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Financial Statement Discussion and Analysis

Objective(s) of Agenda Item
1. The objectives of this session are to:

(@) Obtain directions from the IPSASB on the proposed draft IPSAS XX, Financial Statement
Discussion and Analysis; and

(b) Confirm its tentative decision at the September 2012 meeting to develop ED 47 into an
authoritative standard.

Material(s) Presented

Agenda Item 5.1 Issues Paper

Agenda Item 5.2 Draft IPSAS XX, Financial Statement Discussion and Analysis Marked-Up
Version

Agenda Item 5.3 Draft IPSAS XX, Financial Statement Discussion and Analysis Clean

Version—Core Text and Implementation Guidance Only

Background

2. The IPSASB considered a detailed review of the responses to ED 47 as its September 2012
meeting. The draft minutes from this meeting are in the Appendix.

Action(s) Requested

3. The IPSASB is asked to consider the “Matters for Consideration” in Agenda Paper 5.1 and provide
directions to enable further development of IPSAS XX.
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Appendix: Extract from the draft September 2012 Meeting Minutes

1. Financial Statement Discussion and Analysis (Agenda Item 6)

Review Responses to Exposure Draft
The IPSASB considered 37 responses to ED 47, Financial Statement Discussion and Analysis.

The IPSASB agreed with staff's assessment that there was overall support for continuing to develop the
material because financial statement discussion and analysis (FSDA) is important to understanding an
entity’s financial statements.

ED 47 set out seven SMCs, The IPSASB considered staff proposals on those SMCs as noted below.

SMC 1 - Issue as an IPSAS

ED 47 proposed that the material should be issued as a mandatory IPSAS that would be followed
whenever an entity prepared IPSAS accrual-based financial statements. SMC 1 asked respondents if
they agreed that the guidance should be published as an IPSAS.

Respondents were roughly evenly split on whether it was appropriate to issue an IPSAS at the present
time. Staff proposed therefore that the guidance be issued as a different form of pronouncement, such as
a RPG as was suggested by some respondents. Staff noted that the ED assumed an entity would be
subject to an audit following the IFAC’s International Standards on Auditing (ISAs), to which a respondent
took exception. Some members noted that entities would be subject to some form of assurance, even if
the standards followed are not the ISAs.

lan Mackintosh, the IASB Observer, pointed out that the private sector regulators generally mandated the
requirement to produce management commentary. The IFRS believes it is up to individual jurisdictions to
make their own judgments on matters such as which entities should present management commentary,
whether the inclusion of management commentary with the financial statements is necessary to asset
compliance with IFRSs, and the level of assurance to which management commentary should be
subjected. It was noted that in the public sector, FSDA may also be subject to a legislative or other
requirement to prepare FSDA.

Mr. Mackintosh also expressed concern that it is hard to draw a line around what is within the scope of
FSDA and that the IPSASB may not have the knowledge and experience to set standards for disclosures
that go beyond the financial statements.

Many respondents noted problems with asserting compliance with IPSASs if they did not follow the
proposed IPSAS on FSDA, and with related issues regarding the financial statement audit. A member
pointed out that in his jurisdiction a qualified opinion could be provided on the financial statements
indicating that the financial statements are presented fairly “except for the FSDA”. Some members noted
that the audit/assurance issue is not the main reason for not issuing an IPSAS.

The Chairman asked members to describe their jurisdiction’s FSDA practice. Members noted a variety of
regimes ranging from no requirement, to voluntary preparation, to mandatory preparation as part of the
financial statements with an audit opinion.

Some members indicated that in their jurisdiction, the audit community had indicated they would have
difficulty in auditing FSDA, based on the imprecise requirements in ED 47.
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Some members expressed a similar concern with the level of precision for FSDA content set out in ED 47
and noted that work would need to be done on ED 47 to increase the precision of the required content. It
was also noted that it would be possible to comply with the FSDA pronouncement with a wide variety of
disclosures among entities because of the flexibility permitted under the ED 47 requirements.

A member reiterated a previous concern that the IPSASB should first consider whether a separate suite
of pronouncements should be used for the other types of general purpose financial reports (GPFRS)
being proposed. It was noted, however, that this approach could create confusion about the levels of
authority among various pronouncements. Some members also expressed the concern that it may not be
appropriate to issue the FSDA guidance as an IPSAS because the IPSASB is proposing that guidance on
long-term fiscal sustainability should be issued as a RPG. Issuing the FSDA guidance as an IPSAS will
open the door to other non-financial statement guidance being issued in IPSASs which could also create
further issues with an entity’s ability to assert compliance with IPSASs.

Some members noted that FSDA is essential to understanding the financial statements. It was indicated,
however, that the guidance could be considered important to understanding the financial statements
without being essential to the fair presentation of the financial statements.

Members noted it was important to work with the audit community to determine the specific concerns with
a view to improving the material in ED 47 so that it would be capable of being audited.

Staff had also proposed adding more guidance on prospective information if the guidance were issued as
a RPG. The IPSASB did not support this proposal in light of the decision to continue to develop the
material as an IPSAS.

Tentative IPSASB Positions

The Chairman asked for a show of support for the staff proposal to issue the material as a RPG. The
IPSASB disagreed with staff's proposal, and tentatively agreed the guidance should continue to be
developed as an IPSAS, taking into account its decisions on other issues below.

The IPSASB also tentatively agreed that guidance should not be provided to require prospective
information in FSDA.

SMC 2 — Amendment to IPSAS 1

ED 47 proposed an amendment to IPSAS 1 to clearly distinguish FSDA from the financial statements.
Staff proposed retaining the amendment based on some respondents’ concerns that FSDA was not
clearly distinguished from the notes to the financial statements.

Some members suggested that if FSDA is mandatory, it should be part of the financial statements. A
member expressed the view that FSDA is a necessary element of financial statements. It was noted that
financial statement users were likely to view FSDA as part of the financial statements regardless of what
is indicated in the pronouncement or in the FSDA. A member noted the amendment to IPSAS 1 is
important because implementation may be affected in certain jurisdictions if FSDA is specifically included
in the financial statements.

Members also noted that IPSAS 1 contains an exemption (paragraphs 31 — 34) to allow entities to not
follow an IPSAS if the IPSAS results in misleading information. Guidance is provided on additional
disclosures in such circumstances.
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Tentative IPSASB Position

The IPSASB tentatively agreed to retain the amendment to ISPAS 1 as was presented in ED 47.

SMC 3 - Distinction of FSDA from Notes and other GPFRs

ED 47 provided some guidance on distinguishing FSDA from the financial statements and from other
GPFRs. Some respondents asked for greater clarity. The IPSASB considered, but did not reach
conclusion on proposed staff wording. The proposals for greater clarity in the scope of FSDA will be
considered at a future IPSASB meeting along with other proposed wording changes.

SMC 4 — Required Content of FSDA

ED 47 proposed minimum required content for FSDA. A number of specific comments were made on the
content.

Tentative IPSASB Position

Members agreed it would be appropriate to defer discussion of the changes in content. Such changes
should aim to make FSDA disclosure and presentation more precise (in line with SMC 1) taking into
account respondents’ specific concerns with the content proposed in ED 4y7.

SMC 5 — Transitional Provisions

ED 47 set out proposed Transitional Provisions for adopting FSDA. The Transitional Provisions were
supported by respondents, however some respondents suggested they were not required if the material is
not issued as an IPSAS. Staff had proposed deleting the Transitional Provisions if the guidance was
issued as a RPG. Staff noted that it would be necessary to take into consideration any first-time adoption
issues, in conjunction with the IPSAS first-time adoption project.

Tentative IPSASB Position

The IPSASB tentatively agreed to retain the Transitional Provisions with no changes.

SMC 6 — Implementation Guidance
ED 47 provided Implementation Guidance on the following matters:

e Section A — Applicability of the Qualitative Characteristics of Financial Statements to FSDA
e Section B — Examples of Information about the Entity’s Financial Statements
e Section C — Examples of Information about Variances and Trends

Staff had proposed (1) retaining Section A, (2) deleting the detailed examples in Section B, and (3)
incorporating Section C in the body of the guidance. Members stressed that if Phase 1 is approved before
this guidance, and consequential changes were made to IPSAS 1 to include the QCs for GPFRs, Section
A may not be required.

It was also noted that the QCs would be considered part of the criteria for FSDA in assurance purposes.
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Tentative IPSASB Positions

In light of the IPSASB’s decision on SMC 1 to continue to develop the guidance as an IPSAS, the
IPSASB tentatively agreed to retain the guidance. The IPSASB will reconsider the need for Section A in
light of future decisions on Phase 1 of the Conceptual Framework.

Staff will also consider in detail, respondents’ comments on the Implementation Guidance content at a
future ISPASB meeting.

SMC 7 - lllustrative Example

ED 47 contained an lllustrative Example for a central government entity to help illustrate the intent of the
guidance. When ED 47 was approved members noted the negative aspects of providing examples (i.e.,
that the example would be used as a template for preparation of FSDA that would impede the tailoring of
FSDA to the specific circumstances of the entity). It was noted at that time that the example could be
deleted from the final pronouncement.

Respondents had a number of specific comments on the example and some suggested developing a
second example for a smaller entity.

Staff had proposed deleting the example in light of the earlier concerns about providing detailed
examples, the use of the IPSASB resources to develop such an example, and the fact that there are
‘best-practice’ examples available from other sources. A member indicated that such examples are critical
for entities to implement the FSDA guidance.

IPSASB Position

The IPSASB agreed to delete the lllustrative Example.

Definitions

The ED defined FSDA. Respondents to ED 47 suggested certain changes to the definition to clarify the
scope of FSDA. Staff had proposed changes to the definition to address respondents’ concerns. Staff had
also proposed adding a definition of ‘prospective information’ to support the proposed guidance.

Tentative IPSASB Positions

Members deferred discussion of changes to the definition of FSDA. Members agreed to deleted the
proposed new definition of ‘prospective information’.

Agenda Item 5
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Issues Relating to

Draft IPSAS XX, Financial Statement Discussion and Analysis

Objectives of this Session
1. The objectives of this session are to:

(@) Obtain directions from the IPSASB on the proposed draft IPSAS XX, Financial Statement
Discussion and Analysis; and

(b) Confirm its tentative decision at the September 2012 meeting to develop ED 47 into an
authoritative standard.

2. A marked-up version of the draft IPSAS is in Agenda Paper 5.2 and the clean version is in Agenda
Paper 5.3.

Structure of this Issues Paper
3. The paper is divided into the following sections:
(@) Review of draft IPSAS;
(b)  Should ED 47 become an authoritative standard;
(c) Similarities with the IASB’s Practice Statement, Management Commentary; and

(d)  Assurance issues.

Review of Draft IPSAS

4, At its meeting in September 2012, the IPSASB agreed to consider a draft IPSAS at this meeting.
Agenda Paper 5.2 presents the marked-up version of the draft IPSAS. The draft IPSAS includes
proposed amendments to address both the IPSASB’s and respondents’ concerns. The draft IPSAS
does not include a revised Basis for Conclusions—this will be presented at the March 2013
meeting.

5. The Appendix to this Agenda Paper lists the paragraphs in ED 47 and indicates the proposed
changes. The significant amendments are discussed below.

Financial Statement Discussion and Analysis is not a Component of the Financial Statements

6. Paragraph 2A has been inserted in the scope section to make it explicit that financial statement
discussion and analysis is not a component of the financial statements, as follows.

‘Financial statement discussion and analysis is not a component of the financial
statements. IPSAS 1, Presentation of Financial Statements, sets out the requirements
for the composition of financial statements.”

7. This is to address concerns that financial statement discussion and analysis will be considered to
be a part of the financial statements. This paragraph also makes the draft IPSAS consistent with
the proposed consequential amendments set out in ED 47 for IPSAS 1, which includes a new
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paragraph stating that financial statement discussion and analysis is not a component of the
financial statements.

Proposed Additional Section “Key Principles of Financial Statement Discussion and Analysis”

8.

10.

Staff proposes to insert a new section “Key Principles of Financial Statement Discussion and
Analysis” comprising paragraphs 9A—9E. The purpose of including this section is to make an
explicit link between the entity and the definition of financial statement discussion and analysis
(paragraph 9A).

This proposed new section also brings together existing paragraphs which (a) explain the purpose
of financial statement discussion and analysis (paragraph 9B) and (b) require the information to
possess the qualitative characteristics (QCs) of general purpose financial reporting (GPFR)
(paragraph 9C). ED 47 referred to the QCs in Appendix A of IPSAS 1. This reference has been
amended to refer to the QCs in the Conceptual Framework rather than IPSAS 1 on the basis that
the final paragraphs of Phase 1 will be approved at this meeting (December 2012) and the
expectation that Appendix A of IPSAS 1 will be withdrawn following approval of the Phase 1
chapters. A paragraph has been inserted to list the QCs (paragraph 9D). A paragraph
(paragraph 9E) has also been inserted to refer to materiality to remind readers of the draft IPSAS
that information need only be included in the financial statement discussion and analysis where it is
material. This paragraph is based on IPSAS 1.47.

The proposed paragraphs are set out in Table 1.

Table 1: “Key Principles of Financial Statement Discussion and Analysis” Section — with Proposed
Wording

Key Principles of Financial Statement Discussion and Analysis

9A.

9B.

9C.

9D.

9E.

An entity’s financial statement discussion and analysis shall provide an explanation of the
significant items, transactions, and events presented in the entity’s financial statements and
the factors that influenced them.

Financial statement discussion and analysis provides information useful to users for accountability
and decision-making purposes by enabling users’ to gain an insight on the operations of the entity
from the perspective of the entity itself. It also provides the opportunity to reflect the entity’s
interpretation of significant events and transactions affecting the financial performance and position
of the entity. Therefore, financial statement discussion and analysis complements and supplements
the information in the financial statements.

Financial statement discussion and analysis shall include information that possesses the
gualitative characteristics of financial reporting.

The qualitative characteristics of financial reporting are relevance, faithful representation,
understandability, timeliness, comparability, and verifiability. See Phase 1 of the Conceptual
Framework for further details.

Financial statement discussion and analysis should include only information that is material.

Agenda Item 5.1
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Compliance with Financial Statement Discussion and Analysis IPSAS

11.

12.

Paragraph 13A has been inserted in the “Compliance with this IPSAS” section to make it explicit
that compliance with this IPSAS does not require an entity to comply with IPSASs applicable to the
financial statements, as follows.

“An entity can claim compliance with this IPSAS where it has complied with all of the
requirements. This requirement does not mean that an entity also has to comply with
IPSASs applicable to the financial statements because (a) financial statement discussion
and analysis is not a component of the financial statements listed in paragraph 21 of
IPSAS 1 and (b) compliance with IPSASs applicable to the financial statements is dealt
with in IPSAS 1.”

To address the converse concern that asserting compliance with IPSASs applicable to the financial
statements will be problematic where an entity cannot also assert compliance with this IPSAS, an
equivalent paragraph 28A is proposed to be inserted in IPSAS 1 (see “Appendix A: Amendments to
Other IPSASSs” of the draft IPSAS).

Proposed Changes to the “Content of Financial Statement Discussion and Analysis” Section

Minimum Required Content

13.

This section has a sub-section titled “Minimum Required Content” and paragraph 15 lists the
minimum required content of financial statement discussion and analysis. Staff proposes deleting
the “Minimum Required” from the title and deleting the phrase “at a minimum” from paragraph 15
because paragraph 47 of IPSAS 1 states “Applying the concept of materiality means that a specific
disclosure requirement in an IPSAS need not be satisfied if the information is not material.” Staff
considers that the draft IPSAS should be consistent with this paragraph.

Content of Financial Statement Discussion and Analysis

14.

15.

16.

This sub-section of ED 47 explains what type of information an entity should disclose and
comprises paragraphs 17B-32. Itis divided into four categories:

(&) Overview of the entity’s operations and environment;

(b) Information about the entity’s financial objectives and strategies;
(c) Analysis of the entity’s financial statements; and

(d) Risks and uncertainties

These paragraphs contain explanations of what information may be useful for users. Respondents
and some members considered that these paragraphs were not specific enough for a reader to
easily understand what is required. To make it clear what is required to be disclosed, staff has
added a paragraph at the beginning of each sub-section which sets out the requirement.
Requirements are indicated by using the term “shall” and using bold text. The existing paragraphs
are set out immediately below the proposed new paragraphs to explain what is meant by the
proposed requirement.

The proposed new paragraphs are set out in Table 2.
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Table 2: Proposed New “Required” Paragraphs in “Content” Sub-section

Overview of the Entity’s Operations and Environment

17B. An entity shall provide an overview of its operations and the environment in which it
operates.

Information about the Entity’s Financial Objectives and Strategies

18A. An entity shall disclose its financial objectives and strategies.

Analysis of the Entity’s Financial Statements
20A. An entity shall provide a description of its financial performance for the period and the
significant events and transactions that have affected it.
Risks and Uncertainties
26B. An entity shall disclose:
(@) Its principal risk exposures;
(b) Changes in those risks since the last reporting date;
(c) Its strategies for bearing or mitigating those risks;
(d)  Any underlying assumptions; and

(e) The effectiveness of its risk management strategy.

Basis for Conclusions

17. Staff has not updated the Basis for Conclusions because the approach to its revision is largely
dependent upon confirmation of the tentative view that the guidance will be developed into an
IPSAS. The Basis for Conclusions will be revised for the March 2013 meeting.

Implementation Guidance

18. At its September 2012 meeting, the IPSASB discussed whether “Section A: Applicability of the
Qualitative Characteristics of Financial Statements to FSDA” (paragraphs A.IG1-A.IG20) would be
necessary if Phase 1 of the Conceptual Framework project is finalized before this guidance. The
final paragraphs of Phase 1 will be presented at this meeting (December 2012) for approval. Staff
has assumed that they will be approved with the expectation that Appendix A of IPSAS 1 will be
withdrawn following approval of the Phase 1 chapters. Therefore, staff proposes that Section A is
deleted. This deletion may need to be reconsidered if the final paragraphs of Phase 1 are not
approved. The proposed deletion of Section A is consistent with the proposed changes to
paragraphs 9C and 9D of the draft IPSAS.

19. The IPSASB also discussed the staff proposal to delete the detailed examples in “Section B:
Examples of Information about the Entity’s Financial Statements” (paragraphs B.IG1-B.IG23) and
incorporate “Section C: Examples of Information about Variances and Trends” (paragraphs C.IG1—
C.IG9) in the body of the guidance. The IPSASB tentatively agreed to retain this guidance because
of its decision to continue to develop ED 47 into an IPSAS. Staff has considered in detalil
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respondents’ comments on the Implementation Guidance and, as a result, has proposed the
deletion of paragraphs where:

(a) Suggested disclosure is required by other IPSASS;

(b)  Suggested disclosure is in core text of the draft IPSAS;

(c) Respondents’ have commented that the suggested disclosure is onerous; and
(d)  The paragraph is a general discussion rather than an example of a disclosure.

As a result, the proposed deletions have truncated the Implementation Guidance to seven
paragraphs. Staff considers that the remaining paragraphs are unbalanced because they cover
only property, plant, and equipment, the use of ratios or indicators, and variances and trends.
Furthermore, these paragraphs are not comprehensive on the areas that they cover, e.g., it is not
clear why the paragraph on the use of ratios or indicators has chosen those particular ratios. Staff
considers that there are two options:

(@) Delete the entire Implementation Guidance; or
(b) Use these seven paragraphs as a foundation for developing further guidance.

Staff notes that deleting the Implementation Guidance would be consistent with the IPSASB’s
decision at its September 2012 meeting to delete the lllustrative Example because it is too detailed
and best-practice examples are available from other sources. Staff also notes that the IASB’s
Management Commentary does not include Implementation Guidance because the IASB believes
that undue emphasis could be placed on such guidance.

If the remaining paragraphs are used as a foundation for developing further guidance, staff asks the
IPSASB for direction on what should be included.

Matter(s) for Consideration
1.

The IPSASB is asked to conduct a page by page review of the draft IPSAS in Agenda Paper 5.2
and provide feedback on the proposed amendments.

Should ED 47 become an Authoritative Standard?

23.

At its September 2012 meeting, the IPSASB tentatively agreed that ED 47 should continue to be
developed as an authoritative IPSAS. Some respondents consider that ED 47 should be non-
authoritative in nature and some members are also of this view. This section of the Issues Paper
sets out some options:

(8 Confirm that it should be developed into an authoritative IPSAS that entities are required to
apply;

(b) Use an approach similar to IPSAS 22, Disclosure of Financial Information about the General
Government Sector; or

(c) Use an approach similar to IPSAS 24, Presentation of Budget Information in Financial
Statements; or

(d) Develop ED 47 into a non-authoritative Recommended Practice Guidance (RPG) that entities
are encouraged to apply.

Agenda Item 5.1
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Confirm that ED 47 should be Developed into an Authoritative Standard

24,

25.

26.

ED 47 requires that an entity preparing and presenting financial statements under the accrual basis
of accounting shall also present a financial statement discussion and analysis. However, the ED
made it clear that financial statement discussion and analysis is outside of the financial statements.
The composition of financial statements is listed in IPSAS 1 which requires a (a) statement of
financial position, (b) statement of financial performance, (c) statement of changes in net
assets/equity, (d) cash flow statement, (e) notes, and (f) when the entity makes publicly available its
approved budget, a comparison of budget and actual amounts.

The main argument for developing ED 47 into an authoritative standard is that it provides additional
information necessary to meet the objectives of general purpose financial reporting, i.e., for
accountability and decision-making purposes.

The main argument against developing ED 47 into an authoritative standard is that the financial
statements by themselves provide users with sufficient information to understand the financial
performance and position of an entity. Financial statement discussion and analysis provides useful
additional information that complements and supplements the financial statements but is not
essential to understanding the financial statements.

Use an Approach Similar to IPSAS 22

27.

28.

29.

30.

IPSAS 22 is a voluntary standard. It applies only to governments which elect to disclose financial
information about the General Government Sector (GGS) in the financial statements. When a
government elects to do this, it is then required to apply the guidance in IPSAS 22.

IPSAS 22 applies only to governments rather than all public sector entities because it deals only
with disclosures related to the GGS.

The main argument for developing ED 47 into a voluntary standard is that, for entities that elect to
present financial statement discussion and analysis, there is comparability between entities and
consistency over time.

The main argument against developing ED 47 into a voluntary standard is that only some entities
will elect to present a financial statement discussion and analysis.

Use an Approach Similar to IPSAS 24

31.

32.

IPSAS 24 is an authoritative standard only where an entity is required or elects to make its
approved budget publicly available. The requirement to apply IPSAS 24 is similar to the
requirement in IPSAS 22 except that it includes an additional circumstance as to when it is required
to be applied, i.e., where an entity is required to make its approved budget publicly available.

ED 47 could be developed so that it is an authoritative standard only where an entity is required or
elects to present financial statement discussion and analysis. To adopt this approach, staff
considers that ED 47 would require significant modification to ensure that the situation does not
arise where the draft IPSAS conflicts with the requirements imposed by a jurisdiction.

Develop ED 47 into Voluntary RPG

33.

The IPSASB has developed a new type of pronouncement called “Recommended Practice
Guideline” (RPG). This is to accommodate projects such as the reporting on the long-term
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37.

38.

39.
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sustainability of a public sector entity’s finances, which are a part of the more comprehensive scope
of general purpose financial reporting outside the financial statements. The RPG represents best
practice and entities are encouraged to apply the guidance rather than being a standard which
requires application. It is likely that the first RPG will be approved in the first half of 2013.

The arguments for and against this are similar to those for IPSAS 22 because IPSAS 22 is a
voluntary standard until a government elects to disclose information about the GGS. The standard
is then required to be applied.

The difference between a standard and voluntary guidance is that voluntary guidance is used
where the IPSASB wishes to encourage entities to adopt best practice. This is usually because this
area of financial reporting could be seen to be an area where practice is still developing.

An analysis of responses was presented at the September 2012 meeting and highlighted that the
comments for and against issuing the guidance as an IPSAS were fairly evenly split, with a slight
majority expressing a preference for the guidance to be voluntary, using a pronouncement such as
an RPG.

Staff notes that at the September 2012 meeting, the IASB Observer pointed out that the IASB’s
Management Commentary is voluntary guidance because they believe that it is up to individual
jurisdictions to make their own judgments as to whether entities should present a management
commentary.

For entities that choose to apply the RPG, the existence of this guidance will enhance comparability
between entities, and consistency over time. Voluntary guidance also allows for more flexibility
than a standard which will help entities in jurisdictions where there are existing requirements for
narrative reporting that differ significantly from the guidance in the RPG.

Developing ED 47 into a voluntary RPG would also mean that there is consistency between the
types of pronouncements that are issued by the IPSASB. Voluntary guidance, such as an RPG, is
issued for reports outside the financial statements and pronouncements relating to financial
statements are standards (IPSASs). This would help readers of the IPSASB Handbook to
differentiate between different types of pronouncements.

Matter(s) for Consideration
2.

The IPSASB is asked to confirm its tentative decision to continue to develop ED 47 into an
authoritative standard.

If the IPSASB decides that ED 47 should not be developed into an authoritative standard, what
sort of pronouncement does it support? Options include:

(& Use an approach similar to IPSAS 22, i.e., required to be applied where the entity elects to
present financial statement discussion and analysis;

(b)  Use an approach similar to IPSAS 24, i.e., required to be applied where the where entity is
required or elects to present financial statement discussion and analysis; or

(c) Voluntary RPG.

Agenda Item 5.1
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Similarities with the IASB’s Practice Statement, Management Commentary

40. At the commencement of this project the IPSASB considered, under its Criteria for Modifying IASB
Documents, whether to develop guidance that was converged with Management Commentary, the
IFRS Practice Statement. The IPSASB did not consider this approach to be appropriate. However,
given the similarity of subject matter there are some paragraphs in the draft IPSAS which are based
on Management Commentary. These paragraphs occur in instances where the needs of users of
the financial statement discussion and analysis for public sector entities do not differ from the
needs of users of management commentary for for-profit entities.

41. There are approximately eight paragraphs in the draft IPSAS that are very similar in part or whole
to those in Management Commentary although there are terminology changes to ensure the
wording is appropriate in the public sector context. The relevant paragraphs are set out in Table 3.

Table 3: Summary of Similar Paragraphs between the draft IPSAS and Management Commentary

Paragraph in | Paragraph in | Topic
Draft IPSAS | Management
Commentary

5A 4 The guidance does not specify the level of assurance to which it should
be subjected.

10 23(a) The content of the guidance should be consistent with the financial
statements.

17 22 The form and content of the report will vary dependent upon the nature
of the entity and the regulatory environment in which it operates.

18 26 A description of the entity and the environment in which it operates
helps users to understand the entity.

19 27 The entity discusses its objectives and strategies.

20 28 The entity discusses significant changes in its objectives and strategies
from the previous period.

22 40 Where non-IPSAS indicators are used an entity needs to disclose and
explain how they differ from IPSAS measures and why they are
relevant.

26B 31 The entity discloses its principal risk exposures and information relating
to these exposures.

42. Because the draft IPSAS includes extracts based upon Management Commentary, when the
guidance is finalized it will include an acknowledgement box relating to the copyright of text from
Management Commentary. This is consistent with other IPSASs that are adapted from, or contain
extracts of, material from IASB publications.
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Assurance Issues

43.

44,

45,

46.

47.

Several respondents noted problems with asserting compliance with IPSASs applicable to the
financial statements if they did not follow the proposed requirements in ED 47. At its September
meeting, some members indicated that in their jurisdiction the audit community had indicated they
would have difficulty in auditing an entity’s financial statement discussion and analysis based on the
imprecise requirements in ED 47.

Staff is proposing to insert a paragraph which clearly states that the draft IPSAS does not provide
guidance on the level of assurance (if any) to which financial statement discussion and analysis
should be subjected. Staff has placed this paragraph in the “Scope” section of the draft IPSAS so
that it has high visibility.

In the meantime, there have been other developments on the assurance issue. The International
Auditing and Assurance Standards Board (IAASB) has an IAASB—-IASB Liaison working group that
helps the IAASB monitor the development of IASB projects to identify financial reporting
developments that may affect the pronouncements of the IAASB or create a need for new auditing
pronouncements. The IPSASB staff are now working with the IAASB staff to consider how this
existing working group could be expanded to take on a similar role for the IPSASB. On that basis it
is intended that the draft IPSAS will be sent to the working group for review.

This issue of assurance has also been raised by respondents to ED 46, Reporting on the Long-
Term Sustainability of an Entity’s Finances and it is intended that this draft guidance will also be
reviewed by the IAASB’s working group. It is anticipated that on an ongoing basis the terms of
reference of the working group will be modified to add liaison with the IPSASB or that a separate
IAASB—IPSASB Liaison working group will be established to address such assurance issues.

Staff expects that the results of the review will be available before the March 2013 meeting and
therefore any implications on the draft IPSAS will be considered at that meeting.

Agenda Item 5.1
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Appendix: Proposed Changes from ED 47 to Draft IPSAS XX, Financial Statement
Discussion and Analysis

The table below lists the paragraphs in ED 47 and indicates the proposed changes.

Paragraph Comment
Objective
1 The wording in ED 47 is based on IPSAS 1.1. The proposed changes are to make the
objective paragraph more concise and are based on paragraph 1 of IPSAS 18,
Segment Reporting, which staff considers is closer in nature to this draft IPSAS as it
deals with disclosures.
Scope
2 First sentence: Amended text to be consistent with standard text for scope paragraph
and is based on IPSAS 18 because that standard is also about the presentation of
information.
Second sentence: Amended text to be consistent with the text in draft RPG 1,
Reporting on the Long-Term Sustainability of an Entity’s Finances.
2A Inserted to address concerns that FSDA will be considered to be part of the financial
statements so this paragraph explicitly states that FSDA is not a component of the
financial statements.
3 Moved to paragraph 5C.
4 No change. Standard GBE paragraph.
5 No change. Standard GBE paragraph.
5A Inserted to be explicit that this standard does not mandate the level of assurance to

which FSDA should be subjected.

Identification of Financial Statement Discussion and Analysis

This section has been moved up—was heading above paragraphs 11 and 12.

5B

Was paragraph 11. Based on IPSAS 1.61.

5C

Was paragraph 3. Based on IPSAS 1.62. First sentence: Amended so that FSDA is
issued “at the same time as” the financial statements because “in conjunction with”
does not necessarily mean at the same time. Second sentence inserted to explain that
FSDA may be a separate report or part of another report to cover the situation where
the auditing requirement is tied to the contents of a certain report rather than specifying
the financial statements. In this situation financial statement and analysis would be a
separate report.

5D

Was paragraph 12. Based on IPSAS 1.62.
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Paragraph Comment

RegquirementforFinancial-Statement Diseussion-and-Analysis Reporting Period

Amended heading to be consistent with the content of paragraphs 6 and 7. It is also consistent with the
heading above IPSAS 1.66.

6 First sentence: Inserted to be explicit that an FSDA is presented annually and for the
same reporting period as that used for the financial statements. Based on IPSAS 1.66.
Second sentence: Editorial change.

7 Second sentence: Deleted as it is not relevant. Last sentence: Editorial changes.
Definition
8 Editorial change.

Deleted because related paragraph has been moved.

9 Moved to paragraph 9C.

Key Principles of Financial Statement Discussion and Analysis

Inserted so that there is a section on key principles of FSDA.

9A Inserted so that the draft IPSAS explicitly states what FSDA should do. Based on the
definition of FSDA.

9B Was first sentence of paragraph 16.

9C Was paragraph 9. Amended to refer to the QCs of financial reporting rather than the

QCs in Appendix A of IPSAS 1 on the basis that the final paragraphs of Phase 1 of the
Conceptual Framework will be approved at the December 2012 meeting and Appendix
A of IPSAS 1 withdrawn.

9D Inserted to explain the QCs and where further information can be found.
9E Inserted to explain that only material items should be included in the FSDA. Based on
IPSAS 1.47.

Structure-and Content of Financial Statement Discussion and Analysis

10 Editorial change.

10A Inserted so that the same presentation is retained from one period to the next. Based
on IPSAS 1.42.

10B Inserted to explain that presentation may be changed provides information more

relevant to users. Based on IPSAS 1.44.
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Paragraph

Comment

fication of Fi : : : s

This section has been moved up.

11

Moved to paragraph 5B.

12

Moved to paragraph 5D.

Compliance with this IPSAS

13 No change. Based on IPSAS 1.28.
13A Inserted to address concerns that asserting compliance with IPSASs applicable to the
financial statements will be problematic where an entity cannot also assert compliance
with this IPSAS.
14 Editorial change.
Minimum-Reguired-Content

Deleted the “minimum required” because an entity need not disclose a specific disclosure requirement in
IPSASs if it is satisfied that the information is not material—IPSAS 1.47.

15 Deleted the “at a minimum” for the same reason given above for the heading.
16 First sentence: Moved to paragraph 9B.
Second and third sentences: Moved to paragraph 17A.
17 Editorial changes.
17A Based on second and third sentences of paragraph 16.

Overview of the Entity’s Operations and Environment

Amended heading to be more specific.

17B Inserted to require disclosure of an overview of the entity’s operations and the
environment in which it operates.
18 Editorial changes.

Amended (c) by adding reference to relationships that could significantly affect
financial performance and position.

Information about the Entity’s Financial Objectives and Strategies

Added “financial” to heading to limit scope so that this standard does not go into service performance

reporting.
18A Inserted to require disclosure an entity’s financial objectives and strategies.
19 Amended to specify that a time period should be disclosed for the measurement of

financial objectives.
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Paragraph

Comment

20

Editorial changes to remove “should”.

Analysis of the Entity’s Financial Statements

20A

Inserted to require disclosure of a description of the entity’s financial performance for
the period and the significant events and transactions that affected it.

21

First sentence: Editorial changes. Added a new second sentence to remind readers
that judgment will be required in determining the significant events and transactions
that occurred during the reporting period. Existing second sentence: Deleted because
users are assumed to have reasonable knowledge of accounting. Third sentence:
Deleted because these disclosures are required by IPSAS 14, Events after the
Reporting Date, and IPSAS 19, Provisions, Contingent Liabilities and Contingent
Assets.

22

Inserted new first sentence to require disclosure where an entity has adjusted
information included in the financial statements. Rest of paragraph: Editorial changes.

23

Changed “should” to “shall” and changed the paragraph to bold text so that
comparatives are required when they are relevant to understanding the current
period’s financial statements.

24

Third sentence: Deleted because its meaning is not clear in the context of the first two
sentences. Deleted last sentence as it is similar to the third sentence.

25

Deleted because it does not add anything to the standard.

26

Moved to paragraph 26A. Inserted new text to explain what an entity should do if it
applies IPSAS 24, Presentation of Budget Information in Financial Statements.

26A

Was paragraph 26. Amended to clarify that where an entity does not apply IPSAS 24,
it is encouraged to make disclosures about its actual results compared with its
approved budget. Deleted (b) so that this standard is consistent with IPSAS 24
because IPSAS 24 does not require this information.

Risks and Unce

rtainties

26B Inserted to require disclosure of an entity’s principal risk exposures, changes in those
risks, its strategies for bearing or mitigating those risks, any underlying assumptions
and the effectiveness of its risk management strategy.

27 Deleted second and third sentences and last sentence as now included in
paragraph 26B. Added “and is neutral” to fourth sentence so that paragraph 30 can be
deleted.

28 Added “and environmental issues” to first sentence so that paragraph 30 can be
deleted.

29 Editorial changes.
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Paragraph Comment

30 Deleted because IPSAS 14 requires these disclosures. Also reference to
environmental issues has been moved to paragraph 28 and requiring the information
presented to be neutral has been moved to paragraph 27.

31 No change.

32 Editorial change.

Transition
33 No change.
34 Amended because comparative information is required by paragraph 23.

Effective Date

35 Editorial change. Standard effective date paragraph.
36 No change. Standard effective date paragraph.
Appendix A: Amendments to Other IPSASs

IPSAS 1 e Amended paragraph 24A so that when an entity elects to explain in FSDA material
differences between the budgeted and actual amounts it applies the guidance in
IPSAS 24 rather than the guidance in this draft IPSAS in order to ensure
consistency between the IPSAS 24 disclosures in the financial statements and the
related disclosures in FSDA.

e Added paragraph 28A to explicitly state that compliance with IPSASs applicable to
the financial statements does not mean that the entity also has to comply with the
FSDA IPSAS.

IPSAS 24 e Amended paragraph 14(c) to be FSDA is issued “at the same time as” the financial
statements because “in conjunction with” does not necessarily mean at the same
time.

e Amended paragraph 19 for the same reason as given for IPSAS 1 paragraph 24A.

e Added paragraph 30 for amendments to remove reference to “management
discussion and analysis”.

e Added Basis for Conclusions paragraphs BC4 and BC12 for amendments to
remove reference to “management discussion and analysis”.

IPSAS 30 e Added IPSAS 30 because paragraph AG6 needs to be amended to remove

reference to “management commentary”.
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DRAFT IPSAS XX—FINANCIAL STATEMENT DISCUSSION AND
ANALYSIS

MARKED-UP VERSION

Objective
1. The objective of this Standard is to preseribe-the-mannerin-which-establish principles for preparing

nd Qresentmg f|nanC|aI statement discussion and anaIyS|s—sheu4d—be—p4tepa¥ed—and—p¥eseH%ed IFe

#m@%ema%d&emﬂ—%&%smmm&weummﬁnanmal statement

discussion and analysis will assist users to understand the financial statements.

Scope

2. An entity that prepares and presents generalpurpose—financial statements {(“financial
statements™)—under the accrual basis of accounting in—accordance—with—PSAS—1;

Presentation-of Financial-Statementsshall apply this Standard when preparing prepare-and
present—its financial statement discussion and analysis. The reporting boundary for
fFinancial statement discussion and analysis shall be prepared-ferthe same reporting-entity
as that prepares—and-presents-used for the financial statements-underthe-accrual-basisof
accounting.

2A. Financial statement discussion and analysis is not a component of the financial statements.
IPSAS 1, Presentation of Financial Statements, sets out the requirements for the composition of
financial statements.

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

5. The Preface to International Public Sector Accounting Standards issued by the IPSASB explains
that Government Business Enterprises (GBESs) apply IFRSs issued by the IASB. GBEs are defined
in IPSAS 1.

5A. This Standard does not mandate the level of assurance (if any) to which financial statement
discussion and analysis should be subjected.

Identification of Financial Statement Discussion and Analysis

5B. as paragraph 11] Financial ment di ion_an nalysi hall j i learl
identified, an istinguished from the financial ments and from other information in the
same published document,

5C. as paragraph 3] This Standard applies only to financial statement discussion and analysis. It
does not apply to other information included in public documents issued i i i ith-at the
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same time as the financial statements. Financial statement discussion and analysis may be
published as a separate report, or as part of the report that includes the financial statements or as
part of another report.

5D. as paragraph 12] Separate identification of financial statement discussion and analysis enables
users to distinguish:

Financial statements prepared and presented under the accrual basis of accountin
accordance with IPSASs applicable to the financial statements;

{a)(b) Financial statement discussion and analysis prepared in accordance with this Standard; and

(c)  Other information presented in an annual report or other document that may be useful to
users but is not the subject of requirements in IPSASSs.

Reguirement-for-Financial-Statement Discussion-and-AnalysisReporting Period

6. Financial statement discussion and analysis shall be presented at least annually and shall
use the same reporting period as that used for the financial statements. An entity shall issue
the financial statement discussion and analysis at the same time as its when-it-issues
financial statements.

7. IPSAS 1 requires financial statements to be prepared at least annually. Seme-entities-may-prepare
condensed-interim-financial-information—This Standard imposes the same requirement for reguires

an-entity-te-issve-financial discussion and analysis-ir-cenjunction-with-the-entity's-annual-finaneial
SLnRTRE,

Definition
8. The following term is used in this Standard with the meaning specified:

Financial statement discussion and analysis is an explanation of the significant items,
transactions, and events presented in an entity’s financial statements and the trends—and
factors that influenced them.

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

litative Cl _

Key Principles of Financial Statement Discussion and Analysis

9A. An entity’s financial statement discussion and analysis shall provide an explanation of the
significant items, transactions, and events presented in the entity’s financial statements and
the factors that influenced them.

9B. as paragraph 16] Financial statement discussion and analysis provides useful-information useful
to users for accountability and decision-making purposes by enabling users’ to gain an insight on
the operations of the entity from the perspective of the entity itself. It also provides the opportunity
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to reflect the entity’s interpretation of significant events and transactions affecting the financial
performance and position of the entity. Therefore, financial statement discussion and analysis
complements and supplements the information in the financial statements.

9D. The qualitative characteristics of financial reporting are relevance, faithful representation,
understandability, timeliness, comparability, and verifiability. See Phase 1 of the Conceptual
Framework for further details.

9E. Financial statement discussion and analysis includes only information that is material.

Strueture-and-Content of Financial Statement Discussion and Analysis

10. The content of fRinancial statement discussion and analysis shall be consistent with the
financial statements, and based on currently-known facts and supportable assumptions.

10A. The presentation of information in financial statement discussion and analysis shall be
retained from _one period until the next unless another presentation would be more
appropriate.

10B. An entity changes the presentation of its financial statement discussion and analysis only if the

changed presentation provides information that is more relevant to users, and the revised structure
is likely to continue, so that comparability is not impaired.

Compliance with this IPSAS

13.

13A.

An entity whose financial statement discussion and analysis complies with this IPSAS shall
make an explicit and unreserved statement of such compliance. Financial statement
discussion and analysis shall not be described as complying with this IPSAS unless it
complies with all the requirements of this IPSAS.

An entity can claim compliance with this IPSAS where it has complied with all of the requirements.

This requirement does not mean that an entity also has to comply with IPSASs applicable to the
financial statements because (a) financial statement discussion and analysis is not a component of
the financial statements listed in paragraph 21 of IPSAS 1 and (b) compliance with IPSASs
applicable to the financial statements is dealt with in IPSAS 1.
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In some jurisdictions, preparation and presentation of financial statement discussion and analysis is
a_reguired—by—legislative_or; regulatory_requirement, or required by other externally-imposed
regulations. Entities are encouraged to disclose information about compliance with those
requirements.

Mintmum-Reguired-Content

15.

16.

17.

17A.

To the extent it supplements and does not replicate information in the financial statements,
financial statement discussion and analysis shall includeata-minimum:

(& An overview of the entity’s operations and environment;

(b) Information about the entity’s financial objectives and strategies;
(c) An analysis of the entity’s financial statements, including variances and trends; and

(d) Information about the entity’s risks and uncertainties, including its risk management
strategy.

- [Moved to paragraph 17A.]

Although—the—specific—information—contained—in—The form and content of an entity’s financial

statement discussion and analysis will vary depending on the facts—and-circumstances-specific-to
nature of the entity_and the requlatory environment in which it operates;certain-essential-elements

[Based on paragraph 16] When information is required to be included in the financial statements by

relevant IPSASs, the financial statement discussion and analysis does not merely repeat what is in
the financial statements, but analyzes and explains how items affect the entity’s financial
performance and position. The financial statement discussion and analysis includes cross-
references to the financial statements where appropriate to avoid duplication of information.

Overview of the Entity’s Operations and Environment

17B.

An_entity shall provide an overview of its operations and the environment in which it

18.

operates.

An overview of the entity helps users to understand the entity’s operations and how the
environment in which it operates affects itsan-entity’s financial statements. This information is the
starting point in assisting users’ understanding of an entity’s financial statements. Information
provided about an entity’s operations in financial statement discussion and analysis may include
current information, and changes from the prior year, about:

(@ The entity’s mission and vision;

(b)  The entity’s governance (e.qg., legislative or regulatory structure, management structure);
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(c) The entity’s relationships with other entities_with a focus on relationships that could
significantly affect the entity’s financial performance and position (e.g., funding
arrangements);

(d) External trends, events and developments in the legal, regulatory, social, political, and
macro-economic environment specific to the entity, which have or may have a material
significant impact on the entity’s financial position and financial performance (e.g., the impact
of a regional or international financial crisis on employment, the tax base, or interest rates-in

thejurisdiction); and

(e) The entity’s main operations, including service delivery methods (e.g., outsourcing, service
concession arrangements) and significant changes in them.

Information about the Entity’s Financial Objectives and Strategies

18A. An entity shall disclose its financial objectives and strategies.

19.

20.

Financial statement discussion and analysis sheuld-discusses the entity’s financial objectives and
strategies in a way that enables users of the financial statements to understand the entity’s
priorities and to identify the resources that must be managed to achieve its-these objectives_and
strategies. Financial statement discussion and analysis sheuld-also explains how the achievement
of the entity’s financial objectives (e.g., debt reduction strategy) will be measured_and over what
time period the achievement will be measured.

Financial statement discussion and analysis sheuld-discusses significant changes in an entity’s
financial objectives and strategies from the previous period or periods.

Analysis of the Entity’s Financial Statements

20A. An entity shall provide a description of its financial performance for the period and the

21.

22,

significant events and transactions that have affected it.

Financial statement discussion and analysis sheuld-describes the significant events and activities
transactions that have affected the financial statements, without simply reiterating the information
presented in these—the financial statements. Judgment is required in the identification of the
significant events and transactions. A-brief-discussion-of-the purpose-of —and-informationprovided

If information from the financial statements has been adjusted for inclusion in financial statement

discussion and analysis, that fact is disclosed. If financial performance measures that are not
required or defined by IPSASs are included within financial statement discussion and analysis,
those measures should-be-are defined and explained, including an explanation of the relevance of
the measure to users. When financial performance measures are derived or drawn from the
financial statements, those measures should—be-are reconciled to measures presented in the
financial statements that have been prepared in accordance with IPSASs. In addition, narrative
explanations of such illustrations sheuld-be-are provided if necessary to aceurately-and-completely
present-faithfully represent the information.
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Comparative information sheuld-shall be included in financial statement discussion and
analysis when it is relevant to an understanding of the current period’s financial statements.

Financial statements can have a predictive or prospective role. This Standard does not require the
entity to disclose forward-looking information, such as forecasts or projections. However—financial

3

When an entity is required or elects to make their approved budgets(s) publicly available,
IPSAS 24, Presentation of Budget Information in Financial Statements requires a comparison of
budget and actual amounts in the financial statements. IPSAS 24 also requires an explanation of
material differences between the budgeted and actual amounts and permits an entity to disclose
this information either in the notes to the financial statements or in financial statement discussion
and analysis. When an entity elects to include this information in its financial statement discussion
and analysis, it applies the guidance in IPSAS 24 to these disclosures.

When an entity does not make its approved budget publicly available it is encouraged to include

information in its Fo-the-extentsuch-informationis-not-included-inthefinancial-statements—financial
statement discussion and analysis sheuld—include—information—about significant positive and
negative variances between:—{a} actual results and the approved budget.;-and

Risks and Uncertainties

(b) Changes in those risks since the last reporting date;

(c) lts strategies for bearing or mitigating those risks;

{a&)(e) The effectiveness of its risk management strateqy.

26B. An entity shall disclose:

(a) lts principal risk exposures;

(d)  Any underlying assumptions; and
27.

Information about the entity’s risks and uncertainties helps users to evaluate the impact of risks in
the current period (e.g., contingent liabilities disclosed in the financial statements) as well as
expected outcomes. Information-provided-may-include-its-main-exposures-to-risk-and-changes-in

risk-management-strategies—This information is H-is-hoted;—however-that-these-reed-to-be-fact-
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29.

30.

31.

32.
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based, and-takes into account currently-known conditions_and is neutral. lr-addition,—underlying
Information about the entity’s risks and uncertainties may include a discussion of such matters as a

summary of the entity’s investment policy, insurance coverage and other means of managing its

risks, insurance—coverage,—and—other controls intended to safeguard the entity’s assets_and
environmental issues. It may also include the relevant legislation, regulation or body that sets the

risk management policies for the entity-(e-g—w

A discussion of how the entity’s manages its risks helps users obtain a eemplete—picture-faithful
representation _of the entity’s exposure to risks that directly affect financial statement items—and
diselosures, which allows them to evaluate the entity’s financial position and financial performance.
Such disclosure may include the entity’s decision to “self-insure”, or to mitigate risk by transferring
or sharing it, or through insurance.

A discussion of the risks the entity faces also provides relevant information to users about exposure
or vulnerability to concentrations of risks such as significant loans to particular regions or industries,
or dependence on a particular source of revenue.

Risks and uncertainties may have a pervasive effect on the financial statements, therefore
information pertaining-relating to risks and uncertainties may be reported separately, or in relevant
sections throughout the financial statement discussion and analysis.

Transition

33.

34.

All provisions of this Standard shall be applied from the date of first adoption of this
Standard.

An entity that has applied the transitional provision in IPSAS 1 to present only current
period information in the financial statements to which accrual accounting is first adopted in
accordance with IPSASs is permitted to omit the comparative information deseribed—in
required by paragraph 23 from its financial statement discussion and analysis for that
period.

Effective Date

35.

An entity shall apply this Standard to financial statement discussion and analysis that
relates-to-annual-financial-statements-covering periods beginning on or after 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 and apply IPSAS 1, and—IPSAS 24;
Presentation—of Budget—Information—in—Financial—Statements and IPSAS 30, Financial

Instruments: Disclosures at the same time.
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36. When an entity adopts the accrual basis of accounting as defined by IPSASs for financial reporting
purposes subsequent to this effective date, this Standard applies to the entity’s financial statement
discussion and analysis covering periods beginning on or after the date of adoption.
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Appendix A

Amendments to Other IPSASs

IPSAS 1, Presentation of Financial Statements

A new paragraph is inserted after paragraph 21 as follows:

Components of Financial Statements

21.

21A.

A complete set of financial statements comprises:
(a) A statement of financial position;

(b) A statement of financial performance;

(c) A statement of changes in net assets/equity;
(d) A cash flow statement;

(e) When the entity makes publicly available its approved budget, a comparison of budget
and actual amounts either as a separate additional financial statement or as a budget
column in the financial statements; and

)] Notes, comprising a summary of significant accounting policies and other explanatory
notes.

Financial statement discussion and analysis is not a component of the financial statements.

IPSAS XX (ED 47), Financial Statement Discussion and Analysis requires financial statement
discussion and analysis to be issued at the same time as its financial statements.

A new paragraph is inserted after paragraph 24 as follows:

24,

Public sector entities are typically subject to budgetary limits in the form of appropriations or budget

authorizations (or equivalent), which may be given effect through authorizing legislation. General

purpose financial reporting by public sector entities may provide information on whether resources
were obtained and used in accordance with the legally adopted budget. Entities that make publicly

available their approved budget(s) are required to comply with the requirements of IPSAS 24,

Presentation of Budget Information in Financial Statements. For other entities, where the financial

statements and the budget are on the same basis of accounting, this Standard encourages the

inclusion in the financial statements of a comparison with the budgeted amounts for the reporting
period. Reporting against budget(s) for these entities may be presented in various different ways,
including:

. The use of a columnar format for the financial statements, with separate columns for
budgeted amounts and actual amounts. A column showing any variances from the budget or
appropriation may also be presented for completeness; and

. Disclosure that the budgeted amounts have not been exceeded. If any budgeted amounts or
appropriations have been exceeded, or expenses incurred without appropriation or other
form of authority, then details may be disclosed by way of footnote to the relevant item in the
financial statements.
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24A. When an entity elects, under IPSAS 24, to explain, in financial statement discussion and analysis

rather than by way of note disclosure, material differences between the budgeted and actual
amounts identified in paragraph 24, it applies the quidance in IPSAS 24.

Paragraphs 27 and 28 are amended as follows:

Overall Considerations

Fair Presentation and Compliance with IPSASs

27.

28.

28A.

Financial statements shall present fairly the financial position, financial performance, and
cash flows of an entity. Fair presentation of the financial statements requires the faithful
representation of the effects of transactions, other events, and conditions in accordance
with the definitions and recognition criteria for assets, liabilities, revenue, and expenses set
out in IPSASs applicable to the financial statements. The application of these IPSASs, with
additional disclosures when necessary, is presumed to result in financial statements that
achieve a fair presentation.

An entity whose financial statements comply with IPSASs applicable to the financial
statements shall make an explicit and unreserved statement of such compliance in the
notes. Financial statements shall not be described as complying with IPSASs unless they
comply with all the requirements of those IPSASs.

An _entity can claim compliance with IPSASs applicable to the financial statements where it has

complied with all of the requirements. This requirement does not mean that an entity also has to
comply with IPSAS XX (ED 47) because (a) financial statement discussion and analysis is not a
component of the financial statements listed in paragraph 21 and (b) compliance with IPSAS XX
(ED 47) is dealt with in that IPSAS.

Paragraph 62 is amended as follows:

Identification of the Financial Statements

62.

IPSASs apply to financial statements and financial statement discussion and analysis, and not to
other information presented in an annual report or other document. Therefore, it is important that
users can distinguish information that is prepared using IPSASs from other information that may be
useful to users but is not the subject of those requirements.

A new paragraph is inserted after paragraph 153D as follows:

Effective Date

153E. Paragraphs 21A, 24A and 28A were inserted and paragraphs 27, 28 and 62 were amended by

IPSAS XX (ED 47) issued in Month 201X. An entity shall apply those amendments for annual
financial statements covering periods beginning on_or_after Month DD, 201X. Earlier
application is encouraged. If an entity applies the amendments for a period beginning before
Month DD, 201X, it shall disclose that fact and at the same time apply IPSAS XX (ED 47), the
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amendments to paragraphs 14, 19, 30 and 54A of IPSAS 24 and the amendments to
paragraphs AG6 and 52A of IPSAS 30.

IPSAS 24, Presentation of Budget Information in Financial Statements

Paragraph 14 is amended as follows:

Presentation of a Comparison of Budget and Actual Amounts

14,

Subject to the requirements of paragraph 21, an entity shall present a comparison of the
budget amounts for which it is held publicly accountable and actual amounts, either as a
separate additional financial statement or as additional budget columns in the financial
statements currently presented in accordance with IPSASs. The comparison of budget and
actual amounts shall present separately for 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 differences between the budget
for which the entity is held publicly accountable and actual amounts, unless such
explanation is included in the financial statement discussion and analysis issued i
conjunction-with at the same time as the financial statements, and a cross reference to
those documents is made in the notes.

Paragraph 19 is amended as follows:

19.

Management |IPSAS XX (ED 47), Financial Statement Discussion and Analysis requires
presentation of a financial statement discussion and analysis—eperations—review,—or-other-public
reperts that provides commentary on the performance and achievements of the entity during the
reporting period;. It can include ineluding explanations of any material differences from budget
amounts;. issued-in-conjunction-with-the financial-statements- In accordance with paragraph 14(c)
of this Standard, explanation of material differences between actual and budget amounts will be
included in notes to the financial statements, unless (a) included in the financial statement

discussion and analysis er-otherpublicreports-or-documents issued in-conjunction-with at the same

time as the financial statements, and (b) the notes to the financial statements explain that this

analysis identify-thereports—or-documents-in-which-the-explanation-can be found in the financial

statement discussion and analysis. When an entity presents the actual-to-budget comparison in
financial statement discussion and analysis, it applies the guidance in this Standard.

Paragraph 30 is amended as follows:

Changes from Original to Final Budget

30.

The final budget includes all changes approved by legislative actions or other designated authority
to revise the original budget. Consistent with the requirements of this Standard, a public sector
entity will include in the notes to the flnanC|aI statements or in its financial statement dlscussmn and
analysis 3 v
statements.-an explanation of changes between the original and final budget. That explanation will
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include whether, for example, changes arise as a consequence of reallocations within the original
budget parameters or as a consequence of other factors, such as changes in the overall budget
parameters, including changes in government policy. Such—disclosures—are—often—made—in—a

not-aspart-of-the financial-statements. Such disclosures may also be included in budget out-turn
reports issued by governments to report on budget execution. Where disclosures are made in
separate reports rather than in the financial statements, the notes to the financial statements will
include a cross reference to the report.

A new paragraph is inserted after paragraph 54 as follows:

Effective Date

54A.

Paragraphs 14, 19 and 30 were amended by IPSAS XX (ED 47) issued in Month 201X. An

entity_shall apply those amendments for _annual financial statements covering periods
beqginning on or after Month DD, 201X. Earlier application is encouraged. If an entity applies
the amendments for a period beginning before Month DD, 201X, it shall disclose that fact
and at the same time apply IPSAS XX (ED 47), the amendments to paragraphs 21A, 24A, 28A,
27, 28, 62 and 153E of IPSAS 1 and the amendments to paragraphs AG6 and 52A of
IPSAS 30.

Basis for Conclusions

Parag
BCA4.

BC12.

raphs BC4 and BC12 are amended as follows:

Many governments and government entities that make publicly available their approved
budget(s) already report actual against budgeted amounts in their financial statements. They
also include an explanation of material differences between actual and budget (a) in notes to
their financial statements, or (b) in financial statement discussion and analysis issued at the
same time as their financial statements management-discussion—and—analysis—orsimilar
reports, or (c) in budget out-turn or similar reports issued in conjunction with their financial
statements. For these governments and government entities, comparisons of budget and
actual amounts are generally made at the levels of oversight approved by the legislature or
similar authority, and explanations of material differences are made where budgetary
authority is exceeded. The IPSASB is of the view that this practice is appropriate, and has
issued this Standard to reinforce the practice, and to require that it be adopted by all entities
that make publicly available their approved budgets.

This Standard requires an explanation of material differences (whether positive or negative)
between actual and budget amounts to be made by way of note disclosure in the financial
statements, unless such explanation is included in other publicly available documents issued
in conjunction with the financial statements. The IPSASB is of the view that disclosure of this
information will enhance the transparency of financial statements, and strengthen the
accountability of entities that make their budgets publicly available. The explanation of such
differences may be included in financial statement discussion and analysis issued at the

same time as the financial statements, or a-management-discussion-and-analysis,operations
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review; budget out-turn; or similar report issued in conjunction with the financial statements.
The IPSASB is of the view that where explanation is included in such reports, and notes to
the financial statements direct readers to those reports, it is not necessary to repeat that
explanation in the financial statements.

IPSAS 30, Financial Instruments: Disclosures

Paragraph AG6 is amended as follows:

Nature and Extent of Risks Arising from Financial Instruments (paragraphs 38-49)

AG6. The disclosures required by paragraphs 38—49 shall be either given in the financial statements or
incorporated by cross-reference from the financial statements to some other statement, such as
financial statement discussion and analysis a—management—commentary—or risk report, that is
available to users of the financial statements on the same terms as the financial statements and at
the same time. Without the information incorporated by cross-reference, the financial statements
are incomplete.

A new paragraph is inserted after paragraph 52 as follows:

Effective Date

52A. Paragraph AG6 was amended by IPSAS XX (ED 47) issued in Month 201X. An entity shall
apply that amendment for_annual financial statements covering periods beginning on or
after Month DD, 201X. Earlier application is encouraged. If an entity applies the amendments
for a period beginning before Month DD, 201X, it shall disclose that fact and at the same
time apply IPSAS XX (ED 47), the amendments to paragraphs 21A, 24A, 28A, 27, 28, 62 and
153E of IPSAS 1 and the amendments to paragraphs 14, 19, 30 and 54A of IPSAS 24.
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Implementation Guidance

This guidance accompanies, but is not part of, IPSAS XX (ED 47).

IG1.

[Was paragraph immediately below Section B heading] This Implementation Guidance
suggests possible ways to apply some of the disclosure requirements in IPSAS XX [ED 47].

The guidance does not create additional requirements. ireludes—guidance-on-how-an-entity

Property, Plant, and Equipment

1G2.

IG3.

[Was paragraph B.IG10] Fhe—information reguired—to—which may promote a better
understanding of an entity’s property, plant, and equipment explains-builds on the information
in the financial statements. Reporting on the physical condition of property, plant, and
equipment assists users when assessing:

(a)
(b)  The trends in the physical condition;

(c) The adequacy of existing maintenance, replacement and renewal funding; and

(d) The extent of current and future revenues needed to maintain, renew, and replace
property, plant, and equipment.

[Was paragraph B.IG3] Financial statement discussion and analysis may include the
following information pertaining-relating to an entity’s property, plant, and equipment:

(&8 An analysis of required maintenance, including future expenditure requirements for
maintenance-and-replacement, to allow users to make informed decisions regarding
the ability of the capital assets to sustain and provide services in the future;

(@)

(b)

(©)

Use of Ratios or Indicators

1G4.

[New paragraph] Financial statement discussion and analysis may include ratios or indicators
to assist users’ understanding of financial statement items. Some examples are:

(a) [Based on paragraph B.IG16(d)] An analysis of the change in revenues by major
source may be useful in explaining how the entity’s operations have changed over the
reporting period;
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(b)  [Based on paragraph B.IG16(b)(i)] Revenues received from other levels of government
or international entities may be useful in explaining the level of dependence the entity
has on particular sources of revenues;

(c) [Based on paragraph B.IG12(c)] The percentage of finance expenses to total revenues
may be useful in explaining the magnitude of servicing existing debt;

(d)  [Based on paragraph B.IG12(c)] The percentage of financial liabilities to total liabilities
may be useful in explaining the magnitude of the entity’s debt level; and

(e) [Based on paragraph B.IG16(c)] The percentage of total assets of GBESs to total assets
of the economic _entity may be relevant where restrictions are placed on the use of a
GBESs assets.

Variances and Trends

IG5.

IG6.

IG7.

[Was paragraph C.IG1] Paragraph 15(c) requires financial statement discussion and analysis

to include information about the entity’s financial statements, including variances and trends.

[Was paragraph C.IG4] Financial statement discussion and analysis may include an analysis
of trends in an entity’s financial position and financial performance that prevides-information
that—is useful to users’ because it includes reporting periods earlier than the periods
presented in the financial statementsbeyond-the-date—of thefinancial-statement-discussion
and-analysis. For example:

(a) Analy : a hange

(b) Analysis of changes in revenues by major source may indicate trends and

dependencies on specific revenue sources—{e-g——goeverament-business—enterprises

(c) Analysis of changes in expenses may demonstrate the entity’s allocation and use of

resources, provide—insight—into—the—cost—of programs—and-services.—and assist in

evaluating the cost of borrowing to finance spending.

Other changes may affect the trend analysis. For example, when an entity restructures its
operations or chooses an alternative method of service delivery, this may affect certain
trends. In cases where such changes have significantly affected a trend, the financial
statement discussion and analysis should describe the reasons for the changes in the trend
to assist users in understanding and assessing the financial effect of those changes.

Implementation Guidance Paragraphs that are Proposed to be Deleted

IG1.
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1G2.

(b)

(b) Relevance;

A.IG2.

A.IG3.
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A.IG6.

A.IG7.

A.IGS8.

A.IG9.

A.IG10.

A.IG11.

A.IG12.

A.IG13.

Draft IPSAS XX, Financial Statement Discussion and Analysis in Mark-Up
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) i di ina bot! " et . ;
© , isions. itions:
(d) Based-on-verifiable-and-suppoertable-assumptions:
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A.IG20.
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B.IG3.
B.1G4.

B.IG5.

B.IG6.

B.IG7.

(b)  Provisionsforloanlosses:;

(c) hooicoebrobimncnnenoimont
(d) Cempesition-ofinvestments;

(e)
®

(g) Restricted-and-designated-assets-set-aside-forspecificpurpeses-
[Moved to paragraph I1G3]
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B.IG12.

(©)

(d)

Agenda ltem 5.2
Page 20 of 25



Draft IPSAS XX, Financial Statement Discussion and Analysis in Mark-Up
IPSASB Meeting (December 2012)

(b)

(©)
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B.IG21.

(b)

(©)

(d)
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(b)  Litigation;

(d) Serviceconcession-arrangements;and

Section C: Examples of Information about Variances and Trends

C.IG1. [Moved to paragraph IG5]

C.IG4.
C.IG5.
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C.IG6.

C.IG7.

C.IG8.

C.IG9. [Moved to IG7
Hustrative Example

At its September 2012 meeting the IPSASB tentatively agreed not to include an illustrative example and
so it has not been reproduced.
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DRAFT IPSAS XX—FINANCIAL STATEMENT DISCUSSION AND
ANALYSIS

CLEAN VERSION

Objective

1.

The objective of this Standard is to establish principles for preparing and presenting financial
statement discussion and analysis. Financial statement discussion and analysis will assist users to
understand the financial statements.

Scope

2.

2A.

5A.

An entity that prepares and presents financial statements under the accrual basis of
accounting shall apply this Standard when preparing its financial statement discussion and
analysis. The reporting boundary for financial statement discussion and analysis shall be
the same as that used for the financial statements.

Financial statement discussion and analysis is not a component of the financial statements.
IPSAS 1, Presentation of Financial Statements, sets out the requirements for the composition of
financial statements.

[Moved to paragraph 5C]

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

The Preface to International Public Sector Accounting Standards issued by the IPSASB explains
that Government Business Enterprises (GBES) apply IFRSs issued by the IASB. GBEs are defined
in IPSAS 1.

This Standard does not mandate the level of assurance (if any) to which financial statement
discussion and analysis should be subjected.

Identification of Financial Statement Discussion and Analysis

5B.

5C.

5D.

[Was paragraph 11] Financial statement discussion and analysis shall be clearly identified,
and distinguished from the financial statements and from other information in the same
published document.

[Was paragraph 3] This Standard applies only to financial statement discussion and analysis. It
does not apply to other information included in public documents issued at the same time as the
financial statements. Financial statement discussion and analysis may be published as a separate
report, or as part of the report that includes the financial statements or as part of another report.

[Was paragraph 12] Separate identification of financial statement discussion and analysis enables
users to distinguish:

(8) Financial statements prepared and presented under the accrual basis of accounting in
accordance with IPSASs applicable to the financial statements;
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(b) Financial statement discussion and analysis prepared in accordance with this Standard; and

(c) Other information presented in an annual report or other document that may be useful to
users but is not the subject of requirements in IPSASs.

Reporting Period

6. Financial statement discussion and analysis shall be presented at least annually and shall
use the same reporting period as that used for the financial statements. An entity shall issue
the financial statement discussion and analysis at the same time as its financial statements.

7. IPSAS 1 requires financial statements to be prepared at least annually. This Standard imposes the
same requirement for financial discussion and analysis.

Definition

8. The following term is used in this Standard with the meaning specified:
Financial statement discussion and analysis is an explanation of the significant items,
transactions, and events presented in an entity’s financial statements and the factors that
influenced them.
Terms defined in other IPSASs are used in this Standard with the same meaning as in those
Standards, and are reproduced in the Glossary of Defined Terms published separately.

9. [Moved to paragraph 9C]

Key Principles of Financial Statement Discussion and Analysis

9A.

9B.

9C.

9D.

9E.

An entity’s financial statement discussion and analysis shall provide an explanation of the
significant items, transactions, and events presented in the entity’s financial statements and
the factors that influenced them.

[Was paragraph 16] Financial statement discussion and analysis provides information useful to
users for accountability and decision-making purposes by enabling users’ to gain an insight on the
operations of the entity from the perspective of the entity itself. It also provides the opportunity to
reflect the entity’s interpretation of significant events and transactions affecting the financial
performance and position of the entity. Therefore, financial statement discussion and analysis
complements and supplements the information in the financial statements.

[Was paragraph 9] Financial statement discussion and analysis shall include information that
possesses the qualitative characteristics of financial reporting.

The qualitative characteristics of financial reporting are relevance, faithful representation,
understandability, timeliness, comparability, and verifiability. See Phase 1 of the Conceptual
Framework for further details.

Financial statement discussion and analysis includes only information that is material.

Content of Financial Statement Discussion and Analysis

10.

The content of financial statement discussion and analysis shall be consistent with the
financial statements, and based on currently-known facts and supportable assumptions.

Agenda Item 5.3
Page 2 of 8



Draft IPSAS XX, Financial Statement Discussion and Analysis Clean Version
IPSASB Meeting (December 2012)

10A. The presentation of information in financial statement discussion and analysis shall be

10B.

11.
12.

retained from one period until the next unless another presentation would be more
appropriate.

An entity changes the presentation of its financial statement discussion and analysis only if the
changed presentation provides information that is more relevant to users, and the revised structure
is likely to continue, so that comparability is not impaired.

[Moved to paragraph 5B]
[Moved to paragraph 5D]

Compliance with this IPSAS

13.

13A.

14.

An entity whose financial statement discussion and analysis complies with this IPSAS shall
make an explicit and unreserved statement of such compliance. Financial statement
discussion and analysis shall not be described as complying with this IPSAS unless it
complies with all the requirements of this IPSAS.

An entity can claim compliance with this IPSAS where it has complied with all of the requirements.
This requirement does not mean that an entity also has to comply with IPSASs applicable to the
financial statements because (a) financial statement discussion and analysis is hot a component of
the financial statements listed in paragraph 21 of IPSAS 1 and (b) compliance with IPSASs
applicable to the financial statements is dealt with in IPSAS 1.

In some jurisdictions, preparation and presentation of financial statement discussion and analysis is
a legislative or regulatory requirement, or required by other externally-imposed regulations. Entities
are encouraged to disclose information about compliance with those requirements.

Content

15.

16.
17.

17A.

To the extent it supplements and does not replicate information in the financial statements,
financial statement discussion and analysis shall include:

(&8 An overview of the entity’s operations and environment;
(b) Information about the entity’s financial objectives and strategies;
(c) An analysis of the entity’s financial statements, including variances and trends; and

(d) Information about the entity’s risks and uncertainties, including its risk management
strategy.

[Split and moved to paragraphs 9A and 17A]

The form and content of an entity’s financial statement discussion and analysis will vary depending
on the nature of the entity and the regulatory environment in which it operates.

[Based on paragraph 16] When information is required to be included in the financial statements by
relevant IPSASs, the financial statement discussion and analysis does not merely repeat what is in
the financial statements, but analyzes and explains how items affect the entity’s financial
performance and position. The financial statement discussion and analysis includes cross-
references to the financial statements where appropriate to avoid duplication of information.
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Page 3 of 8



Draft IPSAS XX, Financial Statement Discussion and Analysis Clean Version
IPSASB Meeting (December 2012)

Overview of the Entity’s Operations and Environment

17B. An entity shall provide an overview of its operations and the environment in which it

18.

operates.

An overview of the entity helps users to understand the entity’s operations and how the
environment in which it operates affects its financial statements. This information is the starting
point in assisting users’ understanding of an entity’s financial statements. Information provided
about an entity’s operations in financial statement discussion and analysis may include current
information, and changes from the prior year, about:

(@ The entity’s mission and vision;
(b) The entity’s governance (e.g., legislative or regulatory structure, management structure);

(c) The entity’s relationships with other entities with a focus on relationships that could
significantly affect the entity’s financial performance and position (e.g., funding
arrangements);

(d) External trends, events and developments in the legal, regulatory, social, political, and
macro-economic environment specific to the entity, which have or may have a significant
impact on the entity’s financial position and financial performance (e.g., the impact of a
regional or international financial crisis on employment, the tax base, or interest rates); and

(e) The entity’s main operations, including service delivery methods (e.g., outsourcing, service
concession arrangements) and significant changes in them.

Information about the Entity’s Financial Objectives and Strategies

18A. An entity shall disclose its financial objectives and strategies.

19.

20.

Financial statement discussion and analysis discusses the entity’s financial objectives and
strategies in a way that enables users of the financial statements to understand the entity’s
priorities and to identify the resources that must be managed to achieve these objectives and
strategies. Financial statement discussion and analysis also explains how the achievement of the
entity’s financial objectives (e.g., debt reduction strategy) will be measured and over what time
period the achievement will be measured.

Financial statement discussion and analysis discusses significant changes in an entity’s financial
objectives and strategies from the previous period or periods.

Analysis of the Entity’s Financial Statements

20A. An entity shall provide a description of its financial performance for the period and the

21.

22.

significant events and transactions that have affected it.

Financial statement discussion and analysis describes the significant events and transactions that
have affected the financial statements, without simply reiterating the information presented in the
financial statements. Judgment is required in the identification of the significant events and
transactions.

If information from the financial statements has been adjusted for inclusion in financial statement
discussion and analysis, that fact is disclosed. If financial performance measures that are not
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25.
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required or defined by IPSASs are included within financial statement discussion and analysis,
those measures are defined and explained, including an explanation of the relevance of the
measure to users. When financial performance measures are derived or drawn from the financial
statements, those measures are reconciled to measures presented in the financial statements that
have been prepared in accordance with IPSASs. In addition, narrative explanations of such
illustrations are provided if necessary to faithfully represent the information.

Comparative information shall be included in financial statement discussion and analysis
when it is relevant to an understanding of the current period’s financial statements.

Financial statements can have a predictive or prospective role. This Standard does not require the
entity to disclose forward-looking information, such as forecasts or projections.

[Deleted]

When an entity is required or elects to make their approved budgets(s) publicly available,
IPSAS 24, Presentation of Budget Information in Financial Statements requires a comparison of
budget and actual amounts in the financial statements. IPSAS 24 also requires an explanation of
material differences between the budgeted and actual amounts and permits an entity to disclose
this information either in the notes to the financial statements or in financial statement discussion
and analysis. When an entity elects to include this information in its financial statement discussion
and analysis, it applies the guidance in IPSAS 24 to these disclosures.

When an entity does not make its approved budget publicly available it is encouraged to include
information in its financial statement discussion and analysis about significant positive and negative
variances between actual results and the approved budget.

Risks and Uncertainties

26B.

27.

28.

29.

An entity shall disclose:

(@) Its principal risk exposures;

(b) Changes in those risks since the last reporting date;

(c) Its strategies for bearing or mitigating those risks;

(d)  Any underlying assumptions; and

(e) The effectiveness of its risk management strategy.

Information about the entity’s risks and uncertainties helps users to evaluate the impact of risks in
the current period (e.g., contingent liabilities disclosed in the financial statements) as well as

expected outcomes. This information is fact-based, takes into account currently-known conditions
and is neutral.

Information about the entity’s risks and uncertainties may include a discussion of such matters as a
summary of the entity’'s investment policy, insurance coverage and other means of managing its
risks, other controls intended to safeguard the entity’s assets and environmental issues. It may also
include the relevant legislation, regulation or body that sets the risk management policies for the
entity.

A discussion of how the entity manages its risks helps users obtain a faithful representation of the
entity’s exposure to risks that directly affect financial statement items, which allows them to
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evaluate the entity’s financial position and financial performance. Such disclosure may include the
entity’s decision to “self-insure”, or to mitigate risk by transferring or sharing it, or through insurance.

30. [Deleted]

31. Adiscussion of the risks the entity faces also provides relevant information to users about exposure
or vulnerability to concentrations of risks such as significant loans to particular regions or industries,
or dependence on a particular source of revenue.

32. Risks and uncertainties may have a pervasive effect on the financial statements, therefore
information relating to risks and uncertainties may be reported separately, or in relevant sections
throughout the financial statement discussion and analysis.

Transition

33. All provisions of this Standard shall be applied from the date of first adoption of this
Standard.

34. An entity that has applied the transitional provision in IPSAS 1 to present only current

period information in the financial statements to which accrual accounting is first adopted in
accordance with IPSASs is permitted to omit the comparative information required by
paragraph 23 from its financial statement discussion and analysis for that period.

Effective Date

35.

36.

An entity shall apply this Standard to financial statement discussion and analysis covering
periods beginning on or after 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
and apply IPSAS 1, IPSAS 24 and IPSAS 30, Financial Instruments: Disclosures at the same
time.

When an entity adopts the accrual basis of accounting as defined by IPSASs for financial reporting
purposes subsequent to this effective date, this Standard applies to the entity’s financial statement
discussion and analysis covering periods beginning on or after the date of adoption.
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Implementation Guidance

This guidance accompanies, but is not part of, IPSAS XX (ED 47).

IG1. [Was paragraph immediately below Section B heading] This Implementation Guidance
suggests possible ways to apply some of the disclosure requirements in IPSAS XX [ED 47].
The guidance does not create additional requirements. .

Property, Plant, and Equipment

IG2. [Was paragraph B.IG10] Information which may promote a better understanding of an entity’s
property, plant, and equipment builds on the information in the financial statements.
Reporting on the physical condition of property, plant, and equipment assists users when

assessing:
(@) The trends in the physical condition;
(b) The adequacy of existing maintenance, replacement and renewal funding; and
(c) The extent of current and future revenues needed to maintain, renew, and replace
property, plant, and equipment.
IG3. [Was paragraph B.IG3] Financial statement discussion and analysis may include an analysis

of required maintenance, including future expenditure requirements for maintenance, to allow
users to make informed decisions regarding the ability of the capital assets to sustain and
provide services in the future relating to an entity’s property, plant, and equipment.

Use of Ratios or Indicators

IG4. [New paragraph] Financial statement discussion and analysis may include ratios or indicators
to assist users’ understanding of financial statement items. Some examples are:

(@)

(b)

(©)

(d)

()

[Based on paragraph B.IG16(d)] An analysis of the change in revenues by major
source may be useful in explaining how the entity’s operations have changed over the
reporting period;

[Based on paragraph B.IG16(b)(i)] Revenues received from other levels of government
or international entities may be useful in explaining the level of dependence the entity
has on particular sources of revenues;

[Based on paragraph B.IG12(c)] The percentage of finance expenses to total revenues
may be useful in explaining the magnitude of servicing existing debt;

[Based on paragraph B.IG12(c)] The percentage of financial liabilities to total liabilities
may be useful in explaining the magnitude of the entity’s debt level; and

[Based on paragraph B.IG16(c)] The percentage of total assets of GBESs to total assets
of the economic entity may be relevant where restrictions are placed on the use of a
GBEs assets.

Variances and Trends

IG5. [Was paragraph C.IG1] Paragraph 15(c) requires financial statement discussion and analysis
to include information about the entity’s financial statements, including variances and trends.
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I1G6.

IG7.

Draft IPSAS XX, Financial Statement Discussion and Analysis Clean Version
IPSASB Meeting (December 2012)

[Was paragraph C.IG4] Financial statement discussion and analysis may include an analysis
of trends in an entity’s financial position and financial performance that is useful to users’
because it includes reporting periods earlier than the periods presented in the financial
statements. For example:

(&) Analysis of changes in revenues by major source may indicate trends and
dependencies on specific revenue sources.

(&) Analysis of changes in expenses may demonstrate the entity’s allocation and use of
resources, and assist in evaluating the cost of borrowing to finance spending.

Other changes may affect the trend analysis. For example, when an entity restructures its
operations or chooses an alternative method of service delivery, this may affect certain
trends. In cases where such changes have significantly affected a trend, the financial
statement discussion and analysis should describe the reasons for the changes in the trend
to assist users in understanding and assessing the financial effect of those changes.
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