 51 was

moved to

be-made only if the change:

before the old (a)  is required by statute—(ineluding—a—mandatory

para 48.

regulation);—or—by—an Internatwnal Public Sector

aAccounting sStandard. 55 OF

(b) if-the-ehangewill-results in_the financial statements
providing reliable and more relevant—or—reliable

information about the effects of transactions, other
events _and _conditions _on__the entity’s financial

IPSAS 3 -l Dot e b Doin bl vl
Changesin-Accounting Policies, Changes in Estimates and Errors;
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position, financial performance or cash flows-of-the
entity.
48— Users_of financial statements need to be able to
compare the financial statements of an entity over a—period—-of
time to identify trends in its financial position, performance and
cash flows. Therefore the same accounting policies are
normally-adepted—in—_applied within each period_and from one

period to the next unless a change in accounting policy meets
one of the criteria in paragraph 18.

Paras 20 and 21 were added by the PSC. But, para 20 has been updated to reflect that
guidance on the selection and application of accounting policies (that were previously in
IPSAS 1) has been moved to this IPSAS.

20.

22,

23.

Unlike its equivalent
IAS para, para 23
does not refer to IAS
38 as the PSC has not
dealt with intangible
assets

9. T loeti . licati ; . lici
are—discussed—in—IPSAS1—A change from one basis of

accounting to another basis of accounting is a change in
accounting policy.

50—A change in the accounting treatment, recognition or
measurement of a transaction or event within a basis of
accounting is regarded as a change in accounting policy.

52——The following are not changes in accounting policies:

(a) the adoption-application _of an accounting policy for
events-or-transactions, other events or conditions that

differ in substance from_those previously occurring
events-or-transactions; and

(b) the applicationadeption of a new accounting policy
for events—or-transactions, other events or conditions

whichthat did not occur previously or that were
immaterial.

53— The initial adeptionapplication of a policy to earry
assets—at—revalued _assets—amounts _in__accordance _with
IPSAS 17  Property, Plant and _Equipment _or _other
International Public Sector Accounting Standards that deal
with the revaluation of assets is a change in accounting policy
to be dealt with as a revaluation in accordance with IPSAS 17
or _that relevant Standard, rather than—Hewevers—where

Changesin-Accounting Policies, Changes in Estzmates and Errors;

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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. or—deali » Leati . Lati
specifie-class-of-assetsyswel-as-property; plant-and-equipment;
sweh-ehangesshowld-be-dealt-with-in-aceordancewith-that this
Standard.

24. Paragraphs 25-37 do not apply to the change in accounting
policy described in paragraph 23.

Paras 10 and (A eegting-Standard

16 now deal

with this 55,

issue ‘adptn

of IPSAS”.
Para 55 has antine Standard - mav reguire_either a re
been moved  ipphication-otfa-change inacconnting pohicy:
to para 25.

IPSAS 3 N%Sm%e%@eﬁeﬁﬁ%ﬁhe#%e#uﬁdamﬁﬁﬁ%ﬁs—aﬁd
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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OtherApplying Changes in Accounting Policies— Benchmark
Treatment

2 a1 1-AH 11— paracranh 60) 4 and 640 e agllowwen
7 pariagrap 5 OUy v z 7 v v [ raqa e’
alternative in paragraphs 65, 67 and 68.Subject to paragraph

29:

(a) an entity shall account for a change in accounting
policy resulting from the initial application of an
International Public Sector Accounting Standard in
accordance with the specific transitional provisions, if
any, in that Standard; and

(b) when an entity changes an accounting policy upon

initial application of an International Public Sector
Accounting Standard that does not include specific
transitional provisions applying to that change, or
changes an_accounting policy voluntarily, it shall
apply the change retrospectively.

For the purpose of this International Public Sector Accounting

27.

Standard, early application of a Standard is not a voluntary
change in accounting policy.

In the absence of an International Public Sector Accounting

Para 27 has the same
issue as para 16. The
relevant para used by
the IASB in the
revised TAS is
attached as para 27A
below.

Standard that specifically applies to a transaction, other event or
condition, management may, in accordance with paragraph 16,
apply an accounting policy from the most recent
pronouncements of other standard-setting bodies and accepted
public or private sector practices to the extent, but only to the
extent, that these are consistent with paragraph 16(a)-ef—this
paragraph. For example, pronouncements of the International
Accounting Standards Cemmittee-Board (IASEB), including the

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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Framework for the Preparation and Presentation of Financial
Statements, International Aeeeunting—Financial Reporting
Standards and interpretations issued by the IASBE’s
International Financial Reporting Interpretations Committee
(IFRIC) or the former Standing Interpretations Committee
(SIC). If, following an amendment of such a pronouncement,
the entity chooses to change an accounting policy, that change is
accounted for and disclosed as a voluntary change in accounting

policy.

27A. In the absence of a Standard that specifically applies to a
transaction, other event or condition, management may, in accordance
with paragraph 12 (the IPSAS equivalent is para 16), apply an
accounting policy from the most recent pronouncements of other
standard-setting bodies that use a similar conceptual framework to
develop accounting standards. If, following an amendment of such a
pronouncement, the entity chooses to change an accounting policy, that
change is accounted for and disclosed as a voluntary change in
accounting policy.

Retrospective application
28.

22 59. Subject _to paragraph 29, when aA change in
accounting policy showld—beis applied retrospectively in
accordance with paragraph 25(a) or (b), the entity shallunless

e ngglg Q‘H. 7

28. 60—Any—resulting—adjustment—should—-be—reported—as—an

adjustment-to the opening balance of each affected component
of aceumulated—surpluses—or—deficitsnet_assets/equity for the

earliest _period presented and the other: —C€comparative

amountsinformation  should be restated unless it is
impracticable-to-do-so_disclosed for each prior period as if the

new accounting policy had always been applied,
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Limitations on retrospective application

29.

When retrospective application is required by paragraph 25(a)

30.

or (b), a change in accounting policy shall be applied
retrospectively except to the extent that it is impracticable to
determine either the period-specific effects or the cumulative
effect of the change.

When it is impracticable to determine the period-specific

31.

32.

effects of changing an accounting policy on comparative
information for one or more prior periods presented, the entity
shall apply the new accounting policy to the carrying amounts
of assets and liabilities as at the beginning of the earliest
period for which retrospective application is practicable,
which _may be the current period, and shall make a
corresponding adjustment to the opening balance of each
affected component of net assets/equity for that period.

63—When it is impracticable to determine the cumulative
effect, at the beginning of the current period, of applying a
new The-change-in accounting policy_to all prior periods, the
entity shall adjust the comparative information to apply the
new _accounting policy prospectively from the earliest date

chttcable—sheu#d—be—apphed—pmspeetwely—when—tke—mnﬂmft

The IASB inserted 3 new paragraphs between the old paragraphs 63 and 64.

When an entity applies a new accounting policy retrospectively,

it applies the new accounting policy to comparative information
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for prior periods as far back as is practicable. Retrospective
application to a prior period is not practicable unless it is
practicable to determine the cumulative effect on the amounts in
both the opening and closing statement of financial positions for
that period. The amount of the resulting adjustment relating to
periods before those presented in the financial statements is
made to the opening balance of each affected component of net
assets/equity of the earliest prior period presented. Usually the
adjustment is made to retained earnings. However, the
adjustment may be made to another component of net
assets/equity (for example, to comply with an International
Public _Sector Accounting Standard). Any other information
about prior periods, such as historical summaries of financial
data, is also adjusted as far back as it practicable.

When it is impracticable for an entity to apply a new accounting

policy retrospectively, because it cannot determine the
cumulative effect of applying the policy to all prior periods, the
entity, in accordance with paragraph 31, applies the new policy
prospectively from the start of the earliest period practicable. It
therefore disregards the portion of the cumulative adjustment to
assets, liabilities and net assets/equity arising before that date.
Changing an accounting policy is permitted even if it is
impracticable to apply the policy prospectively for any prior
period. Paragraphs 56 - 59 provide guidance when it is
impracticable to apply a new accounting policy to one or more

prior periods.

Disclosure

34.

When initial application of an International Public Sector

New
requirement

Accounting Standard has an_effect on the current period or
any prior period presented, would have such an _effect except
that it _is impracticable to determine the amount of the
adjustment, or_might_have an_effect on future periods, an
entity shall disclose:

(a) the title of the Standard;

(b) when applicable, that the change in accounting policy
is made in accordance with its transitional provisions;

(c) the nature of the change in accounting policy;
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when applicable, a description of the transitional

(e)

provisions;

when applicable, the transitional provisions that

In para 35(f)’s equivalent

IAS para, IASB requires  |(f)

the disclosure of the amt of
adjustment for basic or
diluted earnings per share.

might have an effect on future periods;

for the current period and each prior period

(2)

presented, to the extent practicable, the amount of the
adjustment for each financial statement line item

affected;

the amount of the adjustment relating to periods

(h)

before those presented, to the extent practicable; and

if retrospective application required by paragraph

25(a) or (b) is impracticable for a particular prior
period, or for periods before those presented, the
circumstances that led to the existence of that
condition_and _a_description of how and from when
the change in accounting policy has been applied.

Financial statements of subsequent periods need not repeat

these disclosures.

33. 64—When a voluntary change in accounting policy has an

Additional
disclosure
requirement

material—effect on the current period or any prior period
presented, would have an_effect on that period except that it is
impracticable to determine the amount of the adjustment, or

maymight have an material—effect ion subsequentfuture

periods, an entity showuldshall disclose-the-following:

(a)

the nature of the change in accounting policy;

In para 36(c)’s equivalent

IAS para, IASB requires (¢0)

the disclosure of the amt of
adjustment for basic or
diluted earnings per share.

(c)

the reasons for—the—changewhy applying the new
accounting policy provides reliable and more relevant

information;

for the current period and each prior period

presented, to the extent practicable, the amount of the
adjustment for each financial statement line item

affected;
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the amount of the adjustment for-the—current-period

and—for—eachrelating to periods before those
presented, to the extent practicable;

if _retrospective application is impracticable for a
particular prior period, or for periods before those
presented, the circumstances that led to the existence
of that condition and a description of how and from
when_the change in_accounting policy has been

applied. the—amount—of—the—adjustment—rvelating—to
periods—prior—to—these—included—in—the—comparative
”»; o and

& thefuctth o intormation_tas_]

! or that it is i cable todo so.

Financial statements of subsequent periods need not repeat

these disclosures.

36. When an entity has not applied a new International Public
Sector Accounting Standard that has been issued but is not yet
effective, the entity shall disclose:

(a) this fact; and

(b) known or reasonably estimable information relevant
to assessing the possible impact that application of the
new Standard will have on the entity’s financial
statements in the period of initial application.

37. In complying with paragraph 36. an entity considers disclosing:

(a) the title of the new International Public Sector
Accounting Standard:

(b) the nature of the impending change or changes in
accounting policy;

(c) the date by which application of the Standard is
required;

(d) the date as at which it plans to apply the Standard

initially; and
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(e) either:

(1) a discussion of the impact that initial
application of the Standard is expected to
have on the entity’s financial statements; or

(i1) if that impact is not known or reasonably
estimable, a statement to that effect.

As proposed
in the ED, the
allowed
alternative
treatment was
deleted.
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Changes in Accounting Estimates
38.

39.

40.

30——As a result of the uncertainties inherent in delivering
services, conducting trading or other activities, many_items in
the financial statement-items cannot be measured with precision
but can only be estimated. The-eEstimation precess-involves
judgments based on the latest infermation—available, reliable
information. For example, Eestimates may be required, for

example-of:

(a) tax revenue due to government, bad debts arising from
uncollected taxess;

(b) inventory obsolescence;;

(c) the fair value of financial assets or financial liabilities:

(d) the useful lives of, or expected pattern of consumption
of economic benefits or service potential efembodied
in depreciable assets, or the percentage completion of
road construction; and-

(e) warranty obligations.

The use of reasonable estimates is an essential part of the
preparation of financial statements and does not undermine their
reliability.

3+———An estimate may needhave-te-be revisioned if changes
occur regarding-in the circumstances on which the estimate was
based or as a result of new information; or more experience-or

subsequent-developments. By its nature, the revision of thean
estimate does not bring-the-adjustment-within-the-definitions—of

an—extraordinary—item_relate to prior periods and is not the
correction of-er-a-fundamental an error.
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New rq’ment/
clarification

43.
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32— A change in the measurement basis applied is a change
in an accounting policy, and is not a change in an accounting
estimate. When Semetimes-it is difficult to distinguish between
a change in an accounting policy andfrom a change in an
accounting estimate—In—sueh—eases, the change is treated as a

change in an accounting estimate;with-appropriate-diselosure.

33— The effect of a change in an accounting estimate,
other than a_change to which paragraph 43 _applies,
showldshall be_recognized prospectively by includinged it in

the-determination-of-net surplus or deficit in:

(a) the period of the change, if the change affects the
period only; or

(b) the period of the change and future periods, if the
change affects both.

To the extent that a change in an accounting estimate gives

44,

rise to changes in assets and liabilities, or relates to an item of
net _assets/equity, it _shall be recognized by adjusting the
carrying _amount _of the related asset, liability or net
assets/equity item in the period of change.

34— Prospective recognition of the effect of a change in an
accounting estimate means that the change is applied to
transactions, other events and conditions from the date of the
change in estimate. A change in an accounting estimate may
affect the current period’s surplus or deficit, enly-or the surplus
of deficit of both the current period and future periods. For
example, a change in the estimate of the amount of bad debts
affects only the current period’s surplus or deficit and is
therefore is recognized immediatelyin the current period.
However, a change in the estimated useful life_of, or the
expected pattern of consumption of economic benefits or service
potential efembodied in, a depreciable asset affects the
depreciation expense infor the current period and #for each
period during the asset’s remaining useful life-efthe-asset. In
both cases, the effect of the change relating to the current period
is recognized as revenue or expense in the current period. The
effect, if any, on future periods is recognized in future periods.
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Disclosure

45.

37———An_entity shall disclose Tthe nature and amount of a
change in an accounting estimate that has an material-effect
in the current period or whieh is expected to have an material
effect ion subsequentfuture periods, except for the disclosure
of the effect on future periods-showld-be-disclosed when it is
impracticable to estimate that effect.

46. If the amount of the effect in future periods is not disclosed
because estimating it is impracticable-to-quantify-the-amount,
thisfact-should-bethe entity shall disclosed that fact.

Fundamental-Errors

IASB . . .

removed the F7- AR Brrors in the preparation of the financial statements of
notion of one—or—more—priorpertods—may be—discoveredin—the—eurrent
fundamental period. Errors may occur as a result of mathematical mistakes.
errors and . . : . .. .. .
replaced it PPy g, &1 . f .
with errors tacts. traud or oversights. The correction of these crrors s

for—the—current—pertod Errors can arise in respect of the

recognition, measurement, presentation or disclosure of
elements of financial statements. Financial statements do not
comply with IPSASs if they contain either material errors or
immaterial errors made intentionally to achieve a particular
presentation of an entity’s financial position, financial
performance or cash flows. Potential current period errors
discovered in that period are corrected before the financial
statements are authorized for issue. However, material errors are
sometimes not discovered until a subsequent period, and these
prior period errors are corrected in the comparative information
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presented in the financial statements for that subsequent period
(see paragraphs 48-53).

10 Para 40 has been moved to after paragraph 54 of the updated IPSAS 3.

Benchmark Treatment

48. 41—Subject to_paragraph 49, an_entity shallThe-anount
of the correction of-afundamentalmaterial prior period errors
retrospectively _in_the _first _set _of financial _statements
authorized for issue after their discovery by:

(a) restating the that relates to prior periods should be
!E fusti : . b ;

accumulated surpluses or deficits.  Ccomparative

”» . howuld—b : , ..
impracticableto—do—soe_amounts_for prior_period(s)

presented in which the error occurred; or

(b) if the error occurred before the earliest prior period
presented, restating the opening balances of assets,
liabilities and net assets/equity for the earliest prior
period presented.

Limitations of Retrospective Restatement

49. A_prior_period _error_shall _be corrected by retrospective
restatement _except_to_the extent that it _is_impracticable to
determine_either the period-specific effects or the cumulative
effect of the error.
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When it is impracticable to determine the period-specific

51

effects of an_error _on_comparative information_for one or
more_prior _periods presented, the entity shall restate the
opening balances of assets, liabilities and net assets/equity for
the earliest period for which retrospective restatement is
practicable (which may be the current period).

When it is impracticable to determine the cumulative effect, at

52.

the beginning of the current period, of an error on all prior
periods, the entity shall restate the comparative information to
correct the error prospectively from the earliest date

practicable.

42— The correction of a prior period is excluded from

surplus or deficit for the period in which the error is discovered.

presented- Any ether-information repertedpresented about with
respeet-to-prior periods, saeh-asincluding historical summaries
of financial data, is also restated as far back as is practicable.

When it is impracticable to determine the amount of an error (eg

a mistake in applying an accounting policy) for all prior periods,
the entity, in accordance with paragraph 51, restates the
comparative information prospectively from the earliest date
practicable. It therefore disregards the portion of the cumulative
restatement of assets, liabilities and net assets/equity arising
before that date. Paragraphs 56-59 provide guidance on when it
is_impracticable to correct an error for one or more prior

periods.
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| 54. 40— The—eCorrections of fundamental—errors ean—beare
distinguished from changes in accounting estimates.
Accounting estimates by their nature are approximations that
may need revision as additional information becomes known.
For example, the gain or loss recognized on the outcome of a

contingency which—previoushyr—eouldnot-be—estimatedrehably
doees-is not censtitute-the correction of an fundamental-error.

Disclosure of Prior Period Errors

55. 44—In_applying paragraph 48, Aan entity shouldshall
disclose the following:

(@)

In para 56(b)’s &
equivalent IAS, IASB
requires disclosure of
amt of correction for
earnings per share.

the nature of the fundamental-prior period error;

for each prior period presented, to the extent

practicable, the amount of the correction for_each
financial statement line item affected—the—current

o aridd £ P o i

(c) the amount of the correction at the beginning of the

earliest relating—to_prior periods _presentedprior—to
those-ineluded-inthe-comparative-information; and

(d) if retrospective restatement thefaect-that-comparative
information has been restated or that it s
impracticable to—do—sofor a particular prior period,
the circumstances that led to the existence of that
condition_and_a_description_of how_and_from when
the error has been corrected.

Financial statements of subsequent periods need not repeat
these disclosures.
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New guidance/
explanation on
the notion of
impracticability

Impracticability in Respect of

Retrospective Application and

Retrospective Restatement

56.

In some circumstances, it is impracticable to adjust comparative

57.

information for one or more periods to achieve comparability
with the current period. For example, data may not have been
collected in the prior period(s) in a way that allows either
retrospective application of a new accounting policy (including,
for the purpose of paragraphs 57-59, its prospective application
to prior periods) or retrospective restatement to correct a prior
period error, and it may be impracticable to recreate the
information.

It is frequently necessary to make estimates in applying an

accounting policy to elements of financial statements
recognized or disclosed in respect of transactions, other events
or conditions. Estimation is inherently subjective, and estimates
may be developed after the reporting date. Developing estimates
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i1s_potentially more difficult when retrospectively applying an
accounting policy or making a retrospective restatement to
correct a prior period error, because of the longer period of time
that might have passed since the affected transaction, other
event or condition occurred. However, the objective of estimates
related to prior periods remains the same as for estimates made
in_the current period, namely, for the estimate to reflect the
circumstances that existed when the transaction, other event or
condition occurred.

Therefore, retrospectively applying a new accounting policy or

59.

correcting a prior period error requires distinguishing
information that

(a) provides evidence of circumstances that existed on the
date(s) as at which the transaction, other event or
condition occurred, and

(b) would have been available when the financial
statements for that prior period were authorized for
issue

from other information. For some types of estimates (eg an
estimate of fair value not based on an observable price or
observable inputs), it is impracticable to distinguish these types
of information. When retrospective application or retrospective
restatement would require making a significant estimate for
which it is impossible to distinguish these two types of
information, it is impracticable to apply the new accounting
policy or correct the prior period error retrospectively.

Hindsight should not be used when applying a new accounting

The TASB used
examples using
issues which the
PSC yet to issue an
IPSAS.

Staff have not
changed these
examples. The
PSC may want to
adapt examples for
the public sector.

policy to, or correcting amounts for, a prior period, either in
making assumptions about what management’s intentions
would have been in a prior period or estimating the amounts
recognized, measured or disclosed in a prior period. For
example, when an entity corrects a prior period error in
measuring_financial assets previously classified as held-to-
maturity investments in accordance with International
Accounting  Standards TAS 39  Financial  Instruments:
Recognition and Measurement, it does not change their basis of
measurement for that period if management decided later not to
hold them to maturity. In addition, when an entity corrects a
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prior period error in calculating its liability for employees’
accumulated sick leave in accordance with International
Accounting Standards IAS 19 Employee Benefits, it disregards
information about an unusually severe influenza season during
the next period that became available after the financial
statements for the prior period were authorized for issue. The
fact that significant estimates are frequently required when
amending comparative information presented for prior periods
does not prevent reliable adjustment or correction of the
comparative information.

Effective Date

60.

61.

69—An__entity _shall apply Tthis International Public

Sector Accounting Standard becomes—effeetive—for annual

financial-statements—eovering periods beginning on or after
1-Fuly200IMM DD YYYY. Earlier application is encouraged.

If an entity applies this Standard for a period beginning before
MM DD YYYY, it shall disclose that fact.

70-——When an entity adopts the accrual basis of accounting,
as defined by International Public Sector Accounting Standards,
for financial reporting purposes, subsequent to this effective
date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of
adoption.

Withdrawal of IPSAS 3 (2000)

62.

This Standard supersedes IPSAS 3 Net Surplus or Deficit for the

Period, Fundamental Errors and Changes in Accounting
Policies issued in 2000.
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This section, Amendments to Other IPSASs, is new. Only the relevant paragraphs in | Page 12.138
IPSASs that were impacted as a result of proposals in this Standard are shown up in
mark-up.

Readers should note that the terms ‘should” have been replaced with ‘shall’.

Appendix 1
Amendments to Other IPSASs

The amendment in this appendix becomes effective for annual periods
beginning on or after MM DD YYYY. If an entity applies this Standard
for an earlier period, these amendments shall be applied for that earlier
period.

Al. IPSAS 2 Cash Flow Statements is amended as follows:
Paragraphs 40 and 41 on extraordinary items are deleted.

The Appendix in IPSAS 2 illustrates a cash flow statement for
an entity other than a financial institution, is amended to remove
an extraordinary item. The revised Appendix is set below.

Appendix — Cash Flow Statement (for an
Entity other than a Financial Institution)

Notes to the Cash Flow Statement

(c) Reconciliation of Net Cash Flows from Operating Activities to Net
Surplus/(Deficit) from Ordinary Activities

(in thousands of currency units)

20X2 20X1
Surplus/(deficit) from ordinary activities X X
Non-cash movements
Depreciation X X
Amortization X X
Increase in provision for doubtful debts X X
Increase in payables X X
Increase in borrowings X X
Increase in provisions relating to employee costs X X
(Gains)/losses on sale of property, plant and X) X)
equipment
(Gains)/losses on sale of investments X) X)
Increase in other current assets (X) X)
Increase in investments due to revaluation X) X)
Increase in receivables X) X)
| Extraordinary-item’ (2% -
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Net cash flows from operating activities

Indirect Method Cash Flow Statement

(paragraph 27(b))

PUBLIC SECTOR ENTITY — CONSOLIDATED CASH FLOW STATEMENT

FOR YEAR ENDED 31 DECEMBER 20X2

(in thousands of currency units)

CASH FLOWS FROM OPERATING ACTIVITIES
Surplus/(deficit) from ordinary activities

Non-cash movements

Depreciation

Amortization

Increase in provision for doubtful debts

Increase in payables

Increase in borrowings

Increase in provisions relating to employee costs
(Gains)/losses on sale of property, plant and equipment
(Gains)/losses on sale of investments

Increase in other current assets

Increase in investments due to revaluation

Increase in receivables

E F ot

Net cash flows from operating activities

20X2 20X1
X X
X X
X X
X X
X X
X X
X X
X) X)
X) X)
X) X)
X) X)
X) X)
e —
X X

A2. IPSAS 18 Segment Reporting is amended as described below.

Paragraph 57 is amended to read as follows:

57. IPSAS 31 requires that when items of revenue or

expense are materialwithin—netsurplas—(defiertyfrom
. . e, ot inei

, ]j L disel . | lain¢]

perforance ot the—entin—torthe—period, their nature

and amount of such items sheouldshall be disclosed
separately. IPSAS 13 identifies a number of examples
of such items, including write-downs of inventories
and property, plant, and equipment; provisions for

1

This extraordinary-item falls within the definition of operating activities.
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restructurings; disposals of property, plant, and
equipment; privatizations and other disposals of long-
term  investments;  discontinuinged  operations;
litigation settlements; and reversals of provisions. The
encouragement in paragraph 56 is not intended to
change the classification of any such items efrevenue
’ : efined
n—FPSAS3)-or to change the measurement of such
items. The disclosure encouraged by that paragraph,
however, does change the level at which the
significance of such items is evaluated for disclosure
purposes from the entity level to the segment level.

Paragraphs 69 and 70 are amended to read as follows:

69. Changes in accounting policies adopted by the entity
are dealt with in IPSAS 3. IPSAS 3 requires that
changes in accounting policy sheuld—shall be made

only-if required-by-statute;er-by an International Public
Sector Accounting Standardaececounting——standard-
setting-bedy, or if the change will result in reliable and
& more apprepriate—presentationrelevant information
about—ef—events—eor transactions, other events or
conditions in the financial statements of the entity.

70. Changes in accounting policies adepted-applied at the
entity level that affect segment information are dealt
with in accordance with IPSAS 3. Unless a new
International Public Sector Accounting Standard
specifies otherwise, IPSAS 3 requires that:

(a) a change in accounting policy sheuldshall be
applied retrospectively and that prior period
information be—restated unless it is
impracticable to determine either de—se

(benchmark—treatment)-or-that the cumulative
effect or the adjustment—resultingfrom—the
change be included in determining the entity’s
net sueplus (deficity for the current period-
specific effects of the change—(alHowed
alternative treatment).
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A4.

(b)
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Hif retrospective application is not practicable

(c)

for all the-benchmark-treatment-isfollowed;
prier periods presented, the new accounting
policy shall be applied retrospectively from
the earliest practicable date—segment
mformation-wil-berestated:; and

Hf it is impracticable to determinethe-allowed

alternative—is—follewed; the cumulative effect
of applying the new accounting policy at the
start of the current period, the policy shall be
applied prospectively from the earliest date

practlcable adjﬂs%mem—tha{—}s—mel—&ded—m

The following changes are made to remove references to
extraordinary items:

(2)

(b)

(c)

in paragraph 27, in the definition of segment revenue,
subparagraph (a) is deleted;

in paragraph 27, in the definition of segment expense,
subparagraph (a) is deleted; and

in Appendix 1, the second last paragraph is deleted.

In IPSAS 19 Provisions, Contingent Liabilities and Contingent
Assets, paragraph 111 is deleted.

In International Public Sector Accounting Standards, applicable
at MM YYYY, references to the current version of IPSAS 3 Net
Profit or Loss for the Period, Fundamental Errors and Changes
in Accounting Policies are amended to IPSAS 3 Accounting
Policies, Changes in Accounting Estimates and Errors.

IPSAS 3 -l Dot e b Doin bl vl
Changesin-Accounting Policies, Changes in Estimates and Errors;
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Appendix Guidance on Implementing
IPSAS 3

Thls Quldance accompanies but is not part of IPSAS 3—&19;961%41%—1{;

Example 1 — FundamentalRetrospective
Restatement of Exrrors

1.1. During 20X2, the entity discovered that revenue from income
taxes was incorrect. Income taxes of CU6,500 that should have
been recognized in 20X-1 were incorrectly omitted from 20X1
and recognized as revenue in 20X-2.

1.2. The entity’s accounting records for 20X-2 show revenue from
taxation of CU60,000 (including the CU6,500 taxation which
should have been recognized in_opening inventory-26x1}), and
expenses of CU86,500.

1.3. In 20-X1, the entity reported:

CU
Revenue from taxation 34,000
User charges 3,000
Other operating revenue 30,000
Total revenue 67,000
Expenses (60,000)
Net surplus 7,000

2 . . .
~ In these examples, monetary amounts are denominated in ‘currency units’ (CU).

IPSAS 3 -l Dot e b Doin bl vl
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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1.4. 20-1 opening accumulated surplus was CU2.000 and closing
accumulated surplus was CU34.,000.

1.5. The entity had CUS5.000 of contributed capital throughout, and
no other components of net assets/equity except for accumulated

surplus.

PUBLIC SECTOR ENTITY - STATEMENT OF FINANCIAL PERFORMANCE
UNDER FHEBENCHMARKFREATMENT(EXTRACT)

20X-2 (restated)

20%-1
trestated)
CuU Cu
Revenue from taxation 53,500 40,500
User charges 4,000 3,000
Other operating revenue 40,000 30,000
Total revenue 97,500 73,500
Expenses (86,500) (60,000)
Net surplus 11,000 13,500
PUBLIC SECTOR ENTITY
STATEMENT OF CHANGES IN EQUITY (EXTRACT)
Contributed  Accumulated Total
capital Surpluses
CuU CuU CU
Balance at 31 December 20-0 5,000 10,000 15.000
Surplus for the year ended
December 31 20-1 as restated - 13,500 13,500
Balance at 31 December 20-1 5,000 23,500 28.500
Surplus for the year ended 31
December 20-2 - 11.000 11.800
Balance at 31 December 20-2 5.000 34.500 40,300

IPSAS 3 M@%@PB@@&H%M%—P%M%M:&%M—EFF@H—W%
Changes-in-Accounting Policies, Changes in Estimates and Errors;
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i T 23500 10000
e 11000 13,500
e nesmmn oo d e L 34500 23 500

Extracts from Notes to the Financial Statements

| 1. Revenue from taxation of CU6,500 was incorrectly omitted
from the financial statements of 20X1. The financial statements
of 20X1 have been restated to correct this error. The effect of
the restatement on those financial statements is summarized
below. There is no effect in 20-2.

Effect on 20-1

CuU
Increase revenue 6,500
Increase in surplus 6.500
Increase in debtors 6,500
Increase in net assets/equity 6,500

Changes-in-Accounting Policies, Changes in Esttmates and Errors;
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202 201 202 201

frosiieds fessiateds
Cpertrenecsmelaiad
surpluses-as-previously
Correction-of fundamental
errer-(Noete _ _ 6,500 _
Opening-acenmulated
b 17,500 7,000 11,000 13.500

Example 2 - Changes in Accounting Policy with
Retrospective Application

2.1. During 20-X2, the entity changed its accounting policy with
respect to the treatment of borrowing costs that are directly
attributable to the acquisition of a hydro-electric power station
which is under construction. In previous periods, the entity had
capitalized such costs-ir-aceordance-with-the-allowed-alternative
treatmentintPSASS. The entity has now decided to expense,
rather than capitalize them;-these-eostsin-orderto-conform-with
the-benchmark—treatmentinIPSAS-S._ Management judges that
the new policy is preferable because it results in a more
transparent treatment of finance costs and is consistent with
local industry practice, making the entity’s financial statements
more comparable.

2.2. The entity capitalized borrowing costs_incurred of CU2,600
during 20X-1 and CUS5,200 in periods prior to 20X-1. All
borrowing costs incurred in previous years with respect to the
acquisition of the power station were capitalized.

IPSAS 3 -l Dot e b Doin bl vl
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2.3. The accounting records for 20X2 show surplus frem-eperating
aetivities-before interest of CU30,000; and interest expense of
CU3,000 (which relates only to 20-X2).

2.4. In 20X1, the entity reported:

CuU
Surplus frem-eperating-aetivities-before interest 18,000
Interest expense -
NetsSurplus from ordinary activities 18,000

2.5. 20X-1 opening accumulated surpluses were CU20,000 and
closing accumulated surpluses werewas -CU38,000.

PUBLIC SECTOR ENTITY - STATEMENT OF FINANCIAL PERFORMANCE
UNDER THE BENCHMARK TREATMENT (EXTRACT)

20-X2 (restated)

20X-1
(restated)
Cu CuU
Surplus frem-eperating-aetivities-before interest 30,000 18,000
Interest expense (3,000) (2,600)
NetsSurplus from ordinary activities 27,000 15,400
PUBLIC SECTOR ENTITY - STATEMENT OF CHANGES IN NET
ASSETS/EQUITY UNDER THE BENCHMARK TREATMENT
Contributed 202 Accumulated Total
capital Surplus
(restated)
20X%-1
(restated)
CuU Ccu Cu
Opcening-accumulated-surpluscs
Balance at 31 December 20-0 as
previously reported 10,000  38;000 20,000
Change in accounting policy with
respect to the capitalization of (7.800)
interest (Note 1) - (5,200) (5.200)
et reesinhed e e

IPSAS 3 Net-Surplus-or-Peficitfor-thePeriod—unndenentaltrrors—and
Changesin-Accounting Policies, Changes in Estimates and Errors;
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Contributed 20X2Accumulated Total
capital Surplus
(restated)
20x-1
fresiniedy
Balance at 31 December 20-0 as
restated 10,000 30,200 14,800 24,800
NetsSurplus for the year ended 31
December 20-1 (restated) - 000 15,400 15,400
Balance at 31 December 20-1 10,000 30,200 40,200
Surplus for the year ended 31 - 27,000 27.000
December 20-2
Closing aceumulated-surphasesat 57,200
31 December 20-2 10,000 30,200 67,200
Extracts from the Notes-to-the Financial- Statements
1. During 20X-2, the entity changed its accounting policy with

respeet—tofor the treatment of borrowing costs relateding to a
hydro-electric power station—which—is—in—the—ecourse—of
constructionfor-use. Previously, In-erderto-conform—with-the
benchmark-treatmentinHPSAS-5-the entity roew-expensesrather
than capitalizeds such costs. They are now written off as

expenses as incurred. Management judges that this policy

provides reliable and more relevant information because it

results in a more transparent treatment of finance costs and is

consistent with local industry practice, making the entity’s

financial statements more comparable. This change

in

accounting policy has been accounted for retrospectively and-
Fthe comparative statements for 20X-1 have been restated—te

conform-to-the-changedpeliey. The effect of the change on 20-
1 is tabulated below-is-an-inerease—ininterest-expense—of3;000

20X2and-2,60020X1H. Opening accumulated surpluses for
20X-1 have been reduced by CUS5,200 which is the amount of

the adjustment relating to periods prior to 20X-1.

Changes-in-Accounting Policies, Changes in Esttmates and Errors;
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Seple e s cmbine

Lobepae e 00y - 30004 26004
Cumulative cffect of change

e ] — — —
b 19200 18,000 27,000 15,400

Changes-in-Accounting Policies, Changes in Estlmates and Errors;
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Example 3 — Prospective Application of a

Change in Accounting Policy When

Retrospective Application is not Practicable

3.1.

During 20-2. the entity changed its accounting policy for

3.2.

depreciating property, plant and equipment, so as to apply much
more fully a components approach, whilst at the same time
adopting the revaluation model.

In vears before 20-2. the entity’s asset records were not

3.3.

sufficiently detailed to apply a components approach fully. At
the end of year 20-1, management commissioned an engineering
survey, which provided information on the components held and
their fair values, useful lives, estimated residual values and
depreciable amounts at the beginning of 202. However, the
survey did not provide a sufficient basis for reliably estimating
the cost of those components that had not previously been
accounted for separately, and the existing records before the
survey did not permit this information to be reconstructed.

Management considered how to account for each of the two

3.4.

aspects of the accounting change. They determined that it was
not practicable to account for the change to a fuller components
approach retrospectively, or to account for that change
prospectively from any earlier date than the start of 20-2. Also,
the change from a cost model to a revaluation model is required
to be accounted for prospectively. Therefore, management
concluded that it should apply the entity’s new policy
prospectively from the start of 20-2.

Additional information:

CcuU
Property, plant and equipment
Cost 25.000
Depreciation (14.,000)
Net book value 11,000
Prospective depreciation expense for 20-2 (old basis) 1,500

Some results of the engineering survey

IPSAS 3 -l Dot e b Doin bl vl
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Valuation 17,000
Estimated residual value 3.000

Average remaining assets life (years)

Depreciation expense on existing property, plant and
equipment for 20-2 (new basis) 2.000

Extract from the Notes

From the start of 20-2. the entity changed its accounting policy

This example
was deleted
because
extraordinary
items have been
deleted from
IPSASSs.

for depreciating property, plant and equipment, so as to apply
much more fully a components approach, whilst at the same
time adopting the revaluation model. Management takes the
view that this policy provides reliable and more relevant
information because it deals more accurately with the
components of property, plant and equipment and is based on
up-to-date values. The policy has been applied prospectively
from the start of 20-2 because it was not practicable to estimate
the effects of applying the policy either retrospectively or
prospectively from any earlier date. Accordingly the adopting of
the new policy has no effect on prior periods. The effect on the
current year is to increase the carrying amount of property, plant
and equipment at the start of the year by CU6,000; create a
revaluation reserve at the start of the year of CU6,000; and
increase depreciation expense by CUS5,000.

Changes-in-Accounting Policies, Changes in Estlmates and Errors;
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Comparison with IAS 8

International Public Sector Accounting Standard IPSAS 3 Net-Surplus-or
Deficit for the Period, Fundamenial Errors and Changes in Accounting

Policies, Changes in Accounting Estimates and Errors 1s drawn

prlmarlly from International Accountlng Standard 1IAS 8 ( Revised 2003)

Accountmg Policies, Changes in Accounlzng Estimates and Errors The
main differences between IPSAS 3 and IAS 8 are as follows:

o Commentary additional to that in IAS 8 has been included in
IPSAS 3 to clarify the applicability of the standards to
accounting by public sector entities.

o IPSAS 3 uses different terminology, in certain instances, from

IAS 8. The most significant examples are the use of the terms
| “entity5—"“revenue”, “statement of financial performance”,
“statement of financial position” and “net assets/equity” in
| IPSAS 3. The equivalent terms in IAS 8 are “enterprise™;

99 Ces

“income”, “income statement”, “balance sheet” and “equity”.

° IPSAS 3 contains a different set of definitions of technical terms
from IAS 8 (paragraph 76).

° IPSAS 3 has a different hierarchy from the IAS 8.

. . . . : .
‘ i . . )

5 . | g ]i | fe 0 :

the—entity(paragraph6)IPSAS 3 does not require disclosures

about adjustments to basic or diluted earnings per share. IAS 8
requires disclosure of amount of adjustment or correction for
basic or diluted earnings per share.

IPSAS 3 -l Dot e b Doin bl vl
Changesin-Accounting Policies, Changes in Estimates and Errors;
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Summary of Main Changes
IPSAS 6 Consolidated and Separate Financial Statements

The main changes proposed are:
Scope

e to clarify in paragraph 3 that the Standard applies to accounting for controlled entities,
jointly controlled entities and associates in the separate financial statements of a
controlling entity, a venturer or an investor. Therefore, the title of the Standard is
amended to Consolidated and Separate Financial Statements.

Previously, IPSAS 6 only applied to accounting for controlled entities. The title for the
Standard was Consolidated Financial Statements and Accounting for Controlled Entities.

Definitions
e in paragraph 7:
= to define two new terms: “cost method” and “separate financial statements”.

= to remove the following unnecessary definitions: “accounting policies”, “accrual

LRI L1

basis”, “assets”, “associates”, “cash”, “contributions from owners”, “distributions to

99 <6 LR N1 9 e

owners”, “equity method”, “expenses”, “government business enterprises”, “investor

99 Gey 2 e

in a joint venture”, “joint control”, “joint venture”, “liabilities”, “net assets/equity”,

29 ¢¢

“reporting date”, “revenue” and “significant influence”.

G

= to remove the term “net surplus/deficit”, which no longer exists. This definition has
also been eliminated from IPSAS 1 Presentation of Financial Statements and IPSAS 3
Accounting Policies, Changes in Accounting Estimates and Errors.

e to include in paragraphs 8-11 further illustrations of the term “separate financial
statements”. Previously, IPSAS 6 did not contain these illustrations.

Exemptions from Preparing Consolidated Financial Statements

e to clarify and tighten in paragraph 16 the circumstances in which a controlling entity is
exempted from preparing consolidated financial statements. A controlling entity need not
present consolidated financial statements if and only if:

= the controlling entity is itself a wholly-owned controlled entity and users of such
financial statements are unlikely to exist or their information needs are met by its
controlling entity’s consolidated financial statements; or the controlling entity is a
partially-owned controlled entity of another entity and its other owners, including
those not otherwise entitled to vote, have been informed about, and do not object to,
the controlling entity not preparing consolidated financial statements;

= the controlling entity’s debt or equity instruments are not traded in a public market (a
domestic or foreign stock exchange or an over-the-counter market, including local and
regional markets);

= the controlling entity did not file, nor is it in the process of filing, its financial
statements with a securities commission or other regulatory organization for the
purpose of issuing any class of instruments in a public market; and

= the ultimate or any intermediate controlling entity of the controlling entity produces
consolidated financial statements available for public use that comply with
International Public Sector Accounting Standards.

Item 12.4 Marked-up IPSASs 17 16, 3 and 6
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Previously, IPSAS 3 specified that a controlling entity that is a wholly owned controlled
entity, or is a virtually wholly owned, need not present consolidated financial statements
provided users of such financial statements are unlikely to exist or their information needs
are met by the controlling entity’s consolidated financial statements; or, in the case of one
that is virtually wholly owned, the controlling entity obtains the approval of the owners of
the minority interest.

Exemptions from Consolidation

to clarify in paragraph 21 that a controlled entity shall be excluded from consolidation
when there is evidence that (a) control is intended to be temporary because the controlled
entity is acquired and held exclusively with a view to its disposal within twelve months
from acquisition and (b) management is actively seeking a buyer. The proposed IPSAS 6
further specifies that when a controlled entity previously excluded from consolidation is
not disposed of within twelve months, it must be consolidated as from the acquisition date
unless narrowly specified circumstances apply.

The words “in the near future” used in previous IPSAS 6 were replaced with the words
“within twelve months”. In addition, there was no similar requirement to (b) in previous
IPSAS 6 for exclusion from consolidation.

to clarify in paragraph 26 that the requirement to consolidate investments in controlled
entities applies to venture capital organization, mutual funds, unit trusts and similar
entities. Previously, IPSAS 6 did not contain this clarification.

to remove the previous exemption from consolidating for an entity which operates under
external long-term severe restrictions which prevents the controlling entity from
benefiting from its activities (see previous paragraphs 22(b) and 25).

Consolidation Procedures

to require an entity to consider the existence and effect of potential voting rights currently
exercisable or convertible when assessing whether it has the power to govern the financial
and operating policies of another entity (see paragraphs 33, 34). Previously, IPSAS 6 did
not contain these requirements.

to clarify in paragraph 49 that an entity shall use uniform accounting policies for
reporting like transactions and other events in similar circumstances. Previously,
IPSAS 6 provided an exception to this requirement when it was “not practicable to use
uniform accounting policies”.

to require in paragraph 54 that minority interests shall be presented in the consolidated
statement of financial position within net assets/equity, separately from the controlling
entity’s net assets/equity. Previously, though IPSAS 6 precluded presentation of minority
interests within liabilities, it did not require presentation within net assets/equity.

Separate Financial Statements

to require in paragraph 58 investments in controlled entities, jointly controlled entities
and associates in separate financial statements to be accounted for at cost or as financial
instruments. The equity method contained in previous IPSAS 6 has been removed.

to require in paragraph 60 that controlled entities, jointly controlled entities and associates
that are accounted for as financial instruments in the consolidated financial statements
shall be accounted for in the same way in the investor’s separate financial statements.
Previously, IPSAS 6 did not contain this requirement.
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Disclosure

e to require additional disclosures in respect of separate financial statements (see
paragraphs 63 and 64)

Amendments to Other IPSASs

e to include an authoritative appendix of amendments to other IPSASs that are not part of
the IPSASs Improvements project and will be impacted as a result of the proposals in this
IPSAS.

Implementation Guidance

e to include an Implementation Guidance, which illustrates how to consider the impact of
potential voting rights on an entity’s power to govern the financial and operating policies
of another entity when implementing IPSAS 6, IPSAS 7 Investments in Associates and
IPSAS 8 Interests in Joint Ventures.
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(Please note: Staff have relocated the paragraph under the title of
IPSAS 6 to this separate page and reflected the decision made on equal
authority. It is also consistent with the IASB’s approach.)

International Public Sector Accounting Standard 6 Consolidated
and Separated Financial Statements (IPSAS 6) is set out in
paragraphs 1-70 and the Appendix. All the paragraphs have
equal authority. IPSAS 6 should be read in the context of the
Basis for Conclusion (if any), and the Preface to the International
Public Sector Accounting Standards. 1PSAS 3 Accounting
Policies, Changes in Accounting Estimates and Errors provides a
basis for selecting and applying accounting policies in the
absence of explicit guidance.

IPSAS 6 ansolidated and Separate Financial Statements—and
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INTERNATIONAL PUBLIC SECTOR
ACCOUNTING STANDARD IPSAS 6

This para
has been

updated and
relocated to
the

preceding
page.

2.

Para 2 was relpcated

from previous|para

1(a).

[ »2

Scope of IASP7,

equivalent of

PSAS 6,

has been expahded by

the TASR

4.

Staff updated

ara 4

because s pard

1 and

para 3 alreadylincluded

the same cont

Ents as

those in para 4.

The

amendments t

b para 4

also reflect th¢

usual

wording re:

applicability df the

Standard in other

IPSASs.

Consolidated and Separate Financial

Statements-and-Aececountinsfor Controled

Entities

An entity—whieh _that prepares and presents financial
statements under the accrual basis of accounting-should shall
apply this Standard in the preparation and presentation of
consolidated financial statements for an economic entity.

This Standard does not deal with:

fa)——methods of accounting for entity combinations and their effects

on consolidation, including goodwill arising on a entity
combination (guidance on accounting for entity combinations
can be found in International-Aeeeunting Financial Reporting
StandardHAS22 IFRS 3, Business Combinations);

This Standard shoeuld shall also be applied in accounting for
controlled entities, jointly controlled entities and associates
when _an_entity elects, or is required by local regulations, to

present in-a-controlling-entity’s separate financial statements.

-~ onsolidated_financial oy

Q g/l. S ! . S l /Z‘ ll E . ].i 1

This Standard applies to-the-preparation-and-presentation—-of
lidated—fi il , ; . ;
controlled—entities;—by all public sector entities other than

Government Business Enterprises.

6 Consolidated and Separate Financial Statements—ed
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4 Marked-up IPSASs 17 16, 3 and 6
ew Delhi November 2004



The revisio

n to para

5 is consist

bnt with

its latest ve
IPSAS 21 4

sion
greed by

PSC.

| F——(a)—{ has been relocated to current para 2.

Subpara (b) aif

d(c)

were deleted |

€causc

IPSAS 6 now

deals

with accountit

o for

jointly contro
entities, assoc

led
ates in

venturers’ and
investors’ sep

hrate

financial state|

Inents.

page 12.158

The Preface to International Financial Reporting Standards
issued by the International Accounting Standards Board (IASB)
explains that International Financial Reporting Standards
(IFRSs) are designed to apply to the general purpose financial
statements of all profit-oriented entitiecs. Government Business
Enterprises (GBEs) are defined in IPSAS 1 Presentation of
Financial Statements. They are profit-oriented entities.
Accordingly, they are required to comply with [FRSs.

International - Accounting  Standards (1ASsy
. . 1 &

. ses. 1 .
. i bli g ‘ ) fingly

This Standard establishes requirements for the preparation and
presentation of consolidated financial statements, and for
accounting for controlled entities, jointly controlled entities and
associates in the separate financial statements of the controlling
entity, the venturer and the investor. Although GBEs are not
required to comply with this Standard in their own financial
statements, the provisions of this Standard will apply where a
public sector entity that is not a GBE has one or more controlled
entities, jointly controlled entities and associates that are GBEs.
In these circumstances, this Standard-sheuld shall be applied in
consolidating GBEs into the financial statements of the
economic entity, and in accounting for investments in GBEs in
the controlling entity’s, the venturer’s and the investor’s
separate financial statements.

Dennitions

| 87

The following terms are used in this Standard with the
meanings specified:

IPSAS 6_ Consolidated and S.epamte Financial Statements—and

Aeecomntirefor-Controtled-tntities
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l . lici L » ineiples,—bases,

Consolidated financial statements are the financial statements

of an economic entity presented as those of a single entity.

Unnecessat
definition d
per decisio

Y
eleted

h made in

BA meetin

3
=X

Staff have inc

brporated

changes made]

to defn

“controlled en

tity”” by

IASB but are
convinced of

hot
whether

this change is
necessary for

bublic

sector, becaus

£ most

public sector ¢

ntities

would be

unincorporatefl.

Control is the power to govern the financial and operating
policies of another entity so as to benefit from its activities.

Controlled entity is an entity, including an _unincorporated
entity such _as _a_partnership, that is under the control of
another entity (known as the controlling entity).

6 ansolidated and Separate Financial Statements—and
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Controlling entity is an entity that has one or more controlled
entities.

The cost method is a method of accounting for an investment

Term “costjmethod”
was added o IAS whereby the investment is recognized at cost. The investor
27 by IASH. Staff recognizes revenue from the investment only to the extent that
have adaptyd the the investor is entitled to receive distributions from
definition fler the accumulated surpluses of the investee arising after the date of
defn in exidting . .- . . .
IPSAS 7 arld acquisition. _Entitlements _due or received in_excess of such
illustrationfin para 7 | Surpluses are regarded as a recovery of investment and are
of existing [PSAS 7. | recognized as a reduction of the cost of the investment.
; ol distril » Jl . " 3 o
 eith . -
vestinent
Economic_entity means a group of entities comprising a
controlling entity and one or more controlled entities.
Unnecessatly
definitions [deleted
per decisiop made in
BA meeting

=13
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Minority interest is that-part portion of the-net surplus (_or
deficit)y and—of net assets/equity of a controlled entity
attributable to net _assets/equity interests whieh_that are not
owned, directly or indirectly through controlled entities, by the
controlling entity.

Separate financial statements are those presented by a

controlling entity, an investor in_an_associate or a venturer in
a_jointly controlled entity, in _which the investments are
accounted_for on_the basis of the direct _net _assets/equity
interest rather than on the basis of the reported results and net
assets/equity of the investees.

IPSAS 6_ Consolidated and Sgpamte Financial Statements—and
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Sionifi e t] forth ¢ this-Standard)-is-th

Terms defined in other International Public Sector
Accounting Standards are used in this Standard with the same
meaning as in those other Standards, and are reproduced in

the Glossary of Defined Terms published separately.

Consolidated Financial Statements and Separate Financial

8.

Statements

A controlling entity or its controlled entity may be an investor in

Paras 8-11 welre added
to IAS 27 by the IASB
to illustrate especially
the separate fipancial

statements.

an associate or a venturer in a jointly controlled entity. In such
cases, consolidated financial statements prepared and presented
in_accordance with this Standard are also prepared so as to
comply with IPSAS 7 Investments in Associates and IPSAS 8
Interests in Joint Ventures.

For an entity described in paragraph &, separate financial

10.

statements are those prepared and presented in addition to the
financial statements referred to in paragraph 8. Separate
financial statements need not be appended to, or accompany,
those statements.

The financial statements of an entity that does not have a

11.

controlled entity, associate or venturer’s interest in a jointly
controlled entity are not separate financial statements.

A controlling entity that is exempted in accordance with

paragraph 16 from presenting consolidated financial statements
may present separate financial statements as its only financial
statements.

Economic Entity

| 912.

The term “economic entity” is used in this Standard to define,
for financial reporting purposes, a group of entities comprising
the controlling entity and any controlled entities.

Other terms sometimes used to refer to an economic entity
29 ¢¢ 99 ¢

include “administrative entity”, “financial entity”, “consolidated
entity” and “group”.

An economic entity may include entities with both social policy
and commercial objectives. For example, a government
housing department may be an economic entity which includes
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entities that provide housing for a nominal charge, as well as
entities that provide accommodation on a commercial basis.

E E :c Benefi Service P al
i] 1 teli ’ ’ ) i J ,

Paras 12-14 wlere with-an eHH'tfl’S ebjeetives but—which-do—net difeetly generate

deleted becauge their I hinfl £ | ibed bodyi « .

relevant definjtions ol | 1 hinfl

were deleted from t . .

IPSAS 6. ehac ca4 g e CConoH 8 ;
Presentation of Consolidated Financial
Statements

| 15. A controlling entity, other than a controlling entity-mentioned

The wording $f para described in paragraph 16,—sheuld shall present consolidated

15 is slightly iifferent | financial statements_in_which it consolidates its controlled

from that in IAS 27. entities in accordance with this Standard,

IAS 27 refers ko

investments.

6 Consolidated and Separate Financial Statements—ed

[ Aeeontitiefor-Controttedtntitics
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.164

16. A controlling entity-thatis-a-wholly-owned-controlled-entity;—or
is—virtually—whoelly—ewned; need not present consolidated
financial statements-provided if and only if:

(a) _the controlling entity is itself a wholly-owned controlled
entity and users of such financial statements are unlikely
to exist or their information needs are met by—the_its
controllmg entity’s consolidated financial statements; or

. is a , in the case of one that is virtually wholly_partially-
Pl note thy wonding o owned controlled entity ofthe-controtling another entity
subpara (a)]is slightly
different frbm that in obtains—the—approval—of—the _and its other owners,
IAS 27 to reflect the including those not otherwise entitled to vote, have been
wording inlexisting informed _about, and do not object to, the controlling
IPSAS 6. entity_not presenting consolidated financial statements;
¢ ol .. el i o hould
statements—have—not—been—presented—together—with—the
. . . /
v J . . . .
/ H” !Eib'l 8 E Hjl :
Staff have inchrporated | (b) __the controlling entity’s debt or equity instruments are not
subparas (b)-(H) added traded in_a public market (a_domestic or foreign stock
by IASB. While equity exchange or an over-the-counter market, including local
instruments are broadly and regional markets);
defined in IPSAS 15, it
is not common for (c) _the controlling entity did not file, nor is it in_the process
equity instrunjents held of filing, its financial statements with a _securities
by non GBE gublic commission_or_other regulatory organization for the
sector entities|to be . . . o o
raded in a public purpose _of issuing any class of instruments in_a _public
market. market; and
(d) __the ultimate or any intermediate controlling entity of the

The equivalen
previous para

t to
17 and

the first half of
previous para

i
18 were

removed by tH

e JASB

in TAS 27. Stalff

retained the sd

cond

half of previoy

1S para

18 as it has pu
sector specifid

blic

implications.

controlling entity produces consolidated financial
statements available for public use that comply with

International Public Sector Accounting Standards.
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& ) . ) PO T
31 75T | od by i 113 .

and—the—needs—of —otherusers—maybebest——served—by—the
Heweveriln the public sector many controlling entities that are
either wholly owned or—virtually—whelly partially owned,
represent key sectors or activities of a government and the
purpose of this Standard is not to exempt such entities from
preparing consolidated financial statements. In this situation,
the information needs of certain users may not be served by the
consolidated financial statements at a whole-of-government
level alone. In many jurisdictions, governments have
recognized this and have legislated the financial reporting
requirements of such entities.

The equivalen
previous para

t
19 in

IAS 27 was re¢

moved

by IASB.

19.

R e e R

In some instances, an economic entity will include a number of
intermediate controlling entities. = For example, whilst a
department of health may be the ultimate controlling entity,
there may be intermediate controlling entities at the local or
regional health authority level. Accountability and reporting
requirements in each jurisdiction may specify which entities are
required to (or exempted from the requirement to) prepare
consolidated financial statements. Where there is no specific
reporting requirement for an intermediate controlling entity to
prepare consolidated financial statements for which users are
likely to exist, intermediate controlling entities are to prepare
and publish consolidated financial statements.

A controlling entity that elects in accordance with paragraph 16

Equivalent cu

rent para

19 was added

to IAS

27 by the IAS

3.

not to present consolidated financial statements, and presents
only separate financial statements, complies with paragraphs 58-
64.

Scope of Consolidated Financial
Statements
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2120. A—eontrolling—entity—which—isswes—eConsolidated financial
statements—showuld _shall—eensolidate _include all controlled

entities_of the controlling entity,foreigh—and-domestie; other
than except those referred to in paragraph 2221.

The amendments made to above para 20 by IASB upon issue of IFRS 5 were NOT incorporated
per decision in NY meeting. Para 20 in IAS 27 was changed to “Consolidated financial
statements shall include all subsidiaries of the parent*’. Footnote to that para is read as
follows:

*If on acquisition a subsidiary meets the criteria to be classified as held for sale in accordance
with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations, it shall be
accounted for in accordance with that Standard.

Pls note IASB also DELETED the equivalent to following current paras 21 and para 22 upon
issue of IFRS 5. Staff retained them per decision in NY meeting.

2221. A controlled entity——should _shall be excluded from
consolidation when :

(ae)—there is evidence that (a) control is intended to be
temporary because the controlled entity is acquired and
held exclusively with a view to its—subsequent disposal
within_twelve _months _from__acquisition _and__(b)
management is_actively seeking a_buyer. —in—thenear

fiture;or

> ';.7!; e ; e Eu‘.” .“gg EE ;!. ”; !

2322.  Such controlled entities-should shall be classified and accounted

The equivalen
current para 2

both previous
improved IAS]

for as—ifthey—are—investments_ financial instruments.

" International ~ Accounting Standard IAS 39, Financial
and Instruments: Recognition and Measurement provides guidance
27 is on classification and accounting for—investments financial

t of

in black letter

instruments.

2423.  An example of temporary control is where a controlled entity is
acquired with a firm plan to dispose of it—in—the shortterm
within twelve months. This may occur where an economic

The amendmeg

current para 2
consequential

in the criteria

exemption fro
consolidation

ht o entity is acquired and an entity within it is to be disposed of
B is because its activities are dissimilar to those of the acquirer.
change Temporary control also occurs where the controlling entity
for intends to cede control over a controlled entity to another entity

» — for example a national government may transfer its interest
1

in a controlled entity to a local government. For this exemption

current para 2

I

to apply, the controlling entity must be demonstrably committed

to a formal plan to dispose of, or no longer control, the entity

| that is subject to temporary control.—Fer-the-exemptionto-apply

IPSAS 6 ansolzdated and Separate Financial Statements—and
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| . : Jate._4 113

| g e that i culbi L
An entity is demonstrably committed to dispose of, or no longer
control, another entity when it has a formal plan to do so and
there is no realistic possibility of withdrawal from that plan.

Pls note: Equivalent current paras 24, 25 were added to IAS 27 in December 2003 by
IASB when the Improvements project was finalized. However, the IASB deleted these
two paragraphs upon issuing IFRS 5. Staff retained them per discussion in NY meeting.

24.

When a controlled entity previously excluded from

25.

consolidation in accordance with paragraph 21 is not disposed
of within twelve months, it shall be consolidated as from the
acquisition date (IFRS 3 Business Combination provides
guidance on the acquisition date). Financial statements for the
periods since acquisition shall be restated.

Exceptionally, an entity may have found a buyer for a controlled

26.

entity excluded from consolidation in accordance with
paragraph 21, but may not have completed the sale within
twelve months of acquisition because of the need for approval
by regulators or others. The entity is not required to consolidate
such a controlled entity if the sale is in process at the reporting
date and there is no reason to believe that it will not be
completed shortly after the reporting date.

A controlled entity is not excluded from consolidation simply

Para 26 was a

new para

added by IAS

B.

3827.

Current para 2

7 was

relocated fronp

previous para

38 with

changes.

because the investor is a venture capital organization, mutual
fund, unit trust or similar entity.

Semetimes—aA controlled entity is not excluded from
consolidation-when because its activities are dissimilar to those
of the other entities within the economic entity, for example, the
consolidation of GBEs with entities in the budget sector.
Exelusi | e - stified L |
Relevant information—weuld—be_is provided by consolidating
such controlled entities and disclosing additional information in
the consolidated financial statements about the different
activities of controlled entities. For example,-disaggregated the
disclosures required by IPSAS 18 Segment Reporting ean-help
to explain the significance of different activities within the
economic entity.
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- : be i stionsd |

Establishing Control of Another Entity for
Financial Reporting Purposes

| 2628.

| 2729.

Whether an entity controls another entity for financial reporting
purposes is a matter of judgment based on the definition of
control in this Standard and the particular circumstances of each
case. That is, consideration needs to be given to the nature of
the relationship between the two entities. In particular, the two
elements of the definition of control in this Standard need to be
considered. These are the power element (the power to govern
the financial and operating policies of another entity) and the
benefit element (which represents the ability of the controlling
entity to benefit from the activities of the other entity).

For the purposes of establishing control, the controlling entity
needs to benefit from the activities of the other entity. For
example, an entity may benefit from the activities of another
entity in terms of a distribution of its surpluses (such as a
dividend) and is exposed to the risk of a potential loss. In other
cases, an entity may not obtain any financial benefits from the
other entity but may benefit from its ability to direct the other
entity to work with it to achieve its objectives. It may also be
possible for an entity to derive both financial and non-financial
benefits from the activities of another entity. For example, a
GBE may provide a controlling entity with a dividend and also
enable it to achieve some of its social policy objectives.

Control for Financial Reporting Purposes

| 2830.

For the purposes of financial reporting, control stems from an
entity’s power to govern the financial and operating policies of
another entity and does not necessarily require an entity to hold
a majority shareholding or other equity interest in the other
entity. The power to control must be presently exercisable.
That is, the entity must already have had this power conferred
upon it by legislation or some formal agreement. The power to
control is not presently exercisable if it requires changing
legislation or renegotiating agreements in order to be effective.
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This should be distinguished from the fact that the existence of
the power to control another entity is not dependent upon the
probability or likelihood of that power being exercised.

Similarly, the existence of control does not require an entity to
have responsibility for the management of (or involvement in)
the day-to-day operations of the other entity. In many cases, an
entity may only exercise its power to control another entity
where there is a breach or revocation of an agreement between
the controlled entity and its controlling entity.

For example, a government department may have an ownership
interest in a rail authority, which operates as a GBE. The rail
authority is allowed to operate autonomously and does not rely
on the government for funding but has raised capital through
significant borrowings that are guaranteed by the government.
The rail authority has not returned a dividend to government for
several years. The government has the power to appoint and
remove a majority of the members of the governing body of the
rail authority. The government has never exercised the power to
remove members of the governing body and would be reluctant
to do so because of sensitivity in the electorate regarding the
previous government’s involvement in the operation of the rail
network. In this case, the power to control is presently
exercisable but under the existing relationship between the
controlled entity and controlling entity, an event has not
occurred to warrant the controlling entity exercising its powers
over the controlled entity. Accordingly, control exists because
the power to control is sufficient even though the controlling
entity may choose not to exercise that power.

An entity may own share warrants, share call options, debt or

Equivalent pa

fas 33-34

were added to

IAS 27

by the TASB tp

illustrate the ¢

ffect of

potential votir

g rights

when assessin|
whether an en|

o
[ity has

the power to dovern

the financial g
operating poli

nd
Cies of

another entity|

equity instruments that are convertible into ordinary shares, or
other similar instruments that have the potential, if exercised or
converted, to give the entity voting power or reduce another
party’s voting power over the financial and operating policies of
another entity (potential voting rights). The existence and effect
of potential voting rights that are currently exercisable or
convertible, including potential voting rights held by another
entity, are considered when assessing whether an entity has the
power to govern the financial and operating policies of another
entity. Potential voting rights are not currently exercisable or
convertible when, for example, they cannot be exercised or
converted until a future date or until the occurrence of a future
event.
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In assessing whether potential voting rights contribute to

3435.

control, the entity examines all facts and circumstances
(including the terms of exercise of the potential voting rights
and any other contractual arrangements whether considered
individually or in combination) that affect potential voting
rights, except the intention of management and the financial
ability to exercise or convert.

The existence of separate legislative powers does not, of itself,
preclude an entity from being controlled by another entity. For
example, the Office of the Government Statistician usually has
statutory powers to operate independently of the government.
That is, the Office of the Government Statistician may have the
power to obtain information and report on its findings without
recourse to government or any other body. The existence of
control does not require an entity to have responsibility over the
day-to-day operations of another entity or the manner in which
professional functions are performed by the entity.

The power of one entity to govern decision-making in relation
to the financial and operating policies of another entity is
insufficient, in itself, to ensure the existence of control as
defined in this Standard. The controlling entity needs to be able
to govern decision-making so as to be able to benefit from its
activities, for example by enabling the other entity to operate
with it as part of an economic entity in pursuing its objectives.
This will have the effect of excluding from the definitions of a
“controlling entity” and “controlled entity” relationships which
do not extend beyond, for instance, that of a liquidator and the
entity being liquidated, and would normally exclude a lender
and borrower relationship. Similarly, a trustee whose
relationship with a trust does not extend beyond the normal
responsibilities of a trustee would not be considered to control
the trust for the purposes of this Standard.

Regulatory and Purchase Power

| 3337

Governments and their agencies have the power to regulate the
behavior of many entities by use of their sovereign or legislative
powers. Regulatory and purchase powers do not constitute
control for the purposes of financial reporting. To ensure that
the financial statements of public sector entities include only
those resources that they control and can benefit from, the
meaning of control for the purposes of this Standard does not
extend to:
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a) the power of the legislature to establish the regulatory
framework within which entities operate and to impose
conditions or sanctions on their operations. Such power
does not constitute control by a public sector entity of the
assets deployed by these entities. For example, a pollution
control authority may have the power to close down the
operations of entities that are not complying with
environmental regulations. However, this power does not
constitute control because the pollution control authority
only has the power to regulate; or

b) entities that are economically dependent on a public sector
entity. That is, where an entity retains discretion as to
whether it will take funding from, or do business with, a
public sector entity, that entity has the ultimate power to
govern its own financial or operating policies, and
accordingly is not controlled by the public sector entity.
For example, a government department may be able to
influence the financial and operating policies of an entity
which is dependent on it for funding (such as a charity) or a
profit-orientated entity that is economically dependent on
business from it. Accordingly, the government department
has some power as a purchaser but not to govern the
entity’s financial and operating policies.

Determining Whether Control Exists for Financial Reporting
Purposes

Amendments
subpara (b) an

[0
d (d) are

consequential
resulting from

changes

improved IAS

[27.

Public sector entities may create other entities to achieve some
of their objectives. In some cases it may be clear that an entity
is controlled, and hence should be consolidated. In other cases
it may not be clear. Paragraphs 3539 and 3640 provide
guidance to help determine whether or not control exists for
financial reporting purposes.

In examining the relationship between two entities, control is
presumed to exist when at least one of the following power
conditions and one of the following benefit conditions exists,
unless there is clear evidence of control being held by another
entity.

Power conditions

(a) The entity has, directly or indirectly through controlled
entities, ownership of a majority voting interest in the
other entity.

6 ansolidated and Separate Financial Statements—and
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(b)

(©)

(d)

page 12.172

The entity has the power, either granted by or exercised
within existing legislation, to appoint or remove a majority
of the members of the board of directors or equivalent
governing body and control of the other entity is by that
board or by that body.

The entity has the power to cast, or regulate the casting of,
a majority of the votes that are likely to be cast at a
general meeting of the other entity.

The entity has the power to cast the majority of votes at
meetings of the board of directors or equivalent governing
body_and control of the other entity is by that board or by

that body.

Benefit conditions

(a)

(b)

The entity has the power to dissolve the other entity and
obtain a significant level of the residual economic benefits
or bear significant obligations. For example the benefit
condition may be met if an entity had responsibility for the
residual liabilities of another entity.

The entity has the power to extract distributions of assets
from the other entity, and/or may be liable for certain
obligations of the other entity.

When one or more of the circumstances listed in paragraph
3539 does not exist, the following factors are likely, either
individually or collectively, to be indicative of the existence of
control.

Power indicators

(2)

(b)

(©)

(d)

The entity has the ability to veto operating and capital
budgets of the other entity.

The entity has the ability to veto, overrule, or modify
governing body decisions of the other entity.

The entity has the ability to approve the hiring,
reassignment and removal of key personnel of the other
entity.

The mandate of the other entity is established and limited
by; legislation.
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(e) The entity holds a “golden share”' (or equivalent) in the

other entity that confers rights to govern the financial and
operating policies of that other entity.

Benefit indicators

(a) The entity holds direct or indirect title to the net
assets/equity of the other entity with an ongoing right to
access these.

(b) The entity has a right to a significant level of the net
assets/equity of the other entity in the event of a
liquidation or in a distribution other than a liquidation.

(c) The entity is able to direct the other entity to co-operate
with it in achieving its objectives.

(d) The entity is exposed to the residual liabilities of the other
entity.

3741. The following diagram indicates the basic steps involved in
establishing control of another entity. It should be read in
conjunction with paragraphs 2628 to 3640.

! “Golden share” refers to a class of share that entitles the holder to specified powers or
rights generally exceeding those normally associated with the holder’s ownership interest or
representation on the governing body.
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Establishing Control of another Entity for Financial Reporting Purposes

Does the entity benefit from the
activities of the other entity? >
(Paragraphs 2729, 3539 and No

Does the entity have the power
to govern the financial and No >
operating policies of the other
entity?
(Paragraphs 2830, 33, 34, 3539
and 3?@)

Yes l
No

Is the power to govern the >
financial and operating policies
presently exercisable?
(Paragraphs-2830 — 3632)

Yes \
Control does not appear to
. exist. Consider whether the
other entity is an associate, as
defined in IPSAS 7, or whether
the relationship between the
two entities constitutes “joint
control” as in IPSAS 8.

Entity controls other entity.
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38 relocated to current paragraph 27.

42. A controlling entity loses control when it loses the power to
The equivalert para 42 | govern the financial and operating policies of a controlled entity
was added to JAS 27 so as to benefit from its activities. The loss of control can occur
by IASB. Staffused with or without a change in absolute or relative ownership
“another govefnment” levels. It could occur, for example, when a controlled entity
to replace "a becomes subject to the control of another government, a court,
government” yised by .
IASB and added administrator or regulator. It could also occur as a result of a
another publid sector contractual agreement or, for example, a foreign government
example relocpted may sequester the operating assets of a foreign controlled entity
from previous|para 25. so that the controlling entity loses the power to govern the

operating policies of the controlled entity. In this case, control is
unlikely to exist.

Consolidation Procedures
3943,

In preparing consolidated financial statements, an entity
combines the financial statements of the controlling entity and
its controlled entities-are-cembined-en—=a line- by- line basis-by
adding together like items of assets, liabilities, net assets/equity,
revenue and expenses. In order that the consolidated financial
statements present financial information about the economic
entity as that of a single entity, the following steps are then
taken:

(a) the carrying amount of the controlling entity’s investment
in each controlled entity and the controlling entity’s
portion of net assets/equity of each controlled entity are
eliminated (FAS22IFRS 3 provides guidance on the

treatment of any resultant goodwill);

(b)

minority interests in the—net surplus or deficit of
consolidated controlled entities for the reporting period are

identified-and-adjusted-against-the-net surplus-or-defieitof
the cconomic entity in order to arrive at the net surplus or
efici bytalb] | c 1 ity

and

(c) minority interests in the net assets/equity of consolidated

controlled entities are identified—and—presented—in—the

conselidated——statement—of finanecialposition separately
from—hiabilities—and the controlling entity’s net

assets/equity in them. Minority interests in the net
assets/equity consist of:
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(1) the amount of those minority interests at the date of
the original combination (FAS22IFRS3 provides
guidance on calculating this amount); and

(i) the minority’s share of-mevements changes in net
assets/equity since the date of combination.

44, When potential voting rights exist, the proportions of surplus or

_ deficit and changes in net assets/equity allocated to the

Equivalent cufrentpara | ontrolling entity and minority interests are determined on the
44 was added|to IAS

27 by the IASB.

4145.

4246.

Pls note the wj|

prding of

this para is sli

bhtly

different from

that in

IAS 27 to refl

bet the

wording in ex|

sting

IPSAS 6.

4347,

basis of present ownership interests and do not reflect the
possible exercise or conversion of potential voting rights.

be_found_inI ol ine_ Standard TAS 12
IncomeTaxes-

Balances,—and transactions, revenues _and expenses between
entities within the economic entity—and-—resulting—unrealized
gains—should_shall be eliminated in full.—Unrealizedlosses

resultingfrom-transactionswithin-the-econonie-entity-—should

Balances and transactions between entities within the economic
entity, including revenues from sales; and transfers,—and
revenues recognized consequent to an appropriation or other
budgetary authority, expenses and dividends, are eliminated in
full.  Usnrealized—sSurpluses and deficits resulting from
transactions within the economic entity that are—ineluded
recognized in-the-earryingameount-of assets, such as inventory
and fixed assets, are eliminated in full. Unrealized-dDeficits
within the economic entity may indicate an impairment that
requires recognition in the consolidated financial statements.

i & : bin g o ontite <l

tod y . | i -
elminated—unless—cost—ecannot—be—recovered. (QGuidance on

accounting for-timing temporary differences that arise from the
elimination of-unrealized surpluses and deficits resulting from
transactions within the economic entity, can be found in IAS 12
Income Taxes.

When—tThe financial statements of the controlling entity and
its controlled entities used in the-consolidation preparation of
the consolidated financial statements shall be prepared as of
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Both previous|
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were in plain {
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ext.
s been

changed to blg

ck letter

by the IASB i
improved TAS

h
27.
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the _same _reporting date. When the reporting dates of the
controlling entity and _a_controlled entity are—drawn—up—to
different—reporting—dates, the controlled entity prepares, for
consolidation purposes, additional financial statements as of
the same date as the financial statements of the controlling

entity unless it is impracticable to do so.adjustments-should-be

When__in_accordance with paragraph 47, Tthe financial

statements of—the—controlling—entity—and—its_a controlled

entityies used in the preparation of-the consolidated financial
statements are—wusually—drawvn—up—to—the—same—date—When
prepared as of the a reporting dates-are different from that of
the controlling entity, adjustments shall be made for the
effects of significant transactions or events that occur between
that _date _and the _date of the controlling entity’s financial

statements the—econtrolled—entity—often—prepares;—for

. ’
statements—drawn—up—to—different-_In_any case, the difference

between the reporting dates of the controlled entity and that of

the controlling entity may_shall be—used—provided—the
difference—is no—greater_more than three months. The

consisteney-principle-dictates-that-tThe length of the reporting
periods and any difference in the reporting dates—showld shall

be the same from period to period.

Consolidated financial statements—should _shall be prepared
using uniform accounting policies for like transactions and

other events in similar circumstances.—If-it-is-not-practicable

If a member of the economic entity uses accounting policies
other than those adopted in the consolidated financial statements
for like transactions and events in similar circumstances,
appropriate adjustments are made to its financial statements
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when—they—are—used in preparing the consolidated financial

statements.

The net-surplus-or-defieit revenue and expenses of a controlled

entity-is_are included in the consolidated financial statements-as
from the acquisition date—en—which—control-becomes—effective
(IFRS 3 provides guidance on the meaning of the acquisition

date). The-surplus-er-deficitfrom-operatingaetivities_revenue

and expenses of a controlled entity-dispesed-of-is_are included
in the consolidated financial statements ef—finaneial
performanee—until the date—ef—dispesal,—which—is—the—date on
which the controlling entity ceases to—have control—ef the
controlled entity. The difference between the proceeds from the
disposal of the controlled entity and its the carrying amount ef
its-assets-less-Habilities-as of the date of disposal. including the
cumulative amount of any exchange differences that relate to
the controlled entity recognized in net assets/equity in
accordance with IPSAS 4 The Effects of Changes in Foreign
Exchange Rates, is recognized in the consolidated statement of

financial performance as the-net-surplas gain or-defieit loss on
the disposal of the controlled entity.—ln—order—to—ensure—the

From the date an entity ceases to-fal-within-the-definition-of be
a controlled entity,—anéd provided that it does not become an
associate as defined in IPSAS 7; or a jointly controlled entity as
defined in IPSAS 8, it—sheuld shall be accounted for as—an
ivestment a financial instrument. TAS 39 provides guidance on
accounting for-investments financial instruments.

The carrying amount of the investment at the date that—it the
entity ceases to be a controlled entity-is shall be regarded as the
cost-thereafter on initial measurement of a financial instrument.

The equivalent to above para (ie previous para 49) in previous IAS 27 was in plain
text. IASB has changed it to black letter in improved IAS 27. Consistent with current
para 52, Staff retained it in plain.

5054,

Minority interests—showld _shall be presented in the
consolidated statement of financial position within _net
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assets/equity, separately from—liabilities—and the controlling
entity’s net assets/equity. Minority interests in the-wet surplus
or deficit of the economic entity-should shall also be separately

presented disclosed.
55. The surplus or deficit is attributed to the controlling entity and
Equivalent cufrent para | D01DOrity interests. Because both are net assets/equity, the
55 was added lto TAS amount attributed to minority interests is not revenue or
27 bv the IASB. expense.

5156. Fhe—llLosses applicable to the minority in a consolidated
controlled entity may exceed the minority interest in—the—net
assets/eguity—of the controlled entity’s net assets/equity. The
excess, and any further losses applicable to the minority, are
charged allocated against the majority interest except to the
extent that the minority has a binding obligation-te; and is able
to; make-geod- an additional investment to cover the losses. If
the controlled entity subsequently reports surpluses,—the
majority-interest-is-allocated-all such surpluses are allocated to
the majority interest until the minority’s share of losses
previously absorbed by the majority has been recovered.

5257. If a controlled entity has outstanding cumulative—preferred
preference shares—whieh_that are held—eutside—the—economie
entity by minority interests and classified as net assets/equity,
the controlling entity computes its share of surpluses or and
lessesdeficits after adjusting for the eentreHed-entity’spreferred
dividends on such shares, whether or not dividends have been
declared.

Accounting for Controlled Entities, Jointly
Controlled Entities and Associates in-a

Controlling Entity’s Separate Financial

Statements

Consequential changes made to the following equivalent para 58 in IAS 27 upon the issue of
IFRS 5 have NOT been incorporated per decision in NY meeting. The equivalent para 37 in IAS
27 is read as follows:

37. When separate financial statements are prepared, investments in subsidiaries, jointly

controlled entities and associates that are not classified as held for sale (or included in a

disposal group that is classified as held for sale) in accordance with IFRS 5 shall be

accounted for either:

(a) at cost, or

(b) in accordance with IAS 39.
The same accounting shall be applied for each category of investments. Investments in
subsidiaries, jointly controlled entities and associates that are classified as held for sale
(or included in a disposal group that is classified as held for sale) in accordance with
IFRS 5 shall be accounted for in accordance with that IFRS.
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In—a—eontrolling—entity’sWhen separate financial statements

are__prepared, investments _in__controlled entities, jointly
controlled entities and associates—that—are—included—in—the

consolidated financial statements should _shall be accounted
[for either:

(a) at_cost,—aeconnted—ftor—using—the—equity—method—as
described in IPSAS 7 or

(b) accountedfor as-an-investment financial instruments.

The same accounting shall be applied for each category of

59.

investments.

This Standard does not mandate which entities produce separate

3460.

“Controlled erlltities” in

the first sente;{

ce has

been removed|

upon the

issue of IFRS

5. Staff

retained it per|

decision

in NY meeting.

3

>501.

financial statements available for public use. Paragraphs 58 and
60-64 apply when an entity prepares separate financial
statements that comply with International Public Sector
Accounting Standards. The entity also produces consolidated
financial statements available for public use as required by
paragraph 15, unless the exemption provided in paragraph 16 is

applicable.

Controlled entities, jointly controlled entities and associates
that are-exeluded from—eonsolidation-should-be accounted for
as investments financial instruments in the-econtrolling-entity’s
separate_consolidated financial statements shall be accounted
for _in_the same way in_the investor’s separate financial
statements.

Guidance on accounting for—nvestments financial instruments

can be found in [AS 39international-and/ornational-accounting
et

" . . nancial |

Disclosure removed from IAS 27 by IASB.
5762,

i e i ord osal or o . .

The equivalent previous para 56 was

tT he followmg dlsclosures—sheu{d shall be made in
consolidated financial statements:

(a) the fact that a controlled entity is not _consolidated in

accordance with paragraph 2lin-eonsolidated—financial
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’ i ¢ ionifi led ..

summarized financial information of controlled entities,

either individually or in groups, that are not consolidated,
including the amounts of total assets, total liabilities,
revenues and surplus or deficit;

Please note that the above subpara (a) and (b) have been removed from improved IAS
27 as a result of the issue of IFRS 5. Staff retained them per decision in NY meeting.

(bo)

Staff are of the view that
subpara (c) (prev (iii)) was
intended to apply to the
situation where entity holds
“less than 50% of voting
rights but control exists”.
The amendments were also
consistent with the
requirements in [AS 27.

The wording in subparas (c)
and (d) is slightly different
from that in IAS 27 to reflect
the wording in existing
IPSAS 6.

(e)

- lidated £ ol ek licable:

i) . ; lidati Hed
entity;

(it)—the name of any controlled entity in which the
controlling entity holds an ownership interest

and/or voting rights of 50%_or less, together with
an explanation of how control exists;

(iiid) the name of any entity in whichthe reasons why an
the ownership interest of more than 50% of the

voting or potential voting power of an investee is
held-but which—is does not constitute a—controlled

entitytogetherwith-an-explanation-of why-control
does-rnot-exist;-and

the reporting date of the financial statements of a

controlled entity when such financial statements are
used to prepare consolidated financial statements and
are as of a reporting date or for a period that is different
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from that of the controlling entity, and the reason for

using a different reporting date or period; and

the nature and extent of any significant restrictions (eg

resulting from_borrowing arrangements or_regulatory
requirements) on_the ability of controlled entities to
transfer funds to the controlling entity in_the form of
cash dividends or to repay loans or advances.

63. When separate financial statements are prepared for a
. controlling entity that, in_accordance with paragraph 16,
Equivalent pafas 63 . -
and 64 were alided to elects not to prepare consolidated financial statements, those
IAS 27 by thelIASB to | Separate financial statements shall disclose:
z:zﬁnﬁs:;g( ?:f: (a) the fact that the financial statements are separate
financial stateents. financial _statements; that the exemption from
The wording ifn the two consolidation _has _been_used; the name of the _entity
paras is slightly whose consolidated financial statements that comply with
different from that in International Public Sector Accounting Standards have
IAS 27 10 reflgct the been produced for public use and the jurisdiction in
;;,Osrilgi.m existing which _the entity operates (when _it is different from that
- of the controlling entity); and the address where those
consolidated financial statements are obtainable;

(b) __a list of significant controlled entities, jointly controlled
entities _and __associates, _including the name, the
jurisdiction _in_which_the_entity operates (when_it is
different from that of the controlling entity), proportion
of ownership interest and, where that interest is _in the
form_of shares, the proportion of voting power held (only
where this is different from the proportionate ownership
interest); and

(c) _a description of the method used to _account for the
entities listed under (b).

64. When _a controlling entity (other than a controlling entity
covered by paragraph 63), venturer with an_interest in_a
jointly controlled entity or an investor in_an _associate prepares
separate _financial _statements, those separate financial
statements shall disclose:

M (a) the fact that the statements are separate financial
“legislation o1 other

authority” to Jubpara statements _and_the reasons why those statements are
(a) to reflect the public prepared if not required by law, legislation or other
sector context] authority;

(b) __a list of significant controlled entities, jointly controlled

entities and associates, including the name, the
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jurisdiction _in_which the entity operates (when it is
different from that of the controlling entity), proportion
of ownership interest and, where that interest is in the
form_of shares, the proportion of voting power held (only
where this is different from the proportionate ownership

interest); and

(c) a description of the method used to account for the
entities listed under (b);

and shall identify the financial statements prepared in
accordance with paragraph 15 of this Standard, IPSAS 7 and
IPSAS 8 to which they relate.

Transitional Provisions

5865.

6067,

Entities are not required to comply with the requirement in
paragraph 4145 concerning the elimination of balances and
transactions between entities within the economic entity for
reporting periods beginning on a date within three years
following the date of first adoption of this Standard.

Controlling entities that adopt this Standard may have many
controlled entities with significant number of transactions
between these entities. Accordingly, it may be difficult to
identify some transactions and balances that need to be
eliminated for the purpose of preparing the consolidated
financial statements of the economic entity. For this reason,
paragraph 5865 provides relief from the requirement to
eliminate balances and transactions between entities within the
economic entity in full.

Where entities apply the transitional provision in
paragraph 5865, they-sheould shall disclose the fact that not all
balances and transactions occurring between entities within
the economic entity have been eliminated.

Effective Date

6168.

An__entity _shall _apply Tthis International Public Sector
Accounting Standard-becomes—effective for annual financial
statements covering periods beginning on or after-1-July-2001
MM DD YYYY. Earlier application is encouraged. If an entity
applies this Standard for a period beginning before MM DD
YYYY, it shall disclose that fact.
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| 6269. When an entity adopts the accrual basis of accounting, as
defined by International Public Sector Accounting Standards,
for financial reporting purposes, subsequent to this effective
date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of

adoption.

Withdrawal of IPSAS 6 (2000)

70. This Standard supersedes IPSAS 6 Consolidated Financial

_ . Statements and Accounting for Controlled Entities issued in
The withdrawhl para is 2000

added per decjsion in
NY meeting.
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Appendix — Amendments to Other IPSASs

“Amendments to Other IPSASs” is a new authoritative section. Only the relevant
paragraphs in other IPSASs that are not part of IPSASs Improvements project are included
and shown in marked-up.

The amendments in this appendix shall be applied for annual financial
Statements covering periods beginning on or after MM DD YYYY. If an
entity applies this Standard for an earlier period, these amendments
shall be applied for that earlier period.

Al. In International Public Sector Accounting Standards applicable
at MM YYYY, references to the current version of IPSAS 6
Consolidated Financial Statements and Accounting for
Controlled Entities are amended to IPSAS 6 Consolidated and
Separate Financial Statements.

A2. The following is added to paragraph 4(f) of IPSAS 15 Financial
Instruments: Disclosure and Presentation:

However, entities shall apply this Standard to an interest in a
controlled entity, associate or joint venture that according to
IPSAS 6, IPSAS 7 or IPSAS 8 is accounted for as a financial
instrument. In these cases, entities shall apply the disclosure
requirements in IPSAS 6, IPSAS 7 and IPSAS 8 in addition to
those in this Standard.
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Implementation Guidance - Consideration

of Potential Voting Rights

Guidance on_implementing IPSAS 6 Consolidated and

Separate Financial Statements, IPSAS 7 Investments in

Associates and IPSAS 8 Interests in Joint Ventures.

This guidance accompanies IPSAS 6, IPSAS 7 and IPSAS 8, but is not

IG1

part of them.

Introduction

Most public sector entities do not issue financial instruments

IG1 was added by
Staff.

1G2.

with potential voting rights. However, they may be issued by
GBEs. Therefore, a government or other public sector entity
may hold potential voting rights of GBEs.

Paragraphs 33. 34 and 44 of IPSAS 6 Consolidated and

Pls note that paragraph
numbers referred to in
this IG are those in
proposed IPSASs,
rather than existing
IPSASs. IPSAS 7, 8
are scheduled to be

Separate Financial Statements and paragraphs 22 and 23 of
IPSAS 7 Investments in Associates require an entity to consider
the existence and effect of all potential voting rights that are
currently exercisable or convertible. They also require all facts
and circumstances that affect potential voting rights to be
examined, except the intention of management and the financial
ability to exercise or convert potential voting rights. Because the
definition of joint control in paragraph 6 of IPSAS 8 Interests in

ggsg;lssed:i‘t the March | 75,1+ Ventures depends upon the definition of control, and
fectng. because that Standard is linked to IPSAS 7 for application of the
equity method, this guidance is also relevant to IPSAS 8.
Guidance
1G3. Paragraph 7 of IPSAS 6 defines control as the power to govern

The wording ¢f IG3 is
slightly differ¢nt from
that in IAS 27| because

the definitiong of
control and jojnt
control are slightly
different from|those in
IAS 27 and IAS 31.

the financial and operating policies of an entity so as to benefit
from its activities. Paragraph 7 of IPSAS 7 defines significant
influence as the power to participate in the financial and
operating policy decisions of the investee but not to control
those policies. Paragraph 6 of IPSAS 8 defines joint control as
the agreed sharing of control over an activity by a binding
agreement. In these contexts, power refers to the ability to do or
effect something. Consequently, an entity has control, joint
control or significant influence when it currently has the ability
to_exercise that power, regardless of whether control, joint
control or significant influence is actively demonstrated or is
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passive in nature. Potential voting rights held by an entity that
are currently exercisable or convertible provide this ability. The
ability to exercise power does not exist when potential voting
rights lack economic substance (eg the exercise price is set in a
manner that precludes exercise or conversion in any feasible
scenario). Consequently, potential voting rights are considered
when, in substance, they provide the ability to exercise power.

1G4. Control and significant influence also arise in the circumstances

described in paragraphs 39 and 40 of IPSAS 6 and paragraphs

20 and 21 of IPSAS 7 respectively. which include consideration

. e b 1GA of the relative ownership of voting rights. IPSAS 8 depends on

1€ WOLCINE 15 IPSAS 6 and IPSAS 7 and references to IPSAS 6 and IPSAS 7
slightly differ¢nt from - - -

that in IAS 27because | from this point onwards should be read as being relevant to

the defn of joiht IPSAS 8. Nevertheless it should be borne in mind that joint

control in IPSAS 8 is control involves sharing of control by a binding agreement and

slightly differ¢nt from

that in IAS 31}

PlIs note that p

ara

numbers referred to in
this IG are those in
proposed IPSASs,
rather than IPSASs.
IPSAS 7 and IPSAS 8

are scheduled

to be

discussed at the March

meeting.

IGS.

this aspect is likely to be the critical determinant. Potential
voting rights such as share call options and convertible debt are
capable of changing an entity’s voting power over another
entity—if the potential voting rights are exercised or converted,
then the relative ownership of the ordinary shares carrying
voting rights changes. Consequently, the existence of control
(the definition of which permits only one entity to have control
of another entity) and significant influence are determined only
after assessing all the factors described in paragraphs 39 and 40
of IPSAS 6 and paragraphs 20 and 21 of IPSAS 7 respectively,
and considering the existence and effect of potential voting
rights. In addition, the entity examines all facts and
circumstances that affect potential voting rights except the
intention of management and the financial ability to exercise or
convert. The intention of management does not affect the
existence of power and the financial ability of an entity to
exercise or convert is difficult to assess.

An entity may initially conclude that it controls or significantly

influences another entity after considering the potential voting
rights that it can currently exercise or convert. However, the
entity may not control or significantly influence the other entity
wh en potential voting rights held by other parties are also
currently exercisable or convertible. Consequently, an entity
considers all potential voting rights held by it and by other
parties that are currently exercisable or convertible when
determining whether it controls or significantly influences
another entity. For example, all share call options are
considered, whether held by the entity or another party.
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Furthermore, the definition of control in paragraph 7 of IPSAS
6 permits only one entity to have control of another entity.
Therefore, when two or more entities each hold significant
voting rights, both actual and potential, the factors in
paragraphs 39 and 40 of IPSAS 6 are reassessed to determine
which entity has control.

controlling entity and minority interests in preparing

1G7.

consolidated financial statements in accordance with IPSAS 6,
and the proportion allocated to an investor that accounts for its
investment using the equity method in accordance with IPSAS
7, are determined solely on the basis of present ownership
interests. The proportion allocated is determined taking into
account the eventual exercise of potential voting rights and
other derivatives that, in substance, give access at present to the
economic benefits associated with an ownership interest.

In some circumstances an entity has, in substance, a present

IGS.

ownership as a result of a transaction that gives it access to the
economic benefits or service potential associated with an
ownership interest. In such circumstances, the proportion
allocated is determined taking into account the eventual exercise
of those potential voting rights and other derivatives that give
the entity access to the economic benefits at present.

IAS 39 Financial Instruments: Recognition and Measurement

The wording

fIG 8 is

slightly differ

bnt from

that in IAS 27

as the

PSC does not

have an

IPSAS on rec

gnition

and measuren

ent of

financial instrf

hments.

provides guidance on accounting for financial instruments.
However, it does not apply to interests in controlled entities,
associates and jointly controlled entities that are consolidated,
accounted for using the equity method or proportionately
consolidated in accordance with IPSAS 6, IPSAS 7 and IPSAS
8 respectively. When instruments containing potential voting
rights in substance currently give access to the economic
benefits or service potential associated with an ownership
interest, and the investment is accounted for in one of the above
ways, the instruments are not subject to the requirements of
IAS 39. In all other cases, guidance on accounting for
instruments containing potential voting rights can be found in
IAS 39.
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Illustrative Examples

IAS 27 includes 5 examples in the Implementation Guidance. These examples are
mainly designed for application in a private sector context. However, they may
arise when a public sector entity owns interests in GBEs. The 5 IASB examples
are included and identified as category A. Staff also introduced 5 additional
examples reflecting a public sector context identified as category B.

IG9.

The ten examples below each illustrate one aspect of a potential

voting right. In applying IPSAS 6, IPSAS 7 or IPSAS 8, an
entity considers all aspects. The existence of control, significant
influence and joint control can be determined only after
assessing the other factors described in IPSAS 6, IPSAS 7 and
IPSAS 8. For the purpose of these examples, however, those
other factors are presumed not to affect the determination, even
though they may affect it when assessed.

Example 1A: Options are out of the money

Entities A and B own 80 per cent and 20 per cent respectively
of the ordinary shares that carry voting rights at a general
meeting of shareholders of Entity C. Entity A sells one-half of
its interest to Entity D and buys call options from Entity D that
are exercisable at any time at a premium to the market price
when issued, and if exercised would give Entity A its original
80 per cent ownership interest and voting rights.

Though the options are out of the money, they are currently
exercisable and give Entity A the power to continue to set the
operating and financial policies of Entity C, because Entity A
could exercise its options now. The existence of the potential
voting rights, as well as the other factors described in
paragraphs 39 and 40 of IPSAS 6., are considered and it is
determined that Entity A controls Entity C.

Example 1B: Right to Purchase at Premium to Fair Value

The municipalities of Dunelm and Eboracum own 80 per cent
and 20 per cent respectively of Dunelm-Eboracum General
Hospital, a public sector entity established by charter. The
hospital is managed by a board of ten trustees, appointed by the
municipalities in proportion to their ownership interest of the
hospital. The charter permits either municipality to sell part or
its _entire ownership interest in the hospital to another
municipality within the region. Dunelm sells one-half of its
interest to the municipality of Formio, however the sale contract

IPSAS 6_ Consolidated and Separate Financial Statements—eand

Aeecomntirefor-Controtled-tntities
Item 12.4 Marked-up IPSASs 17 16, 3 and 6
PSC New Delhi November 2004



page 12.190

gives Dunelm the right to repurchase Formio’s interest in the
hospital at an amount equal to 115 per cent of the fair value of
the ownership interest determined by an independent valuer.
This right is exercisable at any time and, if exercised would give
Dunelm its original 80 per cent ownership interest and the right
to appoint trustees accordingly.

Although the right to reacquire the ownership interest sold to
Formio would involve paying a premium over the fair value, the
right is currently exercisable and gives Dunelm the power to
continue to set the operating and financial policies of the
Dunelm-Eboracum General Hospital, because Dunelm could
exercise its right to reacquire Formio’s interest now. The
existence of the potential right to appoint trustees, as well as the
other factors described in paragraphs 39 and 40 of IPSAS 6. are
considered and it is determined that the municipality of Dunelm
controls the Dunelm-Eboracum General Hospital.

Example 2A: Possibility of exercise or conversion

PlIs note that paragraph
numbers referred to in
this IG are those in
proposed IPSASs,
rather than existing
IPSASs. IPSAS 7 is
scheduled to be
discussed at the March
2005 meeting.

Entities A, B and C own 40 per cent, 30 per cent and 30 per
cent respectively of the ordinary shares that carry voting rights
at a general meeting of shareholders of Entity D. Entity A also
owns call options that are exercisable at any time at the fair
value of the underlying shares and if exercised would give it an
additional 20 per cent of the voting rights in Entity D and
reduce Entity B’s and Entity C’s interests to 20 per cent each. If
the options are exercised, Entity A will have control over more
than one-half of the voting power. The existence of the potential
voting rights, as well as the other factors described in
paragraphs 39 and 40 of IPSAS 6 and paragraphs 20 and 21 of
IPSAS 7, are considered and it is determined that Entity A
controls Entity D.

Example 2B: Possibility of exercise of rights

The federal government of Arandis, in agreement with the state
governments of Brixia and Mutina, establishes the University of
Pola-Iluro. The University of Pola-Iluro is near the cities of
Pola, Brixia and Iluro, Mutina, which are located next to each
other on the border between the two states. The federal
legislation that establishes the University of Pola-Iluro provides
that the federal minister of education has the right to appoint
four of the ten governors that manage the university. The state
ministers of education of Brixia and Mutina are given the right
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to _appoint three governors each. The legislation also provides
that the federal government has ownership of 40 per cent of the
university’s net assets, with the state governments having 30 per
cent each. The federal legislation gives the federal minister of
education the right to acquire an additional 20 percent of the
ownership in the university’s net assets, with the right to
appoint an additional two governors. This right is exercisable at
any time, at the discretion of the federal minister. It requires the
federal government to pay each state government the fair value
of the net assets of the university acquired. If the federal
government exercises its right, it would own 60 per cent of the
net assets of the university, and have the right to appoint six of
the ten governors. This would reduce the state governments’
ownership to 20 per cent each, with the right to appoint only
two governors each.

The existence of the potential right to appoint the majority of
the university’s governors, as well as the other factors described
in paragraphs 39 and 40 of IPSAS 6 and paragraphs 20 and 21
of IPSAS 7, are considered and it is determined that the federal
government of Arandis controls the University of Pola-Iluro.

Example 3A: Other rights that have the potential to increase an entity’s

voting power or reduce another entity’s voting power

Entities A, B and C own 25 per cent, 35 per cent and 40 per
cent respectively of the ordinary shares that carry voting rights
at a general meeting of shareholders of Entity D. Entities B and
C also have share warrants that are exercisable at any time at a
fixed price and provide potential voting rights. Entity A has a
call option to purchase these share warrants at any time for a
nominal amount. If the call option is exercised, Entity A would
have the potential to increase its ownership interest, and thereby
its voting rights, in Entity D to 51 per cent (and dilute Entity B’s
interest to 23 per cent and Entity C’s interest to 26 per cent).

Although the share warrants are not owned by Entity A. they
are considered in assessing control because they are currently
exercisable by Entities B and C. Normally, if an action (eg
purchase or exercise of another right) is required before an
entity has ownership of a potential voting right, the potential
voting right is not regarded as held by the entity. However, the
share warrants are, in substance, held by Entity A, because the
terms of the call option are designed to ensure Entity A’s
position. The combination of the call option and share warrants
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gives Entity A the power to set the operating and financial
policies of Entity D, because Entity A could currently exercise
the option and share warrants. The other factors described in
paragraphs 39 and 40 of IPSAS 6 and paragraphs 20 and 21 of
[PSAS 7 are also considered, and it is determined that Entity A,
not Entity B or C, controls Entity D.

Example 3B: Other rights that have the potential to increase an entity’s

voting power or reduce another entity’s voting power

PIs note that paragraph
numbers referred to in
this IG are those in
proposed IPSASs,
rather than existing
IPSASs. IPSAS 7 is
scheduled to be
discussed at the March
2005 meeting.

The cities of Deva, Oxonia and Isca own 25 per cent, 35 per
cent and 40 per cent respectively of the Deva-Oxonia-Isca
Electricity Generating Authority, a public sector entity
established by charter. The charter gives the cities voting rights
in the management of the Authority and the right to receive the
electricity generated by the Authority. The voting rights and
electricity access are in proportion to their ownership in the
Authority. The charter gives Oxonia and Isca rights to increase
their ownership (and therefore voting rights) in the Authority
each by 10 per cent at any time at a commercial price agreed by
the three cities. The charter also gives Deva the right to acquire
15 per cent interest of the Authority from Oxonia and 20 per
cent from Isca at any time for a nominal consideration. If Deva
exercised the right, Deva would increase its ownership interest,
and thereby its voting rights, in Deva-Oxonia-Isca Electric
Generating Authority to 60 per cent. This would dilute Oxonia’s
ownership to 20 per cent and Isca’s to 20 per cent.

Although the charter gives Oxonia and Isca the right to increase
their proportion of ownership, the overarching right of Deva to
acquire _a majority interest in the Authority for a nominal
consideration set out in the charter is, in substance, designed to
ensure Deva’s position. The right held by Deva gives Deva the
capacity to set the operating and financial policies of the Deva-
Oxonia-Isca Electricity Generating Authority, because Deva
could exercise the right to increase its ownership and therefore
voting rights at any time. The other factors described in
paragraphs 39 and 40 of IPSAS 6 and paragraphs 20 and 21 of
IPSAS 7 are also considered, and it is determined that Deva, not
Oxonia or Isca, controls the Deva-Oxonia-Isca Electricity
Generating Authority.
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Example 44: Management intention

Pls note that paragraph
numbers referred to in
this IG are those in
proposed IPSAS:s,
rather than existing
IPSASs. IPSAS 7 is
scheduled to be
discussed at March
2005 meeting.

Entities A, B and C each own 33% per cent of the ordinary
shares that carry voting rights at a general meeting of
shareholders of Entity D. Entities A, B and C each have the
right to appoint two directors to the board of Entity D. Entity A
also owns call options that are exercisable at a fixed price at any
time and if exercised would give it all the voting rights in Entity
D. The management of Entity A does not intend to exercise the
call options, even if Entities B and C do not vote in the same
manner as Entity A. The existence of the potential voting rights,
as well as the other factors described in paragraphs 39 and 40 of
IPSAS 6 and paragraphs 20 and 21 of IPSAS 7, are considered
and it is determined that Entity A controls Entity D. The
intention of Entity A’s management does not influence the
assessment.

Example 4B: Management Intention

The cities of Tolosa, Lutetia and Massilia each own 33 1/3 per
cent of TLM Water Commission, a public sector entity
established by charter to reticulate drinking water to the cities of
Tolosa, Lutetia and Massilia and a number of outlying towns
and villages. The charter gives each city an equal vote in the
governance of the Commission, and the right to appoint two
Commissioners each. The Commissioners manage the
Commission on behalf of the cities. The charter also gives the
city of Tolosa the right to acquire the ownership of Lutetia and
Massilia at a fixed price, exercisable at any time by the Mayor
of Tolosa. If exercised Tolosa would have sole governance of
the Commission with the right to appoint all the Commissioners.
The Mayor of Tolosa does not intend to exercise the right to
acquire _full ownership of Commission, even if the
Commissioners appointed by Lutetia and Massilia vote against
those appointed by Tolosa. The existence of the potential voting
rights, as well as the other factors described in paragraphs 39
and 40 of IPSAS 6 and paragraphs 20 and 21 of IPSAS 7, are
considered and it is determined that Tolosa controls TLM Water
Commission. The intention of the Mayor of Tolosa does not
influence the assessment.

Example 5A: Financial ability

Entities A and B own 55 per cent and 45 per cent respectively
of the ordinary shares that carry voting rights at a general
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meeting of shareholders of Entity C. Entity B also holds debt
instruments that are convertible into ordinary shares of Entity C.
The debt can be converted at a substantial price, in comparison
with Entity B’s net assets, at any time and if converted would
require Entity B to borrow additional funds to make the
payment. If the debt were to be converted, Entity B would hold
70 per cent of the voting rights and Entity A’s interest would
reduce to 30 per cent.

Although the debt instruments are convertible at a substantial
price, they are currently convertible and the conversion feature
gives Entity B the power to set the operating and financial
policies of Entity C. The existence of the potential voting rights,
as well as the other factors described in paragraphs 39 and 40 of
IPSAS 6. are considered and it is determined that Entity B, not
Entity A. controls Entity C. The financial ability of Entity B to
pay the conversion price does not influence the assessment.

Example 5B: Financial ability

The cities of Melina and Newton own 55 per cent and 45 per
cent respectively of the interests that carry voting rights of MN
Broadcasting Authority, a public sector entity established by
charter to provide broadcasting and television services for the
regions. The charter gives the city of Newton the option to buy
additional 25 per cent interest of the Authority from the city of
Melina at a substantial price, in comparison with the city of
Newton’s net assets, at any time. If exercised it would require
the city of Newton to borrow additional funding to make the
payment. If the option were to be exercised, the city of Newton
would hold 70 per cent of the voting rights and the city of
Melina’s interest would reduce to 30 per cent.

Although the option is exercisable at a substantial price, it is
currently exercisable and the exercise feature gives the city of
Newton the power to set the operating and financial policies of
MN Broadcasting Authority. The existence of potential voting
rights, as well as the other factors described in paragraphs 39
and 40 of IPSAS 6, are considered and it is determined that the
city of Newton, not the city of Melina, controls MN
Broadcasting Authority. The financial ability of the city of
Newton to pay the exercise price does not influence the
assessment.
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Comparison with IAS 27

International Public  Sector Accounting Standard IPSAS 6

Consolidated and Separate Financial Statements-and-Accountingfor
ControlledEntities 1s drawn primarily from International Accounting

Standard IAS 27 Consolldated and Sepamte Fmanczal Statements
. ; ; The main

differences between IPSAS 6 and IAS 27 are as follows:

° At the time of issuing this Standard, the PSC has not considered
the applicability of IFRS 5 Non-current Assets Held for Sale
and Discontinued Operations, to public sector entities, therefore
IPSAS 6 does not reflect amendments made to IAS 27
consequent upon the issue of IFRS 5.

e  Commentary additional to that in IAS 27 has been included in
IPSAS 6 to clarify the applicability of the sStandards to
accounting by public sector entities.

° IPSAS 6 contains specific guidance on whether control exists in
a public sector context (paragraphs 28-41).

e IPSAS 6 uses different terminology, in certain instances, from
IAS 27. The most significant examples are the use of the terms
ﬁe&ti{y”—“revenue” “statement of financial performance”,

“statement of financial position”, *

29 ¢

net assets/equity”, “‘economic

9% e

) entity”, “controlling entity” and “controlled entity” in IPSAS 6
This The equivalent terms in IAS 27 are—emePp%“ ‘income”
difference « I ’»
does ot exist “income statement”, “balance sheet”, “equity”, rou
given the “parent” and “subsidiary”.
elimination of] ] ) o .
unnecessary B e e e
defns. from TAS 27 (paragraph 8).

e  IPSAS 6 includes a transitional provision that permits entities to
not eliminate all balances and transactions between entities
within the economic entity for reporting periods beginning on a
date within three years following the date of first adoption of
this Standard._IAS 27 does not contain transitional provisions.

° IAS 27 includes authoritative references to 1AS 39 Financial

Instruments. Recognition and Measurement. The references to
IAS 39 in IPSAS 6 are only guidance.
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° IPSAS 6 contains five additional illustrative examples that
reflect the public sector context in the Implementation
Guidance.
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