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MEMO TO: MEMBERS OF THE IPSASB

FROM: PAUL SUTCLIFFE

SUBJECT: BUDGET REPORTING — DRAFT AMENDMENTS TO CAS
BASIS IPSAS

ACTION REQUIRED

The IPSASB is requested to:

. Review the first draft of amendments to the Cash BasisAB®n presentation of
budget information, with a view to its approvalforther development.

AGENDA MATERIAL: Pages
12.4  First draft of proposed amendments to the (Bestis 12.50 - 12.69
IPSAS to deal with presentation of budget inforiomti

BACKGROUND

At the July 2006 meeting, the IPSASB agreed to kbgva separate stand alone IPSAS
dealing with the presentation of budget informatignentities adopting the accrual basis of
financial reporting, and to amend the Cash Bas&AR to include requirements for the
presentation of budget information by entities dohgpthe cash basis of reporting.

The revised draft of the stand alone accrual HRS&AS was included in the first distribution
of agenda materials for this meeting as agendai2®

The first draft of proposed amendments to the CRakis IPSAS is attached to this
memorandum as agenda item 12.4. It is based or t®ects of ED 27 “Presentation Of
Budget Information in Financial Statements” tha¢ applicable under the cash basis of
financial reporting. At its last meeting in July(g) the IPSASB commenced its review of,
and agreed amendments to, a draft IPSAS whichdeduequirements for presentation of
budget information under both the accrual and #msh dasis of financial reporting. To the
extent that amendments agreed are applicable &/Ctsh Basis IPSAS, they have been
incorporated in the attached draft.

A clean copy of the proposed amendments is attachecharked up copy of the draft
considered at the last meeting is available onegsfyifhe Cash Basis IPSAS has a different
structure to the accrual IPSAS. To align with teaucture, some paragraphs have been
relocated and the sections of the ED dealing wiathotuction and Basis for Conclusions
have been deleted. Those calling for a marked-gft ghould note that only changes in text
are marked up. The “simple” relocation of paragsafhalign with the structure of the Cash
Basis IPSAS has not been marked up.
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The draft presented for review at this meeting udes an Appendix which identifies
consequential amendments to other sections of disé Basis IPSAS. These changes will be
processed when the Cash Basis IPSAS is updatédefdrudget presentation requirements.

Proposed Meeting Process and Objectives
At this meeting it is proposed that the IPSASB ctatgits page by page review of the draft
accrual IPSAS, and then review the proposed amemignie the Cash Basis IPSAS.

Staff is seeking approval of the accrual IPSAS drtdne allows, the proposed amendments
to the Cash Basis IPSAS, subject to the issue#msattentified below and any revisions or
directions emerging from discussion at this meeting

| SSUES

Issue A: Timing of Processing Amendments to #sh Basis IPSAS

At the IPSASB meeting in July 2006, the Board natedntention to review in mid 2007 the
Cash Basis IPSAS in the light of any implementatgsues identified by those adopting the
IPSAS. The IPSASB also noted that it would co-catknthis review with its consideration
of proposed amendments to the Cash Basis IPSA8dowith disclosures by recipients of
external assistance - following review of resportsesand field test results on, the revised
exposure draft “Financial Reporting Under the CBsisis — Disclosure Requirements for
Recipients of External Assistance”. (This revisedftdED is currently being finalized for
issue in late October or early November 2006.)

Staff is of the view that the amendment and reissfutne Cash Basis IPSAS to deal with
presentation of budget information should be caraigd with amendments arising from
disclosures of external assistance and implement&sues that are processed in 2007. This
would mean that the Cash Basis IPSAS would beuets®nly once in 2007 (rather than
each time amendments were approved). This singésue could also incorporate any
amendments to format and style that might arisen filee equal authority approach and draw
together updates to illustrative disclosures aadditional provisions. (Subject to any due
process issues, this single reissue of the Casis BASAS has the potential to include all
amendments to deal with implementation experietitasare approved by the IPSASB.)

This single reissue approach is likely to be a mmer friendly than a series of reissues and
will support the orderly implementation of the Cd&dsis IPSAS and changes thereto.

The timing of reissue of the Cash Basis IPSAS haslications for such matters as the
effective date of the amendments relating to thesgmtation of budget information, the
terminology used and whether an Introduction andidBor Conclusion will be included.

These are considered further below.

Consequences for effective date of requirementstimgl to presentation of
budget information under the cash basis
Deferring the reissue of the Cash Basis IPSAS snotietime in 2007 has consequences for
the timing of application of the requirements foegentation of budget information.

ED 27, “Presentation of Budget Information in Fio@h Statements” proposed that the
requirements when finalized would become effective years after issue of the Standard.
This was supported by respondents to the ED artdtiegly confirmed by the Board at its

meeting in March 2006, when it reviewed responseBD 27. In its recent Standards, the
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IPSASB has adopted a policy of specifying effecti@es as being reporting periods
beginning on or after January 1 of the year follugvissue. This policy together with the two
year period before the requirements become efteeind a reissue in late 2007, would mean
that the requirements will not be effective unakipds beginning on January 1, 2010. This is
12 months after the equivalent accrual requirembet®me effective. (Consistent with ED
27, the updated Cash basis IPSAS when reissug@Din Rill also note early adoption of the
requirements on presentation of budget informasancouraged.)

Equal Authority of Text
The Cash Basis IPSAS was issued prior to the aectbiat black and grey letter have equal
authority was made by the IPSASB - consequentlyndludes the explanation that the
standards are in bold and commentary is in grely tather than the “rubric” stating that the
black and grey letter have the same authority.

The black and grey letter text of the attached aimemt to the Cash Basis IPSAS has been
drafted to ensure that it conforms with the equaharity style. In that context, the black
letter paragraphs of this draft use the term “Shaliile the black letter paragraphs of the
Cash Basis IPSAS use the term “should”. It is psggbthat the Cash Basis IPSAS be
revised to use “shall” as part of its review in 20@nd that amendments to deal with
presentation of budget information will be madéhat time. Consequently, use of “shall” in
this draft is appropriate. If the IPSASB determirtbat these amendments are to be
processed prior to the review of the Cash Basi&\8?$he use of “shall” in this extract may
need to be reviewed.

Introduction and Basis for Conclusion
Since late 2004, IPSASs and IPSAS - EDs includaesifor Conclusions. Consistent with
this policy, ED 27 included a Basis for Conclusion.

At the March, 2006 meeting, the IPSASB agreednieat EDs and IPSASs developed in the
future would include an Introduction. Consistenthwthis policy, the stand alone draft
accrual IPSAS at agenda item 12.3 includes andotition and a Basis for Conclusion.

The Cash Basis IPSAS does not include an Introoluair a Basis for Conclusion and the
attached proposed amendments do not include avdurdtion or a Basis for Conclusion — it
does not appear appropriate to develop such fgraobmponent of the IPSAS. Whether an
Introduction and Basis for Conclusion should beeligyed for the full Cash Basis IPSAS
could usefully be considered as part of the revidwhe Cash Basis IPSAS intended for
2007. Subject to the IPSASB’s decision at that firttee Introduction and Basis for

Conclusion could include a section dealing withspreation of budget information based on
those developed for the accrual basis IPSAS, textent appropriate for entities adopting
the cash basis.

Issue B : Definitions which include referencehe accrual basis

Notwithstanding that the attached amendments amgoged to apply only to the cash basis,
definitions of “accounting basis” and “budgetarysisd, include reference to the accrual
basis of accounting. The text also notes that tligét may be prepared on the cash, accrual
or other basis (for example see paras 1.10.273@935 and 43). These definitions and
explanations are consistent with the equivalenindens in the draft accrual basis IPSAS
on presentation of budget information in financsshtements (at agenda item 12.3). In
respect of the accrual basis IPSAS, it is constlempropriate as members have identified
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circumstances in which the budget is prepared arash or “near cash” basis and the
financial statements on the accrual basis. Itgs lkely that entities will prepare budgets on
the accrual basis and financial statements on dsb basis. However, staff is of the view
that retention of references to both accrual arsth basis in the definitions is justified for the
following reasons:

. It clarifies that the accounting basis as usefin@ncial statements is either the cash
or accrual basis which complies with IPSASs.
. It acknowledges that entities may budget on a fiemtliaccrual, modified cash or

accrual basis. Staff is of the view that while k& be rare, the IPSAS should not
exclude the possibility that the budgets of somenags may be prepared on an
accrual basis, while the financial statements agsgnted on a cash basis.

. It ensures that the cash and accrual basis IPS4§st the same definitions of the
same terms — this is advantageous as entities fmawvethe cash to the accrual basis
for their financial statements, and perhaps aleo thudgets.

Members are requested to confirm, or otherwisd, ristention of references to the accrual
basis are appropriate.

Issue C:  Additional Column Approach for Statenwr€@ash Receipts and Payments
Paragraphs 1.10.6 and 1.10.15 working togetherigeothat additional columns may be
included in the statement of cash receipts and patgnwhen the financial statements and
the budget are prepared on a comparable basis.

The Cash Basis IPSAS does allow for financial stetgs other than the statement of cash
receipts and payments to be prepared (see exanapégrpph 1.3.9 which allows for
statements which report on a fund basis and staisméich provide additional information
about, for example, cash payments or sources gridyaeent of borrowings.

However, the statement of cash receipts and pagnemiearly established as the primary
financial statement in the Cash Basis IPSAS. Swfbf the view that spreading the
comparison of budget and actual across a potgntiadle range of “component” statements
will not enhance the discharge of accountability vaas intended by the IPSASB.
Accordingly, the draft amendments propose thatparsge statement comparing budget and
actual should be required unless the budget andt#tement of cash receipts and payments
is prepared on a comparable basis.

Members are requested to confirm, or otherwisé tthe.approach is appropriate.

Issue D : lllustrative Financial Statements
Staff wish to draw to members attention the follogvtwo specific issues

Additional Column Approach
The accrual IPSAS illustrates the additional columpproach when the financial statements
and the budget are prepared on a comparable Hdmaslllustrative Examples in the cash
basis does not illustrate the additional columnreggh. This is because the Statement of
Cash Receipts and Payments includes the addititimadl party settlement” column and
staff is of the view that to include additional wains for original and final budgets (and
potentially budget variances) will increase subisa#ly the complexity of that statement. As
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such, Staff is of the view that it is more usefulltustrate the separate statement of budget
and actual.

Members are requested to advise whether this agpra appropriate, or the separate
column approach should also be illustrated.

Budget prepared on accrual basis
The Implementation Guidance in ED 27 included exaspf the budget prepared on both
the cash basis and the accrual basis. The Implat@mmtGuidance in the draft accrual
IPSAS at agenda item 12.3 also includes illustratiof a budget prepared on the cash basis
and a budget prepared on the accrual basis - ogrthwnds that some jurisdictions which
adopt the accruals basis for the financial statésnaitl prepare budgets on the cash basis.

The attached draft amendments to the Cash BasfsSR&lude an illustration of an accrual
based budget at Appendix B, and the text noteshedme, albeit rare cases, a government
or government agency may adopt the cash basidsféinancial statements and the accrual
basis for its budget (see paragraph 1.10.29). Whitd a reference in the text is justifiable,
staff is not convinced that it is necessary to addllustration of this to the already lengthy
illustrative examples in the Cash Basis IPSAS. Adowmly, staff is of the view that
illustrative example B to this draft should be detk

Issue E: Structure of the section on presentatbrbudget information and potential
reduction of length of the section

Each of the sections in Part 1 of the Cash BaS&8which deal with specific transactions,
events or disclosures commence with the relevdiritiens, then identify the requirements.
This structure has also been adopted for the pempsection on presentation of budget
information. As part of this restructuring, the peoparagraph has been absorbed in
paragraph 1.10.6 which establishes the presentatignirements (Specification that the
Cash Basis IPSAS applies to entities adopting theh doasis of accounting other than
government business enterprises, are establishdteimitial scope paragraphs (1.1.1 and
1.1.5) of the IPSAS).

The scope of this section (applicable to entitiéscty make their approved budgets publicly

available) could be broken out and established asparate paragraph supported by the
relevant commentary paragraphs. However, the bygigsientation section is substantially

longer than other sections of the Cash Basis IPS#3le this may be appropriate given the

subject matter dealt with, staff is of the viewttltais useful to reduce the length of the

section where possible, provided it does not underrassential explanations.

When developing the other sections of the CashsB#$AS, the IPSASB has sought to
reduce the length and complexity of each sectiofaaas possible. In anticipation that the
IPSASB will also wish to reduce the length of tkisction as far as possible, staff have
identified the following areas for members to cdesifor possible consolidation or removal:

. Delete paragraph 1.10.2 — because the key chasticte of an approved budget is
explained in 1.10.3.

. Delete paragraph 1.10.14 — because this is alsesskt (in part) paragraph 1.10.8.

. Relocate paragraph 1.10.15 to follow 1.10.6 antetedeparagraph 1.10.16 and
1.10.17 — because the relocation of paragraph 1b51l@educes the need for
explanation in 1.10.16 and 1.10.17.
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. Delete paragraph 1.10.20 — because the encouragevileappear in Part 2 of the
Cash Basis IPSAS when reissued.

. Delete paragraphs 1.10.30 and 1.10.31 — because tukRse paragraphs forge an
useful link to the IPSAS dealing with general gowveent disclosures in the accrual
series, there is not an equivalent section in theh@asis IPSAS and statistical basis
are promoting adoption of the accrual basis. Initamd paragraph 1.10.8 does
acknowledge the general government sector.

. Merge paragraphs 1.10.32 and 1.10.33 - becausetoad part of paragraph 1.10.32
is also addressed in paragraph 1.10.33.

. Consolidate paragraphs 1.10.35 and 1.10.36 ietotie paragraph — because 1.10.36
includes commentary about possible program outcdimsare not critical to this
IPSAS.

There is also a case that paragraph 1.10.47 isneoéssary because the black letter
paragraph 1.10.46 clearly identifies the reliehfroomparatives, and paragraph 1.10.47 does
not add to the understanding of 1.10.46. Howevetheé absence of a Basis for Conclusions
in the Cash Basis IPSAS, staff is of the view thdt0.47 adds useful explanation for this
requirement.
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1.10 PRESENTATION OF BUDGET INFORMATION IN
FINANCIAL STATEMENTS

CONTENTS PAGE TO CASH BASIS IPSAS TO BE UPDATED WHEN
TEXT AGREED BY IPSASB

Paragraphs
DEfiNITIONS e aae 1.10.1
APProved BUAQELS ......oovviiiiiiiiiiiie e s 1.10.2
ACTUAL AMOUNES ... e e et e e e e e e e e e e e e aneaes 1.10.5
Presentation of a Comparison of Budget and Actual Ansounkt..................... 1.10.6
ST oT0] o PP 1.10.7
Comparison of Budget and Actual AMouNnts ........cccceeeeeeeveiieeeeeiiie e, 1.10.9
Presentation ..........iiiiiiiiiiii e eene 1.10.15
Level of AQQregation...........coocvvueiiieiii v s e e e e e e e e e e e e eeens 10.18
Original and Final BUudgert ..........ccooiiiiiiiiiieieeeii e 1.10.2
Comparable BasSIS ... 1.10.26
MUILI-YEAI BUAGELS ...ttt ettt s 12.32
Note Disclosures of Budgetary Basis, Period and SCOp€....a.......cceeevveenee. 1.10.34

Reconciliation of Actual Amounts on a Comparable BasisAuidal
Amounts in the Financial Statements ..............«commm e eeeeeeeiiiinneeeneennnn... 1.10.42

EffECHVE DAL ... e e et et e e e e e anaans 1.10.48

Appendix A: Amendments to other paragraphs of thehateéonal Public Sector
Accounting Standard, “Financial Reporting Under The CashisBH
Accounting”

Implementation Guidance — lllustrative Examples
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1.10 PRESENTATION OF BUDGET INFORMATION IN
FINANCIAL STATEMENTS

Definitions

1.10.1The following terms are used in this Standard with the meanings
specified:

Accounting basis means the accrual or cash basis of accounting as
defined in the accrual basis International Public Sector Accounting

Standards and the Cash Basis International Public Sector Accounting
Standard.

Annual budget means an approved budget for one year. It does not
include published forward estimates or projections for periods beynd
the budget period.

Appropriation is an authorization granted by a legislative body to
allocate funds for purposes specified by the legislature or mailar
authority.

Approved budget means the expenditure authority derived from laws,
appropriation bills, government ordinances and other decisions relateto
the anticipated revenue or receipts for the budgetary period.

Budgetary basis means the accrual, cash or other basis of accounting
adopted in the budget that has been approved by the legislative body.

Comparable basismeans the actual amounts classified on the same basis
for the same entities covering the same period as the apwexd budget.

Final budget is the originally approved budget adjusted for all reserves,
carry over amounts, transfers, allocations, supplemental approprizons,
and other authorized legislative or similar authority changes appliable
to the budget period.

Multi-year budget is an approved budget for more than one year. It does
not include published forward estimates or projections for perids
beyond the budget period.

Original budget is the initial approved budget for the budget period.

Approved Budgets

1.10.2.An approved budget as defined by this Standaflects the anticipated
revenues or receipts expected to arise in the annual bir-year budget
period based on current plans and the anticipated econonudions during
that budget period, and expenses or expenditures \sgaptoy a legislative
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body, being the legislature or other relevant authorityafproved budget is
not a forward estimate or a projection basedassumptions about future
events and possible management actions which are notsagbesxpected
to take place. Similarly, an approved budget differs froosjpective financial
information which may be in the form of a forecast, ajgmiion or a
combination of both — for example, a one year forephst a five year
projection.

1.10.3.In some jurisdictions, budgets may be signedlaw as part of the approval
process. In other jurisdictions, approval may be provididout the budget
becoming law. Whatever the approval process, the crigaslire of approved
budgets is that the authority to withdraw funds from tbeegnment treasury
or similar body for agreed and identified purposesraviped by a higher
legislative body or other appropriate authority. The apptovidget
establishes the expenditure authority for the specifesds. The expenditure
authority is generally considered the legal limit within whan entity must
operate. In some jurisdictions, the approved budgewfoch the entity will
be held accountable may be the original budget and er®ih may be the
final budget.

i.10.4.lf a budget is not approved prior to the begmmhthe budget period, the
original budget is the budget that was first approved pplieation in the
budget year.

Actual Amounts

1.10.5.This Standard uses the term “actual’ or “actualuatsd to describe the
amounts that result from execution of the budget. In samisdictions,
“budget out-turn”, “budget execution” or similar termsyrbe used with the
same meaning as “actual”’ or “actual amounts”.

Presentation of a Comparison of Budget and Actual Aounts

1.10.6Subject to the requirements of paragraph 1.10.15, an entitthat makes
publicly available its approved budget(s) shall present a comparisoaf
the budget amounts for which it is held publicly accountable and actual
amounts either as a separate additional financial statement oms
additional budget columns in the statement of cash receipts and
payments currently presented in accordance with this Standard. fAe
comparison of budget and actual amounts shall present separatefgr
each level of legislative oversight:

(@) The original and final budget amounts;
(b)  The actual amounts on a comparable basis; and

(c) By way of note disclosure, an explanation of material differeres
between the budget for which the entity is held publicly
accountable and actual amounts unless such explanation is
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included in other public documents issued in conjunction with the
financial statements, and a cross reference to those dwmaoents is
made in the notes.

Scope

1.10.7.This Standard applies to all entities that are rehuireor elect to, make
publicly available their approved budget(s). This Standarek chot require
approved budgets to be made publicly available, nor daesjuire that the
financial statements disclose information about, or make ansgms with,
approved budgets which are not made publicly available.

1.10.8.In some cases, approved budgets will be compileencompass all the
activities controlled by a public sector entity. In other esasseparate
approved budgets may be required to be made publiclablafor certain
activities, groups of activities or entities included in theficial statements
of a government or other public sector entity. This maguoavhere, for
example, a government’s financial statements encompassgrroent
agencies or programs that have operational autonomyrapére their own
budgets, or where a budget is prepared only for thergegovernment sector
of the whole-of-government. This Standard applies to atlties which
present financial statements when approved budgets for rhty, eor
components thereof, are made publicly available.

Comparison of Budget and Actual Amounts

1.10.9.Presentation in the financial statements of thginat and final budget
amounts, and actual amounts on a comparable basis withuttget which is
made publicly available will complete the accountabilityleyioy enabling
users of the financial statements to identify whetheruress were obtained
and used in accordance with the approved budgeter@iftes between the
actual amounts and the budget amounts, whether drigmé&inal budget
(often referred to as the “variance” in accounting), ralp be presented in
the financial statements for completeness.

1.10.10. An explanation of the material differences betwactual amounts and the
budget amounts will assist users in understanding thensdsr material
departures from the approved budget for which theyergitheld publicly
accountable.

1.10.11. An entity may be required, or may elect, t&kanpublicly available its
original budget, its final budget or both its original andaffibudget. In
circumstances where both original and final budgetrageired to be made
publicly available, the legislation, regulation or other arthowill often
provide guidance on whether explanation of material @iffees between
actual and the original budget amounts, or actual #ued final budget
amounts, is required in accordance with paragraph X1c0l16 the absence of
any such guidance, material differences may be detedriy reference to,
for example, differences between actual and original &udg focus on
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performance against original budget, or differencesvden actual and final
budget to focus on compliance with the final budget.

1.10.12. In many cases, the final budget amount amd¢tual amount will be the
same. This is because budget execution is monitoredioeeporting period
and the original budget progressively revised to refleahgimg conditions,
changing circumstances and experiences during thertirgpoperiod.
Paragraph 1.10.24 of this Standard requires the disela$an explanation of
the reasons for changes between the original anddudget. That disclosure,
together with the disclosures required by paragraph 1dkib@e, will ensure
that entities which make publicly available their approvedgbt(d) are held
publicly accountable for their performance against, amdptiance with, the
relevant approved budget.

1.10.13. Management discussion and analysis, operatemsw or other public
reports which provide commentary on the performanceaamhievements of
the entity during the reporting period, including explanatioinany material
differences from budget amounts, are often issued munootion with the
financial statements. In accordance with paragraph@(dQ0of this Standard,
explanation of material differences between actual anddiuamounts will
be included in notes to the financial statements unless inclodetder public
reports or documents issued in conjunction with the Gradrstatements, and
the notes to the financial statements identify the documentghich the
explanation can be found.

1.10.14. Where approved budgets are only made pulaicyable for some of the
entities or activities included in the financial statements,rédguirements of
paragraph 1.10.6 will apply to only the entities or activitiefected in the
approved budget. This means that where, for exampbeidget is prepared
only for the general government sector of a whole ofegawient reporting
entity, the disclosures required by paragraph 1.10.6 bellmade only in
respect of the general government sector of the goverm

Presentation

1.10.15.An entity shall present a comparison of budget and actual amountss
additional budget columns in the statement of cash receipts and
payments only where the financial statements and the budget are
prepared on a comparable basis.

1.10.16. Comparisons of budget and actual amounts mayelkented in a separate
financial statement (“statement of comparison of budgetaahghl amounts”
or a similarly titled statement). Alternatively, where theafioial statements
and the budget are prepared on a comparable bassis,tbn the same basis
of accounting forthe same entity and reporting period, and adopt the same
classification structure - additional columns may be addd¢detstatement of
cash receipts and paymemesented in accordance with this IPSAS. These
additional columns will identify original and final budget amés and, if the
entity so chooses, differences between the budgetcinal amounts.
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1.10.17. When the budget and financial statements angrepared on a comparable
basis a separate statement of comparison of budget aral antounts is
presented. In these cases, the financial statements esefidly clarify that
the budget and the accounting bases differ andtaibensent of comparison of
budget and actual amounts is prepared on the budget basis

Level of Aggregation

1.10.18. Budget documents may provide great detail abadicyar activities,
programs or entities. These details are often aggregatedbioad classes
under common “budget heads”, “budget classifications’badget headings”
for presentation to, and approval by, the legislature orr adlaéhoritative
body. The disclosure of budget and actual informatiamsistent with those
broad classes and budget heads or headings will efsireamparisons are
made at the level of legislative or other authoritative bagyght identified
in the budget document(s).

1.10.19. In some cases, the detailed financial informatnziuded in approved
budgets may need to be aggregated for presentatiomaimcial statements in
accordance with the requirements of this Standard. Sugkegapn may be
necessary to avoid information overload and to refledvamt levels of
legislative or other authoritative body oversight. Determining level of
aggregation will involve professional judgment. That judgmevill be
applied in the context of the objective of this Standard andytiaditative
characteristics of financial reporting as identified in paaprl.3.32 of this
Standard. (Staff Note: Paragraph 1.3.32 identifies the qualitative
characteristics and notes that Appendix 4 of the Cash Bd3BA$
summarizes the qualitative characteristics of financial reportitig.is
therefore not necessary to include reference to Appemehig, as occurs in
accrual IPSAS.)

1.10.20. Additional budget information, including informatioabout service
achievements, may be presented in documents othefitlagcial statements.
Part 2 of this Standard encourages the inclusion in thecimastatements of
a cross-reference to such documents.

Original and Final Budget

1.10.21.The final budget shall include all changes approved by legislative
actions or other designated authority to revise the original bdget.

1.10.22. The original budget may include residual apprggiaamounts
automatically carried over from prior years by law. Foraraegle,
governmental budgetary processes in some jurisdictiookidi@ a legal
provision that requires the automatic rolling forward apfpropriations to
cover prior year commitments. Commitments encompassilpesfuture
liabilities based on a current contractual agreement. inesprisdictions,
they may be referred to as obligations or encumbsarmed include
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outstanding purchase orders and contracts where goavaces have not
yet been received.

1.10.23. Supplemental appropriations may be necessagyewihe original budget
did not adequately envisage expenditure requiremenssngrfrom, for
example, war or natural disasters. In addition, there neaw Ishortfall in
budgeted receipts during the period, and internal tresdfetween budget
heads or line items may be necessary to accommodatgeshan funding
priorities during the fiscal period. Consequently, thedkiallotted to an entity
or activity may need to be cut back from the amount acailtyirappropriated
for the period in order to maintain fiscal disciplineeTmal budget includes
all such authorized changes or amendments.

1.10.24.An entity shall present an explanation of whether changes betwedine
original and final budget are a consequence of reallocations \kih the
budget, or of other factors, either:

(@) by way of note disclosure in the financial statements; or

(b) in a report issued before, at the same time as, or conjunction
with the financial statements, and shall include a cross
reference to the report in the notes to the financial stateents.

1.10.25. Notes to the financial statements or a separatet nsgued before, in
conjunction with or at the same time as the financidéstants, will include
an explanation of changes between the original and findget including
whether, for example, changes arise as a conseqoéneallocations within
the original budget parameters or as a consequence offatters, such as
changes in the overall budget parameters, including @samggovernment
policy. Such disclosures are often made in a managedistuission and
analysis or similar report on operations, issued in cotipmavith, but not as
part of, the financial statements. Such disclosures m&y @ included in
budget out-turn reports issued by governments to repobudget execution.
Where such disclosures are made in a separate repa@tt tiadin in the notes
to the financial statements, the notes will include a crossemte to that
report.

Comparable Basis

1.10.26.All comparisons of budget and actual amounts shall be presenten a
comparable basis to the budget.

1.10.27. The comparisons of budget and actual amawifitde presented on the
same accounting basis (accrual, cash or other baaisg slassification basis
and for the same entities and period as for the apprbuddet. This will
ensure that the disclosure of information about compliantethe budget in
the financial statements is on the same basis as the tbitgkjé In some
cases, this may mean presenting a budget and actual meonpan a different
basis of accounting, for a different group of activitiaad with a different
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presentation or classification format than that adoptadtlie financial
statements.

1.10.28. Financial statements consolidate entities and actieiesolled by the
entity. As noted in paragraph 1.10.8, separate budgetsbmapproved and
made publicly available for individual entities or particusstivities that
make up the consolidated financial statements. Wherechiss, the separate
budgets may be recompiled for presentation in the diahrstatements in
accordance with the requirements of this Standard. Wisereh re-
compilation occurs, it will not involve changes or revisions ppraved
budgets. This is because this Standard requires a cismpaof actual
amounts with the approved budget amounts.

1.10.29. Entities may adopt different bases of accoumtinthe preparation of their
financial statements and for their approved budgets. kamle, in some,
albeit rare, cases a government or government agengyadw@pt the cash
basis for its financial statements and the accrual basistd budget. In
addition, budgets may focus on, or include informatioauhbcommitments
to expend funds in the future and changes in those ciments, while the
financial statements will report cash receipts and paymamts balances
thereof. However, the budget entity and financial repgrentity will often be
the same. Similarly, the period for which the budget spared and the
classification basis adopted for the budget will often llectd in financial
statements. This will ensure that the accounting systemd®@nd reports
financial information in a manner which facilitates the congmariof budget
and actual data for management and for accountabilityoges — for
example, for monitoring progress of execution of the lketdduring the
budget period; and for reporting to the government, theigand other users
on a relevant and timely basis.

1.10.30. In some jurisdictions, budgets may be preparea cash or accrual basis
consistent with a statistical reporting system that encosegasntities and
activities different from those included in the financidhtesments. For
example, budgets prepared to comply with a statisticartiagcsystem may
focus on the general government sector and encomphssraities fulfilling
the “primary” or “non-market” functions of governmens dheir major
activity, while financial statements report on all activities calgd by a
government, including the business activities of the govemtime

1.10.31. In statistical reporting models, the general mowwent sector may comprise
national, state or provincial and local government levels. stme
jurisdictions, the national government may control state/pemalirand local
governments, consolidate those governments in its fiabstatements and
develop, and require to be made publicly available,pgmaved budget that
encompasses all three levels of government. In these, thsagquirements
of this Standard will apply to the financial statements of éhoational
governmental entities. However, where a national governrdeet not
control state or local governments, its financial statementnailconsolidate
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state, provincial or local governments. Rather, sepamséadial statements
are prepared for each level of government. The reqemé&rof this Standard
will only apply to the financial statements of governmentaities when

approved budgets for the entities and activities they cordrogubsections
thereof, are made publicly available.

Multi-year Budgets

1.10.32. Some governments and other entities approvenakd publicly available
multi-year budgets, rather than separate annual bud@etsventionally,
multi-year budgets comprise a series of annual budge@nioual budget
targets. The approved budget for each component apeuald reflects the
application of the budgetary policies associated with the pedti-budget for
that component period. In some cases, the multi-yeagdiysrovides for a
roll forward of unused appropriations in any single year

1.10.33. Governments and other entities with multi-yeagbts may take different
approaches to determining their original and final @idtepending on how
their budget is passed. For example, a government nssygpliennial budget
that contains two approved annual budgets, in whichaasgiginal and final
approved budget for each annual period will be identifiatfleunused
appropriations from the first year of the biennial budgetlegally authorized
to be spent in the second year, the “original’” budgetther second year
period will be increased for these “carry over’ amouhisthe rare cases in
which a government passes a biennial or other multi-péninigjet that does
not specifically separate budget amounts into each amparadd, judgment
may be necessary in determining which amounts are d#tbleuto each
annual period. For example, the original and final apprdwedijet for the
first year of a biennial period will encompass any approwegital
acquisitions for the biennial period that occurred durinditeeyear, together
with the amount of the recurring revenue and experalitams attributable to
that year. The unexpended amounts from the first ampauadd would then be
included in the “original” budget for the second anme&iod and that budget
together with any amendments thereto would form the faalget for the
second year. Part 2 of this Standard encourages disclofstire relationship
between budget and actual amounts during the budgetiperio

Note Disclosures of Budgetary Basis, Period and Su®

1.10.34.An entity shall explain in notes to the financial statements the
budgetary basis and classification basis adopted in the approved budget

1.10.35. There may be differences between the atiogubasis (cash, accrual, or
some modification thereof) used in preparation and ptasen of the budget
and the accounting basis used in the financial statemEmse differences
may occur when the accounting system and the budgséns compile
information from different perspectives — for example tbddet may focus
on cash flows plus certain accruals and commitmentdge whe financial
statements report cash receipts and cash payments.
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1.10.36. Formats and classification schemes adopted fesemmtion of the
approved budget may also differ from the formats adofiedhe financial
statements. An approved budget may classify items ersdime basis as is
adopted in the financial statements, for example, expenditoy economic
nature (for example compensation of employees, suppligéssansumables,
grants and transfers), or function (for example, heaklducation).
Alternatively, the budget may classify items by specific gpams (for
example, poverty reduction, control of contagious disg¢asesprogram
components linked to performance outcome objectiveseftample, tertiary
education — students graduating, hospital emergency serwiceurgical
operations performed), which differ from classificationso@dd in the
financial statements. Further, a recurrent budget for iaggoperations (for
example, education, health) may be approved separedelya capital budget
for capital outlays (for example, infrastructure, buildings

1.10.37. Disclosure of the budgetary basis and clagsifiicé®asis adopted for the
preparation and presentation of approved budgets will assest to better
understand the relationship between the budget and r@argunformation
disclosed in the financial statements.

1.10.38.An entity shall disclose in notes to the financial statements thgeriod of
the approved budget

1.10.39. Financial statements are presented at least anrititities may approve
budgets for an annual period or for multi-year periodsclbsure of the
period covered by the approved budget where that peliitels from the
reporting period adopted for the financial statements wdisashe user of
those financial statements to better understand the relatioostie budget
data and budget comparison to the financial statementsloBuse of the
period covered by the approved budget where that gppésithe same as the
period covered by the financial statements will also eseav useful
confirmation role, particularly in jurisdictions where interinndgets and
financial statements and reports are also prepared.

1.10.40.An entity shall identify in notes to the financial statementghe entities
included in the approved budget

1.10.41. Paragraph 1.6.5 of this Standard requiresatiomg entities to prepare and
present consolidated financial statements which encompagsthdependant
entities and GBEs controlled by the government. Howevernaed in
paragraph 1.10.30, approved budgets prepared indmume with statistical
reporting models may not encompass operations of therigoent that are
undertaken on a commercial or market basis. Consistemthé@trequirements
of paragraph 1.10.26, budget and actual amounts wilpresented on a
comparable basis. Disclosure of the entities encompass#te lyudget will
enable users to identify the extent to which the entitytisiies are subject to
an approved budget and how the budget entity differa the entity reflected
in the financial statements.
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Reconciliation of Actual Amounts on a Comparable Bsis and
Actual Amounts in the Financial Statements

1.10.42.The actual amounts presented on a comparable basis to the budget
accordance with paragraph 1.10.26 shall, where the financial ¢&ments
and the budget are not prepared on a comparable basis, be reconciltxl
total cash receipts and total cash payments, identifying parately any
basis, timing and entity differences. The reconciliation shall beisclosed
on the face of the statement of comparison of budget andtaal amounts
or in the notes to the financial statements.

1.10.43. Differences between the actual amounts ifteghtconsistent with the
comparable basis and the actual amounts recognized infirthacial
statements can usefully be classified into the following:

(@) Budgetary basis differences, which occur wheraffgroved budget is
prepared on a basis other than the accounting basisexaonple,
where the budget is prepared on the accrual basis offiedodash
basis and the financial statements are prepared on théasis;

(b)  Timing differences, which occur when the budgetqokediffers from
the reporting period reflected in the financial statements; and

(c) Entity differences, which occur when the budget omrtsgrams or
entities that are part of the entity for which the financiakstents are
prepared.

There may also be differences in formats and classdicachemes adopted
for presentation of financial statements and the budget.

1.10.44. The reconciliation required by paragraph 1.1@#2his Standard will
enable the entity to better discharge its accountability obligation
identifying major sources of difference between th&uacamounts on a
budget basis and the total cash receipts and total castepesyrecognized in
the statement of cash receipts and payments. This Starmsdat preclude
reconciliation of each major total and subtotal, or each oidsgems,
presented in a comparison of budget and actual amaeutitghe equivalent
amounts in the financial statements.

1.10.45. For entities adopting the cash basis of accoutimpyeparation of both the
budget documents and the financial statements, a néatan will not be
required where the budget is prepared for the samedpeicompasses the
same entities and adopts the same presentation formateafinancial
statements. For other entities adopting the same basiscotinting for the
budget and the financial statements, there may be aeditferin presentation
format, reporting entity or reporting period — for example approved
budget may adopt a different classification or presemtaformat to the
financial statements, may include only non-commerciavities of the entity,
or may be a multi-year budget. A reconciliation would beessary where
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there are presentation, timing or entity differences betwthe budget and the
financial statements prepared on the same accounting basis.

1.10.46.The disclosure of comparative information in respect of therevious
period in accordance with the requirements of this Standard is not
required.

1.10.47. This Standard requires a comparison of buaggtactual amounts to be
included in the financial statements of entities which mak#igy available
their approved budget(s). It does not require the aisice of a comparison of
actual amounts of the previous period with the budgétatfprevious period,
nor does it require that the related explanations of diftee between the
actuals and budget of that previous period be disclosethanfinancial
statements of the current period.

Effective Date

1.10.48.An entity shall apply this International Public Sector Accounting
Standard for annual financial statements covering periods beginning on
or after January 1, 2010. Earlier application is encouraged.flan entity
applies this Standard for a period beginning before January 1, 2M it
shall disclose that fact.

STAFF NOTE : January 1, 2010 reflects expectation that th&tandard will be
issued in the second half of 2007 — if this is not the casejs proposed that
application date be revised to ensure it is 2 years after iss.

1.10.49. Application of this Standard is not requiredZgrears from its issue date.
The deferred application is intended to provide sufficiemietifor entities
currently adopting, or about to adopt, IPSASs to devataf) as appropriate,
align their budget and financial reporting procedures, tpeeiods and
coverage. Earlier adoption of this Standard is encouraged.

1.10.50. When an entity adopts this IPSAS subsequerthifo effective date,
paragraphs 1.10.1 to 1.10.47 of this Standard applyheoentity’s annual
financial statements covering periods beginning on or dfier date of
adoption.
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Appendix A

Amendments to Other Paragraphs of the Cash Basis 8AS

STAFF NOTE: THE FOLLOWING PROPOSED AMENDMENTS WILL B
PROCESSED WHEN THE CASH BASIS IPSAS IS REISSUED.

Al.

Part 1 of Cash Basis IPSAS, “Financial Reporting UnderGhsh Basis of
Accounting” is amended as described below.

Add the following (identified by underlining) to paragrapi3.4.

1.3.4

(a)

(b) ..., and

(c) When the entity makes publicly available its approvedgbet,
a comparison of budget and actual amounts either asasasep
additional financial statement or as a budget column in the
statement of cash receipts and payments in_accordaiice wi
paragraph 1.10.6.

Insert an additional item (c) in paragraph 1.3.9:
sand

(© provide a comparison of actual and budget amounts.

Rewrite paragraph 2.1.33 as follows:

2.1.33 An entity is encouraged to disclose in the notes tdirthacial
statements information about assets and liabilities of the entity

Add a new paragraph following paragraph 2.1.34:

2.1.34A _Entities other than those which make publicly auaildbeir
approved budgets and are required to disclose budgetaahdil
comparisons in accordance with paragraphs 1.10.1 to.15000f
Part 1 of this Standard are encouraged to include infin@ncial
statements a comparison with the budgets.

Add the following (identified by underlining) to paragrapli.36:

2.1.36 ... In some jurisdictions, this requirement is oédld in legislation.
Entities which make publicly available their approved budgets
required to comply with the requirements of paragraph6.1 to
1.10. 50 of Part 1 of this Standafithis Standard encourages other
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entities to include in their financial statemettie disclosure of a
comparison of actual with the budgeted amounts for thertiag
period where the financial statements and the budget atbeon
same basis of accountindgReporting against budgets may be
presented in different ways, including: ...

Insert additional paragraphs following paragraph 2.1.36:

2.1.37 _Entities which disclose in their financial statementsmpesison
of actual with budgeted amounts are encouraged to indludiee
financial statements a cross-reference to reports which ieclud
information about service achievements.

2.1.38 Entities which adopt multi-period budgets are enamolato
disclosure the relationship between budget and actual amounts
during the budget period

2.1.39 _Additional budget information, including infortiaen about
service achievements, may be presented in documentstbhérer
financial statements. Entities which disclose in their findncia
statements a comparison of actual with budgeted amouats a
encouraged to include in their financial statements a cross-
reference to such documents, particularly to link budgédtactual
data to non-financial budget data and service achievements.

2.1.40 Entities may take different approaches to determitiia annual
budget within the multi-period budget. Where multi-perioddmgits
are adopted, entities are encouraged to provide additruotel
disclosure about the relationship between budget and actual
amounts during the budget period.
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Implementation Guidance — lllustrative Examples

These illustrations will be included in Appendix 1(a) to thehCBasis IPSAS. It
does not form part of the Standard.

A. Statement of comparison of budget and actual amounts whethe cash
basis is adopted for the budget and the financial statements

B. Statement of comparison of budget and actual amounts whehe accrual
basis is adopted for the presentation of the budget. (lllustrated onlior the
statement of financial performance.)

C. Note disclosures

This illustration will be included in Appendix 2 of the CashsiBAPSAS, which
illustrates the encouraged disclosures. It does not forrhgfdhe Standard.
D. Encouraged Note disclosure: biennial budget
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A. Statement of Comparison of Budget and Actual Amont
For Government XX for The Year Ended 31 December 20XX
Budget On Cash Basis
(Classification Of Payments By Functions)

*Difference:
Actual Final  Original Original Budget

(in thousands of currency units) Amounts Budget Budget and Actual
RECEIPTS
Taxation X X X X
Aid Agreements

International agencies X X X X

Other Grants and Aid X X X X
Proceeds: Borrowing X X X X
Proceeds: disposal of plant and

equipment X X X X
Trading Activities X X X X
Other receipts X X X X
Total receipts X X X X
PAYMENTS
Health X) (X) (X) (X)
Education X) (X) (X) (X)
Public order/safety xX) X) X) (X)
Social protection (X) X) X) (X)
Defense X) X) X) (X)
Housing and community amenities  (X) X) X) X)
Recreational, cultural and religion X) X) (X) (X)
Economic affairs (X) X) X) (X)
Other X) (X) X) (X)
Total payments X) X) X) (X)
NET RECEIPTS/ (PAYMENTS) X X X X

* The “Difference...” column is not required. However,camparison between
actual and the original or the final budget, clearly idexttias appropriate, may be
included.
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B. Statement of Comparison of Budget and Actual Amourgt
For Government YY for the Year Ended 31 December 20x2

Annual Budget Adopts Accrual Basis

(lllustrated only for Budget Statement of FinancialPerformance. Similar presentation

would be adopted for other budget statements)

Note: The budget and the accounting bases differ. Taterf8ent of Comparison of

page 12.66

*Difference:
Final Original | Original
Actual Actual Budget | Budget | Budget anc
20x1 |(in thousands of currency units) 20x2 20x2 20x2 Actual
Operating revenue
X Taxes X X X X
X Fees, fines, penalties and licenses X X X X
X Revenue from exchange transactions X X X X
X Transfers from other governments X X X X
X Other operating revenue X X X X
X Total operating revenue X X X X
Operating expenses
(X) Wages, salaries, employee benefits X) (X) X) (X)
(X) Grants and other transfer payments (X) (X) (X) (X)
(X) Supplies and consumables used (X) (X) X) )
(X) Depreciation/amortization expense (X) X) X) X)(
(X) Other operating expenses X) (X) (X) X)
X) Total operating expenses X) X) X) X)
Surplus/(deficit) from operating
X activities X X X X
(X) Finance costs (X) X) X) X)
X Gain on sale: property, plant, equipment X X X )
(X) Total non-operating revenue/(expenses) (X) (X) (X) X)
X Surplus/(deficit) from ordinary X X X X
activities
(X) Minority interest share of surplus/(defigit) (X) (X) X) (X)
X Net surplus/(deficit) for the period X X X X

* The “Difference...

" column is not required. However, a pamson between

actual and the original or the final budget, clearly identifies appropriate, may be
included
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C. Extract of Note Disclosures for Government X

(Government X presents its approved budget on a modihstl basis and the
financial statements on the cash basis)

1.

The budget is approved on a modified cash basfarzfional classification.
The approved budget covers the fiscal period frodaduary 20XX to 31
December 20XX and includes all entities within the generalegonent
sector. The general government sector includes all entitiedtifidd as
government departments in note xx (prepared in acnoedaith paragraph
1.6.20 of this Standard.

The original budget was approved by legislative acbon(date) and a
supplemental appropriation of XXX for disaster relief suppas approved
by legislative action on (date) due to the earthquakéenNorthern Region
on (date). The original budget objectives and policies, auabsequent
revisions are explained more fully in the Operationali®&gand Budget Out-
turn reports issued in conjunction with the financial stetiets.

The excess of actual expenditure over the final &udf 15% (25% over
original budget) for the Health function was due to expieres above the
level approved by legislative action in response to the cpzaiite. There were
no other material differences between the final approweldet and the actual
amounts.

The budget and the accounting bases differ. Tlandial statements for the
whole of government are prepared on the cash basig asiclassification
based on the nature of expenses in the statemembawfcfal performance.
The financial statements are consolidated statements whichdendil
controlled entities, including government business enterpfigethe fiscal
period from 1 January 20XX to 31 December 20XX. Thddet is approved
on the modified cash basis by functional classificatiah deals only with the
general government sector which excludes governmesindéss enterprises
and certain other non-market government entities and activitie

The amounts in the statement of cash receipts amdgrds were adjusted to
be consistent with the modified cash basis and reclasdyedunctional
classification, to be on the same basis as the finatoap@d budget. In
addition, adjustments to amounts in the statement ofi caseipts and
payments for timing differences associated with the contgappropriation,
and differences in the entities covered (government besierterprises and
other entities) were made to express the actual amouri€@mparable basis
to the final approved budget.

A reconciliation between the actual inflows and outfl@sspresented in the
statement of comparison of budget and actual amountgh@ndmounts of
total cash receipts and total cash payments reportec istétement of cash
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receipts and payments for the year ended 31 DeceRi€X is presented
below. The financial statements and budget documentprapared for the
same period. There is an entity difference: the budggirepared for the
general government sector and the financial statemensslaate all entities
controlled by the government; and a basis differencebtiuget is prepared
on a cash basis and the financial statements on tdgiedocash basis.

Total inflows Total
outflows
Actual Amount on
Comparable Basis as
Presented in the
Budget and Actual
Comparative
Statement X X
Basis Differences X X
Timing Differences - -
Entity Differences X X
Total Cash receipts
X
Total Cash Payments X

*This reconciliation could be included on the face of the Btat¢ of Comparison of
Budget and Actual Amounts or as a note disclosure.
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D. Encouraged Note Disclosure Government B: -Bienal Budget On Cash Basis - For The Year Ended 31 Dember 20XX
(This illustration is encouraged and would be addedob Part 2 of the Cash Basis IPSAS)

*Difference:
Original | Target | Revised | 1% Year Balance | Target | Revised | 2" Year Budget and
Biennial | Budget | Budget | Actual on | Available | Budget | Budget | Actual on Actual for
Budget | for 1°t in 1 |Comparable| for2™ | for 2" in 2" | Comparable|  Budget
(in thousands of currency units)]  Year Year Year Basis Year Year Year Basis Period
RECEIPTS
Taxation X X X X X X X X X
Aid Agreements X X X X X X X X X
Proceeds: Borrowing X X X X X X X X X
Proceeds: Disposal of plant and
equipment X X X X X X X X X
Other receipts X X X X X X X X X
Total receipts X X X X X X X X X
PAYMENTS
Health X) (X) (X) X) (X) (X) X) (X) (X)
Education (X) (X) (X) (X) (X) (X) (X) (X) (X)
Public order and safety X) X) X) (X) X) X) (X) (X) (X)
Social protection X) X) X) X) X) X) X) X) X)
Defense _ N X) (X) X) (X) (X) (X) (X) (X) (X)
Housing, community amenities X) (X) X) (X) X) X X) X) X)
Recreational, cultural, religion X) X) (X) X) X X) (X) X) X)
Economic affairs X) X) X) X) X) X) X) X) 0
Other (X) (X) (X) (X) (X) (X) (X) (X) (X)
Total payments (X) (X) (X) (X) (X) (X) (X) (X) (X)
NET RECEIPTS/(PAYMENTS) X X X X X X X X X

* This column is not required. However, a comparisetween actual and the original or the final budgearly identified as

appropriate, may be included.
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