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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 3.

Revision of IPSAS 3 as a result of the IASB’s General Improvements Project

Background

BCL.

BC2.

BC3.

BC4.

BCS.

BC6.

The IPSASB’s IFRS Convergence Program is an important element in the IPSASB’s work program. The
IPSASB’s policy is to converge the accrual basis IPSASs with IFRSs issued by the IASB where appropriate
for public sector entities.

Accrual basis IPSASs that are converged with IFRSs maintain the requirements, structure, and text of the
IFRSs, unless there is a public sector-specific reason for a departure. Departure from the equivalent IFRS
occurs when requirements or terminology in the IFRS are not appropriate for the public sector, or when
inclusion of additional commentary or examples is necessary to illustrate certain requirements in the public
sector context. Differences between IPSASs and their equivalent IFRSs are identified in the Comparison
with IFRS included in each IPSAS. The Comparison with 1AS 8 references the December 2003 version of
IAS 8 and not any other.

In May 2002, the IASB issued an exposure draft of proposed amendments to 13 1ASs! as part of its General
Improvements Project. The objectives of the IASB’s General Improvements Project were “to reduce or
eliminate alternatives, redundancies and conflicts within the Standards, to deal with some convergence
issues and to make other improvements.” The final IASs were issued in December 2003.

IPSAS 3, issued in January 2000, was based on 1AS 8 (Revised 1993), Net Profit or Loss of the Period,
Fundamental Errors and Changes in Accounting Policies, which was reissued in December 2003 as IAS 8,
Accounting Policies, Changes in Accounting Estimates and Errors. In late 2003, the IPSASB’s predecessor,
the Public Sector Committee (PSC),? actioned an IPSAS improvements project to converge, where
appropriate, IPSASs with the improved IASs issued in December 2003.

The IPSASB reviewed the improved IAS 8 and generally concurred with the IASB’s reasons for revising
the IAS and with the amendments made. (The IASB’s Bases for Conclusions are not reproduced here.
Subscribers to the IASB’s Comprehensive Subscription Service can view the Bases for Conclusions on the
IASB’s website at http://www.iash.org). In those cases where the IPSAS departs from its related 1AS, the
Basis for Conclusions explains the public sector-specific reasons for the departure.

IPSAS 3 does not include the consequential amendments arising from IFRSs issued after December 2003.
This is because the IPSASB has not yet reviewed and formed a view on the applicability of the requirements
in those IFRSs to public sector entities.

Revision of IPSAS 3 as a result of the IASB’s Improvements to IFRSs issued in 2008

BC7.

The IPSASB reviewed the revisions to 1AS 8 included in the Improvements to IFRSs issued by the IASB in
May 2008 and generally concurred with the IASB’s reasons for revising the standard. The IPSASB
concluded that there was no public sector specific reason for not adopting the amendments.

Revision of IPSAS 3 as a result of the publication of the Conceptual Framework for General Purpose
Financial Reporting by Public Sector Entities

BC8.

Following the publication of the Conceptual Framework for General Purpose Financial Reporting by
Public Sector Entities (the Conceptual Framework) the IPSASB initiated a limited scope project to make
changes to IPSASs to reflect the first four chapters. These chapters address role and authority; objectives
and users; qualitative characteristics (QCs) and constraints on information in general purpose financial
reports; and the reporting entity. The IPSASB proposed these amendments in ED 58, Improvements to
IPSAS 2015.

The International Accounting Standards (IASs) were issued by the IASB’s predecessor — the International Accounting Standards
Committee. The Standards issued by the IASB are entitled International Financial Reporting Standards (IFRSs). The IASB has defined
IFRSs to consist of IFRSs, IASs, and Interpretations of the Standards. In some cases, the |ASB has amended, rather than replaced, the
IASs, in which case the old IAS number remains.

The PSC became the IPSASB when the IFAC Board changed the PSC’s mandate to become an independent standard-setting board in
November 2004.
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Paragraph 12 of IPSAS 3 provides the first level requirement for the development of an accounting policy
when there is not an IPSAS that specifically applies to a transaction, other event or condition. The 2006
version of IPSAS 1 specified that management should use its judgment in developing and applying an
accounting policy that results in information that is relevant and reliable. The IPSASB decided to replace
the reference to reliability with faithful representation in order to ensure consistency with the Conceptual
Framework. Consistent with its decision not to distinguish fundamental and enhancing QCs the IPSASB
decided to acknowledge the other QCs and the constraints on information included in general purpose
financial reports in paragraph 12. A respondent to ED 58 considered that references throughout the suite
of IPSASs should be modified to refer to the full set of QCs and constraints, The Conceptual Framework
states that each of the QCs is integral to, and works with the other QCs, to provide information in general
purpose financial reports that is useful for achieving the objectives of financial reporting. However, this
interaction does not preclude individual QCs having more or less importance, dependent upon specific
circumstances, and therefore the IPSASB concluded that there should not be a reference to all QCs and
constraints every time one or more QCs is referenced.

IPSAS 3 had also listed a number of attributes of reliability, including economic substance, neutrality,
prudence, and completeness. The IPSASB considered whether these attributes should be explicitly stated
in the revised IPSAS 3. The IPSASB acknowledges the value of these attributes, but noted that whereas
they had been specifically referenced and explained in Appendix A to IPSAS 1 they are not specifically
identified as QCs in the Conceptual Framework.

The Conceptual Framework explains that “faithful representation is attained when the depiction of the
phenomenon is complete, neutral, and free from material error”, and further that “information that
faithfully represents an economic or other phenomenon depicts the substance of the underlying
transaction, other event, activity or circumstance—which is not necessarily always the same as its legal
form.” Therefore substance over form remains a key quality that information included in GPFRS must
possess. It is not identified as a separate or additional QC because it is already embedded in the notion of
faithful representation.

The IPSASB took the view that the notion of prudence is also reflected in the explanation of neutrality as
a component of faithful representation, and the acknowledgement of the need to exercise caution in
dealing with uncertainty. Consequently the IPSASB concluded that there is no need to explicitly refer to
economic substance, neutrality, prudence, and completeness in paragraph 12.

Paragraph 14 provides the sources that management shall refer to, and consider the applicability of, when
developing an accounting policy when there is not an IPSAS that specifically applies to a transaction,
other event or condition. The IPSASB considered whether management should be directed to the
definitions, recognition and measurement criteria for assets, liabilities, revenue and expenses described
in other IPSASs or the Conceptual Framework. The IPSASB acknowledged that IPSASs have not yet
been updated to reflect definitions, recognition and measurement criteria in the Conceptual Framework.
However the Conceptual Framework reflects the IPSASB’s most up-to-date thinking and the IPSASB
concluded that management should be directed to this source.

Paragraph 15 permits consideration of the most recent pronouncements of other standard-setting bodies,
to the extent that they do not conflict with sources drawn from IPSASs, in making judgments on the
development and application of an accounting policy. The IPSASB considered whether it should retain
the examples of pronouncements of the International Accounting Standards Board (IASB). Noting that
the revision of the IASB’s Conceptual Framework had not been completed at the time, the IPSASB took
the view that there are differences between the IPSASB’s Conceptual Framework and the IASB’s
developing revision of its Conceptual Framework. Consequently the development and application of
accounting policies based on the IASB’s Conceptual Framework might not always be appropriate in the
public sector. In response to comments by a respondent to ED 58, the IPSASB also reaffirmed that the
IPSASB’s Conceptual Framework is not subordinate to the IASB’s Conceptual Framework. The IPSASB
did consider that the other examples of IASB pronouncements in paragraph 15—IFRSs, and
Interpretations issued by the IASB’s IFRS Interpretations Committee (IFRIC) or the former Standing
Interpretations Committee (SIC)—are useful and should be retained.

Revision of IPSAS 3 as a result of the IPSASB’s The Applicability of IPSASs, issued in April 2016

BC15.

The IPSASB issued The Applicability of IPSASs in April 2016. This pronouncement amends references in
all IPSASs as follows:
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() Removes the standard paragraphs about the applicability of IPSASs to “public sector entities other
than GBEs” from the scope section of each Standard;

(b)  Replaces the term “GBE” with the term “commercial public sector entities”, where appropriate; and

(c) Amends paragraph 10 of the Preface to International Public Sector Accounting Standards by
providing a positive description of public sector entities for which IPSASs are designed.

The reasons for these changes are set out in the Basis for Conclusions to IPSAS 1.
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