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Executive summary
Conceptual frameworks are an integral part of the financial reporting, as they underpin
the development of new standards, and are the basis upon which revenue, expenses,
assets and liabilities are recognised, measured and presented in the financial
statements. They are also a source of guidance to preparers when no standard exists to
address the accounting and reporting of a particular transaction or event. The
development of conceptual frameworks has given way to principles and concepts that
make financial reporting consistent and logical; resulting in the development of
accounting and an increased compatibility of standards and reporting internationally.
To reflect the rapid changes in business practices and the economic environment in
recent decades, the conceptual frameworks and standards continue being updated and
converged, for example:
·

The International Accounting Standards Board’s (IASB) existing Conceptual
Framework for Financial Reporting was developed in 1989 and revised in 2010. The
IASB aims to have finalised these significant improvements to its framework in
2016.

·

Similarly, the International Public Sector Accounting Standards Board (IPSASB)
developed and issued its Conceptual Framework for General Purpose Financial
Reporting by Public Sector Entities in October 2014.

The Board’s existing Framework for the Preparation and Presentation of Financial
Statements is based on the IASB’s framework from 1989. The 1989 IASB framework is
not only out dated, but also outlines concepts applicable to the private sector. With the
issue of the IPSASB’s Conceptual Framework, there are clear concepts that underpin
accounting and reporting in the public sector. As a result, the Board decided to
undertake this research project to investigate the suitability of the latter for the local
environment. The Board also considered the IASB’s proposed amendments in its
Exposure Draft of the Conceptual Framework for Financial Reporting (ED/2015/3).
The IPSASB’s Conceptual Framework has eight chapters. Chapters 1 to 4, and chapter
8, deal with concepts that are applicable to matters that may be encompassed within the
scope of general purpose financial reports (GPFRs) and therefore deal with more
comprehensive areas of financial reporting outside the financial statements. Chapters 5
to 7 deal with concepts applicable only to the financial statements.
This Research Paper discusses the differences identified between the IPSASB’s and the
ASB’s conceptual frameworks, and the potential implications of those differences in the
South African public sector. Each section of this Research Paper considers a specific
chapter in the Conceptual Framework, and discusses how the concepts in the
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Conceptual Framework differ from those found in the Board’s existing Framework, and
what the impact will be if the Board adopts those concepts locally.
One of the overarching differences identified between the two frameworks lies in the
scope of financial reporting. The Conceptual Framework deals with a broader scope of
financial reporting i.e. GPFRs, while the existing Framework addresses matters reported
in the financial statements. The Board considered if there is a need for this broader
scope, and concluded that while entities have been reporting information outside the
financial statements, there is no set of principles that has been established to guide the
preparation and presentation of this information in the annual reports.
The Board also notes that while the existing Framework has contributed immensely to
the development of Standards of GRAP to date, the review of the IPSASB’s Conceptual
Framework indicates that some important areas are either not covered or guidance in
some areas could be made clearer, and that some areas are out of date.
The Board has observed through the evaluation of the conceptual frameworks that
substantial improvement could be made to the Framework to reflect current concepts. As
such the Board envisages that the findings of this Research Paper will result in the
Board adopting the IPSASB’s Conceptual Framework in its entirety, and modifying it to
be relevant to the local environment by considering some aspects of the existing
Framework. It is expected that these changes will enhance financial reporting in the
public sector by providing a more comprehensive, complete, clear and updated set of
principles underpinning the Standards of GRAP. This will mean that the Board’s new
Framework will be aligned to global principles and concepts, and will be reflective of the
developments that have taken place in theory and practice over the years.
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The impact of the IPSASB’s Conceptual Framework on
the Board’s existing Framework
Introduction
Background
The International Public Sector Accounting Standards Board (IPSASB) has developed
and issued the Conceptual Framework for General Purpose Financial Reporting by
Public Sector Entities (the Conceptual Framework) in October 2014.
As the pronouncements issued by the IPSASB are used to develop Standards of GRAP,
the issuing of the Conceptual Framework has necessitated a review of the Board’s
existing Framework for the Preparation and Presentation of Financial Statements (the
Framework).

Development of Board’s existing Framework
The Framework sets out principles on which Standards of GRAP will be based when
dealing with specific topics. The Framework’s primary purpose is to provide a coherent
frame of reference to be used in the development of generally recognised accounting
practice for the public sector, and to assist preparers and auditors in the consistent
development of accounting policies when an issue is not covered by a particular
Standard.
The Framework was originally issued by the Board in June 2004. At that time, the
IPSASB had not yet developed a conceptual framework, and as such the Board
considered the International Accounting Standards Board’s Framework for the
Preparation and Presentation of Financial Statements (1989) and other standard-setters’
conceptual frameworks and publications1 to develop the Framework.
Since then, the Framework has been amended with consequential amendments when
certain Standards of GRAP became effective, but no amendments have been made to
align it to more recent versions of the publications considered when developing the
Framework.

1

1
(i) The International Public Sector Accounting Standard on Presentation of Financial Statements issued by the
International Federation of Accountant’s Public Sector Committee; (ii) the Statement of Principles for Financial Reporting
Entities issued by the Accounting Standards Board of the United Kingdom; (iii) the Proposed Interpretation for Public
Benefit Entities issued by the Accounting Standards Board of the United Kingdom; (iv) Study 11 on Government Financial
reporting issued by the International Federation of Accountant’s Public Sector Committee; and (v) Concepts Statement
No. 1 of the Governmental Accounting Standards Board of the United States of America.
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Purpose of the research paper
The objective of this paper is to consider the suitability of the recently issued Conceptual
Framework for the local environment. Therefore the paper considers:
(a) the extent to which the concepts and principles in the Conceptual Framework differ
from the Framework;
(b) whether the concepts and principles in the Conceptual Framework are suitable for
application locally; and
(c) the potential impact of the differences on the Framework if it is amended.
The considerations are outlined in the next sections. The structure of the discussions is
based on the eight chapters in the IPSASB’s Conceptual Framework.
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Section 1 – Preface of the Conceptual Framework
The Conceptual Framework establishes the concepts that are to be applied by the
IPSASB in developing the International Public Sector Accounting Standards (IPSASs)
and Recommended Practice Guidelines (RPGs) applicable to the preparation and
presentation of general purpose financial reports (GPFRs) of public sector entities.
In the Preface to the Conceptual Framework (the Preface), and throughout the
Conceptual Framework, the IPSASB acknowledges that because the primary objective
of most public sector entities is to deliver services to the public, rather than to make
profits, the performance of the public sector entities cannot be fully evaluated by
examination of general purpose financial statements (GPFSs or “financial statements”).
As such the GPFRs include additional information, which is reported outside the financial
statements, that is necessary to provide relevant information to the users for
accountability and decision-making purposes. The additional information covers aspects
such as:
·

whether the entity provided its services to constituents in an efficient and effective
manner;

·

the resources currently available for future expenditures, and to what extent there
are restrictions or conditions attached to their use;

·

the extent of the burden on future-year taxpayers of paying for current services has
changed; and

·

whether the entity’s ability to provide services has improved or deteriorated
compared with the previous year.

Globally, the public sector varies considerably in both its constitutional arrangements
and its methods of operation. Key characteristics that are unique to the public sector are:
·

volume and financial significance of non-exchange transactions;

·

importance of the approved budget;

·

nature of public sector programs and the longevity of the public sector;

·

nature and purpose of assets and liabilities in the public sector;

·

regulatory role of public sector entities; and

·

relationship to statistical reporting.

Issued December 2015

8

Impact of IPSASB’s Conceptual Framework

Research Paper

Comparison with the Framework
The Framework does not include a preface or a discussion about the characteristics of
the public sector environment.
One of the overarching differences in the frameworks is noted in the scope of the
frameworks. The IPSASB’s Conceptual Framework is aimed at establishing principles
and concepts for GPFRs while the Framework is concerned about GPFSs.
Scope of the frameworks: GPFRs versus GPFSs
The Preface to the Conceptual Framework outlines a brief discussion of GPFRs, while a
more detailed discussion explaining GPFRs, and the type of information that is included
in GPFRs, is found in Chapters 1 and 2 respectively. For purposes of this Research
Paper, this section considers, generally, whether the scope of the IPSASB’s Conceptual
Framework is appropriate for the local environment.
The IPSASB distinguishes between GPFRs and GPFSs. GPFRs reflect a scope of
financial reporting that is broader than that encompassed by the financial statements, as
they include information that enhances, complements, and supplements the financial
statements. The IPSASB has acknowledged in the Conceptual Framework that
information in the GPFSs is insufficient to meet users’ needs. As a result, the IPSASB
concluded that additional information, reported outside the financial statements, is
necessary to provide relevant information to the users of the GPFRs for accountability
and decision making purposes.
Therefore, the Conceptual Framework focuses on GPFRs and not GPFSs, and includes
information on:
·

financial position, financial performance and cash flows;

·

budget information and compliance with legislation or other authority governing the
raising and use of resources;

·

service delivery activities and achievements;

·

prospective financial and non-financial information and sustainability reporting; and

·

explanatory information.

The IPSASB has also agreed that those reporting requirements that fall outside the
financial statements should be outlined in the RPGs rather than in the IPSASs.
On the contrary, the Framework only deals with financial statements and does not cover
information reported outside the financial statements. Entities have however been
preparing additional reports that accompany the financial statements in the annual
report. These reports have been prepared for the reasons outlined below:
Issued December 2015

9

Impact of IPSASB’s Conceptual Framework

Research Paper

·
·
·
·

·

the PFMA and MFMA require, for example, reports on an entity’s performance and
performance indicators, and a report from the audit committee;
legislation governing specific entities that requires additional reporting;
the Department of Public Service and Administration requires reports on
employment, training and education, and employment equity.
Frameworks issued by the National Treasury prescribe the preparation and content
of reports accompanying the financial statements, e.g. the preparation of an
accounting authority or accounting officer’s report; and/or
the King Code on Corporate Governance recommends the preparation of certain
reports, e.g. reports on remuneration, health and safety and sustainability (which
includes both environmental and financial sustainability).

Financial statements and other information reported outside the financial statements are
both vitally important and complementary. The IPSASB’s view is that financial
statements remain at the core of financial reporting in the public sector. However, the
inclusion of additional information and reports that encompasses financial and nonfinancial information, past and prospective information, and reporting compliance in
GPFRs recognises the expectation that the scope of financial reporting needs to be
expanded, and will develop over time in accordance with users’ needs.
Characteristics of the public sector environment
The key characteristics of the public sector environment are identified in the Preface,
and influence the concepts reflected in the Conceptual Framework. These
characteristics reflect the broader scope of financial reporting, and also to explain the
link between financial reporting and Government Finance Statistics (GFS) (i.e. statistical
reporting).
One of the key objectives of the IPSASB is to assess ways in which the data that is used
for financial reporting purposes could be streamlined and enhanced so as to provide
relevant, reliable and credible information for use in statistical reports. The IPSASB has
observed that while the objectives of financial and statistical reporting are different, there
are similarities in the way in which in information is assimilated and reported. The
elimination or reduction of any differences, internationally, between the GFS and the
IPSASs is therefore likely to have an impact on the amount of information that entities
are required to collect and report locally.
In South Africa, entities such as the South African Reserve Bank and the National
Treasury report statistical information to the International Monetary Fund using the
requirements of the GFS. This information is largely based on the information reported
by entities using Standards of GRAP, which are drawn from IPSASs, as well as other
reporting frameworks such as the departmental reporting framework or International
Financial Reporting Standards which are similar in many ways to IPSASs.
Issued December 2015

10

Impact of IPSASB’s Conceptual Framework

Research Paper

Conclusion
The practice in South Africa has been that additional information that enhances,
complements and supplements the financial statements is reported in the annual report
as a result of current legislative or other reporting requirements. Outlining principles that
can be used for a more comprehensive scope of financial reporting in the Framework will
have the following benefits for information that is currently reported outside the financial
statements:
(a) outlining fundamental principles will guide entities to develop best practice in
reporting such information; and
(b) the communication of information will be enhanced, and will focus on information
that is useful to the users of accountability and decision-making purposes.
Although legislative and other reporting requirements govern the current reporting of
information outside the financial statements at present, adopting a broader scope of
reporting in the Conceptual Framework, locally, will complement rather than undermine
the current requirements.
The discussion of characteristics of public sector entities in the Preface is useful as it
portrays the key features of the public sector environment, and how they have influenced
the development of the concepts included in the Conceptual Framework. The Board is of
the view that the characteristics identified in the Preface are an important aspect of the
Conceptual Framework as they underpin the concepts established. The environment
depicted by the IPSASB’s characteristics does not contradict the local environment,
therefore the characteristics are relevant and appropriate locally.
While the Board does not have an outright objective to minimise differences between the
Standards it develops and the GFS, it does mean that any differences that are
eliminated between statistical and financial reporting by the IPSASB, will indirectly be
addressed locally when the Board considers the IPSASB’s pronouncements. Therefore,
this discussion is relevant but it may require modification so that the impact of the
IPSASB’s objective is explained from the Board’s perspective.
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Section 2 - Role and Authority of the Conceptual
Framework
Chapter 1 of the Conceptual Framework identifies concepts that the IPSASB will apply in
developing the IPSASs and RPGs intended to assist preparers and others in dealing
with general purpose financial reporting issues. It further assists preparers and others in
dealing with financial reporting issues not dealt with by IPSASs or RPGs.
The Conceptual Framework does not establish authoritative requirements for financial
reporting by public sector entities that adopt IPSASs, nor does it override the
requirements of IPSASs or RPGs.
The Conceptual Framework reflects a scope of financial reporting that is more
comprehensive than that encompassed by financial statements, as it applies to the
preparation and presentation of GPFRs of public sector entities that adopt the accrual
basis of accounting. Although GPFRs encompass financial statements they also provide
financial and non-financial information that enhances, complements and supplements
the financial statements.
The Conceptual Framework applies to financial reporting by public sector entities that
apply IPSASs. Therefore, it applies to GPFRs of national, regional, state/provincial and
local governments. It also applies to a wide range of other public sector entities including
government ministries, departments, programs, boards, commissions, agencies; public
sector social security funds, trusts, and statutory authorities; and international
governmental organisations.

Comparison with the Framework
The introduction section of the Framework covers matters similar to Chapter 1 of the
Conceptual Framework.
The purpose and status of the Framework is similar to that of the Conceptual
Framework, except that the Framework sets out concepts that underlie the preparation
and presentation of financial statements for users. The Framework further explains who
the users of the Framework are (i.e. users and preparers of financial statements,
auditors, and the Board) and the purpose for which they would apply the Framework,
unlike the Conceptual Framework that only refers to its users as “preparers and others”.
As noted in the previous section, the scope of the Framework has been limited to
GPFSs, and does not cover matters reported outside the financial statements.

Conclusion
The IPSASB’s discussion of the role of the Conceptual Framework is broader than the
discussion in the Board’s existing Framework. The discussion covers GPFRs, and
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similar observations and conclusions made in the previous section of this Research
Paper will apply here as well. Therefore, this section of the Conceptual Framework is
considered useful and relevant for the local environment, however some minor
modification will be required for instance, the examples of entities that might use the
Conceptual Framework will be replaced with South African-specific examples.
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Section 3 - Objectives and users of GPFRs
The Conceptual Framework identifies the objectives of financial reporting and the
primary users of GPFRs. In addition, it outlines the consequences of the primary users’
likely information needs for what may be encompassed within the scope of financial
reporting.
The objectives of financial reporting by public sector entities are to provide information
about the entity that is useful to users of GPFRs for accountability purposes and for
decision-making purposes.
The Conceptual Framework identifies the “primary users” of GPFRs as service recipients
and their representatives, and resource providers and their representatives (hereafter
referred to as “service recipients and resource providers”. It also explains that “other
users” include government statisticians, analysts, the media, financial advisors, public
interest and lobby groups. In addition, it provides a discussion on the information that
service recipients and resource providers will need for accountability and decisionmaking purposes.
It also provides an overview of the types of information that may be provided by GPFRs,
which includes information on:
·

financial position, financial performance and cash flows;

·

budget information and compliance with legislation or other authority governing the
raising and use of resources;

·

service delivery activities and achievements;

·

prospective financial and non-financial information and sustainability reporting; and

·

explanatory information.

Comparison with the Framework
In evaluating the objectives of the two frameworks, it is evident there are similarities but
there are also differences in the scope and the objective.
Objectives of the frameworks
The Framework is concerned with GPFSs which are directed towards the common
needs of a wide range of users while the Conceptual Framework covers GPFRs. The
Framework explains that the objective of financial statements is to:
·

provide information about the financial position, financial performance, cash flows
and changes in net assets of an entity that is useful to a wide range of users; and
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·

show the results of the stewardship of management, and the accountability of
management for the resources entrusted to it.

It further explains that a complete set of financial statements typically includes a
statement of financial position, a statement of financial performance, a statement of cash
flows, a statement of changes in net assets, and those notes and other statements and
explanatory material that are an integral part of the financial statements. While the
financial statements may include supplementary information, they do not include
discussion and analysis and similar items that may be included in the annual report.
The objective of financial reporting in the two frameworks differs. The Framework is
concerned with providing users with information that will be useful for accountability and
assessing stewardship, while the IPSASB has identified the need to provide information
for accountability and decision-making purposes. The IPSASB holds the view that
accountability is a broader concept that encompasses stewardship because the public
sector is characterised by services that are provided as a result of non-exchange
transactions in a non-competitive environment. As a consequence, the IPSASB regards
stewardship as an aspect of accountability.
The IPSASB acknowledges in the Conceptual Framework that information in GPFSs is
insufficient to meet users’ needs. While the GPFSs provide information about whether
an entity has met its financial objectives of financial performance, financial position and
cash flows, information is also needed on the following aspects:
·

an entity’s performance against its budget;

·

whether an entity has met its objectives and used resources efficiently and
effectively;

·

an entity’s sustainability of service delivery and other operations over the long term;

·

information that is necessary to better understand and place in context an entity’s
achievements for the year; and

·

any other information necessary to complement and supplement the financial
statements.

As a result, the IPSASB concluded that additional information, reported outside the
financial statements, is necessary to provide relevant information to users for
accountability and decision-making purposes. Therefore, the Conceptual Framework
focuses on GPFRs and not just GPFSs.
As explained in the earlier sections of this Research Paper, the current scope of the
Framework does not extend beyond matters that are reported outside the financial
statements. In the Framework, the Board acknowledged that performance reporting (i.e.
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service delivery activities and achievements) is an important aspect of public sector
reporting that can only be partially evaluated in the financial statements however it falls
outside the scope of the Framework. Similarly, sustainability reporting is not within the
scope of the Framework. Even though the scope is limited, entities have been required
to report this additional information in their annual reports due to legislative
requirements. Additionally, the Framework does not discuss the role of budget
information in promoting and assessing stewardship and accountability however, this
discussion has been provided at a Standard’s level.
Based on the earlier discussion, coverage of information reported outside the financial
statements in the Board’s Framework would not undermine entities’ compliance with the
legislation that calls for the preparation of that information. Instead, the coverage will set
a framework that guides the preparation and presentation of information to achieve the
objectives of financial reporting.
Users
The Conceptual Framework makes a distinction between the primary users (i.e. service
recipients and resource providers) and the other users. The Framework identifies the
primary users of financial statements as “parliament, legislatures and other governing
bodies, the public who receive the services and pay taxes and levies, present and
potential funders and financial supporters, suppliers and creditors, rating agencies, and
other governments, international agencies, resource providers, economists, financial
analysts and employees”. The primary users in the Framework encompass the
Conceptual Framework’s other users. Based on the IPSASB’s grouping, it does mean
the Board will be able to develop requirements for a more discrete group of users i.e.
service recipients and resource providers.

Conclusion
This Chapter of the Framework provides a more detailed discussion on the objective and
users of financial statements that reflects current concepts. The discussion is relevant,
and does not conflict with the discussions in the Board’s existing Framework. However,
the Board is of the view that this chapter of the Conceptual Framework should be
adopted, as is, with minor modifications to reflect the local public sector environment,
and include some of the discussion included in the existing Framework.
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Section 4 – Qualitative characteristics
The qualitative characteristics (QCs) of information included in the GPFRs are the
attributes that make information useful to users and support the achievement of
objectives of financial reporting. The QCs of GPFRs are relevance, faithful
representation, understandability, timeliness, comparability and verifiability. The
pervasive constraints on information included in GPFRs are materiality, cost-benefit, and
achieving an appropriate balance between the QCs.
The QCs apply to all matters that may be presented in GPFRs, particularly those matters
that may be presented in reports outside the financial statements. The IPSASB
acknowledges that IPSASs and RPGs that deal with the presentation in GPFRs of
information outside the financial statements may need to include additional guidance on
the application of the QCs to these matters.

Comparison with the Framework
In the Framework, the four principal QC’s that are discussed are understandability,
relevance, reliability and comparability.
Materiality is considered an aspect of relevance and not as a pervasive constraint as in
the Conceptual Framework. The IPSASB explained that materiality has a more
pervasive role than would be reflected if it is classified as an entity-specific aspect of
relevance. The Board considered how it could apply materiality considerations to the
other QCs if it is to be assessed as a pervasive constraint. The Board concluded that
this would be explored further in the next phase of the project. Another notable
difference in the QCs is that the Framework regards faithful representation as an aspect
of reliability, while the Conceptual Framework uses the term faithful representation rather
than reliability. Prior to the development of the Conceptual Framework, the IPSASB had
identified reliability as a QC in IPSAS 1 on Presentation of Financial Statements. That
description of reliable information is similar to the one found in the Framework. When the
IPSASB was developing the Conceptual Framework, it concluded that faithful
representation is a better expression of the nature of the concept intended.
The Framework identifies substance over form and prudence as components of faithful
representation but the Conceptual Framework does not do so explicitly. The two
concepts are not regarded as separate QCs because they are embedded in the notion of
faithful representation.
Timeliness is regarded as a separate QC in the Conceptual Framework however it is
considered one of the constraints on relevant and reliable information in the Framework.
Verifiability is not identified as a QC in the Framework, but it is described in the
Conceptual Framework, as the quality of information that helps assure users that
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information in GPFRs faithfully represents the economic and other phenomena that it
purports to represent. It is closely linked to faithful representation, however the IPSASB
has identified it as a separate QC because information may faithfully represent economic
and other phenomena even though it cannot be verified with absolute certainty.
The QCs in the Conceptual Framework are broadly consistent with those of the IASB,
however the IPSASB did not adopt the IASB’s approach of identifying and classifying the
QCs as fundamental QCs (i.e. relevance and faithful representation) and enhancing QCs
(i.e. comparability, verifiability, timeliness, and understandability.

Conclusion
In the Board’s view, the IPSASB’s QCs should be adopted, with modification, as they
reflect current developments, and bring alignment with other standard-setters’
frameworks. As the Board still needs to consider the impact of the IPSASB’s approach
on materiality, and how it affects standard-setting, this may result in modification to the
QCs and the pervasive constraints to address the issue of materiality either as an aspect
of relevance or a pervasive constraint.

Issued December 2015

18

Impact of IPSASB’s Conceptual Framework

Research Paper

Section 5 – Reporting entity
The characteristics of a reporting entity are identified in Chapter 4 of the Conceptual
Framework, which also acknowledges the existence of group reporting entities.
It does not specify which public sector entities should be identified as reporting entities
or group reporting entities. The IPSASB derives the concept of the reporting entity from
the objectives of financial reporting. The IPSASB defines a public sector reporting entity
as “a government or other public sector organisation, program or identifiable area of
activity that prepares GPFRs”. Furthermore, the IPSASB’s Framework also clarifies that
a reporting entity does not have to have a legal identity.
The key characteristics of a public sector entity are that:
· it is an entity that raises resources from, or on behalf of, constituents and/or uses
resources to undertake activities for the benefit of, or on behalf of, those
constituents; and

·

there are service recipients or resource providers dependent on GPFRs of the
entity for information for accountability or decision-making purposes.

Comparison with the Framework
The Framework uses the term “entity” and “reporting entity” interchangeably, and does
not provide guidance on what these terms mean. It does however provide a definition of
“economic entity” as a group of entities comprises the controlling entity and any
controlled entities, for purposes of financial reporting.
The IPSASB does not provide guidance on the circumstances when an entity is required
to prepare and present consolidated financial statements. The IPSASB states that
criteria for inclusion in a group reporting entity would be developed and fully explored at
the Standards-level.
The discussion in the Conceptual Framework is more comprehensive, as it identifies key
features of a reporting entity, and provides guidance on the factors that should be
considered in determining whether a reporting entity exists.

Conclusion
The discussion of reporting entities is not explicitly covered in the Framework. It would
therefore be useful to provide similar characteristics in the Framework as this would
assist the Board in providing guidance to those entities where legislation does not guide
the preparation of their financial statements.
In the Board’s view, the guidance on the reporting entity should also discuss the impact
of control. As such, when it adopts the Conceptual Framework it will include a discussion
on control and the preparation of consolidated financial statements.
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Section 6 – Elements in financial statements
Chapter 5 of the Conceptual Framework defines the elements used in the financial
statements and provides further explanation about those definitions.
The IPSASB has defined six elements, as follows:
·
·
·
·
·
·

Asset
Liability
Revenue
Expense
Ownership contribution
Ownership distribution

During the development of the Conceptual Framework, the IPSASB considered whether
deferred inflows and deferred outflows should be recognised as separate elements.
Based on the mixed views from respondents, the IPSASB concluded they are not
separate elements. However, the IPSASB accepted the view that certain economic
phenomena, i.e. “other resources” and “other obligations”, which do not meet the
definition of the six elements mentioned above, may need to be recognised in the
financial statements in order to meet the objectives of financial reporting.

Comparison with the Framework
Similar to the Framework, the Conceptual Framework addresses the elements for the
financial statements, and not the GPFRs. The definitions of the elements are not
significantly different to the definitions in the Conceptual Framework. However, the
Framework does not discuss “other resources” and “other obligations”. The table below
provides the definition of the elements from the two frameworks.
Table 1: Comparison of definition of the elements
Element

Definition as per Framework

Definition as
Framework

Asset

A resource controlled by the entity as a
result of past events and from which
future economic benefits or service
potential is expected to flow to the
entity

A resource presently controlled by the
entity as a result of a past event.

Liability

A present obligation of the entity
arising from past events, the
settlement of which is expected to
result in an outflow from the entity of

A present obligation of the entity for an
outflow of resources that results from
a past event.
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resources
embodying
economic
benefits or service potential.
Net assets

The residual interest of the owners in
the assets of the entity after deducting
all its liabilities.

Revenue

The gross inflow of economic benefits
or service potential during the reporting
period when those inflows result in an
increase in net assets, other than
increases relating to contributions from
owners.

Increases in the net financial position
of the entity, other than increases
arising from ownership contributions.

Expense

Decreases in economic benefits or
service potential during the reporting
period in the form of outflows or
consumption of assets or incurrences
of liabilities that result in decreases in
net assets, other than those relating to
distributions to owners.

Decreases in the net financial position
of the entity, other than decreases
arising from ownership distributions.

Ownership
contribution

Future economic benefits or service
potential that has been contributed to
the entity by parties external to the
entity, other than those that result in
liabilities of the entity, that establish a
financial interest in the net assets of
the entity, which:

Inflows of resources to an entity,
contributed by external parties in their
capacity as owners, which establish or
increase an interest in the net financial
position of the entity

(a) Conveys entitlement both to
distributions of future economic
benefits or service potential by
the entity during its life, such
distributions
being
at
the
discretion of the owners or their
representatives,
and
to
distributions of any excess of
assets over liabilities in the event
of the entity being wound up;
and/or
(b) Can
be
sold,
exchanged,
transferred or redeemed.”
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Ownership
distribution

Distributions to owners are either:
(a) decreases in the owners’ residual
interests resulting from transfers
to owners in their capacity as
owners; or
(b) dividends or similar distributions
paid to owners as a return on
capital.

Outflows of resources from the entity,
distributed to external parties in their
capacity as owners, which return or
reduce an interest in the net financial
position of the entity.

Assets
In the Conceptual Framework, the reference to “future economic benefits or service
potential expected to flow to the entity” has been removed, as the IPSASB concluded
that a resource exists because of the benefits embodied in it rather than the flow of
those benefits to an entity. The definition also clarifies that a resource must be presently
controlled by the entity.
The Conceptual Framework provides more comprehensive guidance than that which is
provided by the Framework, including clear indicators of control. It also discusses that
assets may arise through the exercising of sovereign powers, and provides guidance on
when that power will translate into an asset.
Liability
The Conceptual Framework makes a distinction between legal obligations and nonlegally binding obligations to cater for those obligations that are not enforceable in law.
The Conceptual Framework also provides guidance on how economic coercion and
political necessity may lead to a liability being recognised as a result of non-legally
binding obligations.
The Conceptual Framework also clarifies that the obligation must be to an external party,
otherwise it may not be considered a liability. For a liability to exist, it is not essential to
know the identity of the external party before the time of settlement. It can even be an
undefined group of individuals. An entity cannot, however, be obligated to itself, even
where it has publicly announced an intention to behave in a certain way.
The IPSASB also considered the impact of sovereign power on the definition of a
liability. It notes that obligations may arise at a number of points, but that the early
stages of implementation (of a program or service) are unlikely to give rise to a present
obligation. Therefore the Conceptual Framework includes a presumption that liabilities
do not arise from electoral pledges. The IPSASB concluded that failure to recognise
obligations that otherwise meet the definition of a liability on the basis that sovereign
power enables a government to walk away from those obligations would contradict the
objectives of financial reporting, and conflict with the QCs of relevance and faithful
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representation. Therefore, the existence of a liability is with reference to the legal
position at the reporting date.
Net assets
The Framework defines net assets as the residual interest of the owners in the assets of
the entity after deducting all its liabilities. The Conceptual Framework does not define net
assets (i.e. residual interest) as an element, but it provides a description of “net financial
position” which is the difference between assets and liabilities after adding other
resources and deducting other obligations recognised in the statement of financial
position.
The IPSASB considered whether it should use both the terms “net assets” and “net
financial position” in the Conceptual Framework. It concluded that net assets is a
generally understood term, but that using both terms in the Conceptual Framework
would be confusing, as the interpretation of net financial position and its relationship to
net assets is determined with reference to the nature of the other resources and other
obligations recognised in the financial statements. Therefore, it was decided that the
term “net financial position” would be used to indicate the aggregate of an entity’s net
assets and other resources and other obligations.
Revenue and expenses
The IPSASB’s modification of the definition of revenue and expenses reflect the changes
made to the elements in the statement of financial position, and refer to the movements
in the net financial position rather than the flow of economic benefits or service potential.
Unlike the definition of revenue in the Framework, the modified definition makes no
reference to whether the increase in net financial position is “gross” or “net”. The reason
for this is that the IPSASB decided that the consideration of “gross” or “net” should be
made at a Standards-level. A gross or net approach will be appropriate in certain
circumstances.
Surplus or deficit
The Framework uses surplus or deficit as a measure of financial performance and as a
basis for other measures. The IPSASB considered whether it should provide explanatory
guidance on the interpretation of surplus or deficit. The IPSASB took the view that while
there is a need to clarify the meaning of surplus or deficit in the public sector, the
concept of an operating and funding model (“business model”) for the public sector still
needs to be developed. Therefore, surplus or deficit for the period is not defined as an
element in the Conceptual Framework. An entity’s surplus or deficit for the period is
defined as the difference between revenue and expenses presented in the statement of
financial performance.
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Other resources and other obligations
As noted earlier, the IPSASB acknowledged that certain economic phenomena, i.e.
“other resources” and “other obligations” that do not meet the definition of any element
may need to be recognised in the financial statements to meet users’ needs. The
circumstances under which “other resources” and “other obligations” may be recognised
will be determined by the IPSASB at a Standards-level. This is to guard against the
misapplication of the two concepts by preparers in the absence of explicit guidance in
the Framework about when they may be used.

Conclusion
The Conceptual Framework provides extensive guidance on the key features of the
elements. The guidance also clarifies the aspects of definitions that may have been
problematic to apply when assessing whether an item meets the definition of an
element, in particular, the concept of service potential, and the past events that give rise
to assets and liabilities. Therefore, the Board is of the view that the guidance would be
useful and relevant to the users of the Board’s Framework.
The Board notes the IPSASB’s approach to other economic phenomena that may not
meet the definition of the six elements. The IPSASB agreed that it will determine the
circumstances in which other resources and other obligations can be recognised at a
Standards-level. Therefore, these concepts can only be applied in the cases identified by
the IPSASB.
The Board considered if it should refer to the existence of other economic phenomena
when it adopts the Conceptual Framework. The Board is concerned that if it includes the
discussion on the existence of other economic phenomena in its Framework, it runs the
risk of users of the Framework misapplying the concepts and recognising these other
resources and other obligations in the absence of guidance from the IPSASB and/or
Board. Therefore the Board concluded not to include them on the basis that they will be
addressed, indirectly, when the Board considers how the IPSASB uses them at a
Standard’s level.
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Section 7 – Recognition in financial statements
The recognition of elements in the financial statements is addressed in Chapter 6 of the
Conceptual Framework. It identifies the criteria that must be satisfied in order for an
element to be recognised in the financial statements. Recognition is the process of
incorporating and including in amounts displayed on the face of the appropriate financial
statement, an item that meets the definition of an element that can be measured in a
way that achieves the qualitative characteristics, and takes account of the constraints on
information included in GPFRs.
The recognition criteria are:
·

an item satisfies the definition of an element; and

·

can be measured in a way that achieves the QC’s and takes account of constraints
on information included in GPFRs.

The Conceptual Framework indicates that recognition involves an assessment of
uncertainty related to the existence and measurement of the element, and that such
uncertainty is assessed at each reporting date. As the conditions that lead to uncertainty
can change, recognition uncertainties need to be assessed at each reporting date.
In dealing with uncertainty over the existence of an element, the IPSASB considered
whether, standardised probability threshold criteria should continue to be part of the
recognition criteria, or whether all available evidence should be used to make neutral
judgements about an element’s existence. The IPSASB concluded that, on balance, an
approach that is based on an assessment of all available evidence in determining
whether an element exists and takes account of uncertainty about the flows of service
potential or the ability to generate economic benefits in measurement is a more
appropriate response to the uncertainty faced by preparers. Guidance may be provided
at a Standards-level in the case where significant uncertainty about whether an element
exists, and whether it would satisfy the recognition criteria.
As discussed earlier, in some circumstances, an IPSAS may also specify that, in order to
achieve the objectives of financial reporting, other resources or other obligations should
be recognised in the financial statements (even if they do not meet the definition of an
element), provided that they can be measured in a way that meets the QCs.
The Conceptual Framework further explains that the derecognition process considers
the same criteria used for initial recognition.
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Comparison with the Framework
In accordance with the Framework, an item that meets the definition of an element
should be recognised if:
·

it is probable that any future economic benefit or service potential associated with
the item will flow to or from the entity; and

·

the item has a cost or value that can be measured reliably.

In the Conceptual Framework, the probability of an inflow of economic benefits or
service potential is not required for an item to be recognised. Any uncertainty related to
the amount of economic benefits or service potential to be received by the entity will be
included in the measurement of the element. The result is that there is likely to be more
transactions and events being recognised in the financial statements because the
probability of the flow in economic benefits or service potential is no longer a
consideration for recognition.

Conclusion
The Board supports the IPSASB’s recognition criteria, however it notes that this will lead
to more elements being recognised in the financial statements as the probability criterion
has been removed. As an example, items with a low probability will now be recognised
under the Conceptual Framework, whereas under the Framework, they may have only
qualified for disclosure.
The Board considered how the IASB is proposing to deal with recognition in its Exposure
Draft of the Conceptual Framework for Financial Reporting (ED/2015/3). The IASB links
the recognition of elements to whether their recognition will provide users of financial
statements with relevant information, a faithful representation of the elements, and the
benefits of providing the information exceed the cost of providing it. In the Board’s view,
the guidance in the IASB’s Exposure Draft could be useful to avoid situations where
several items are reflected on the financial statements at a low value, without adding any
informational value to the users of the financial statements. The Board also notes that
there has not been much support for the IASB’s recognition model The Board concluded
that since the IASB’s proposals are not final, it would be premature to include such
guidance in its Framework as it is likely to change after the IASB’s consultation process.
The Board agreed to retain the IPSASB’s recognition criteria with no further modification,
as this chapter will drive the future recognition in the IPSASs.
The Board also considered that guidance on the unit of account from the IASB’s draft
framework should be added. The unit of account refers to the group of assets and/or
liabilities to which the recognition and measurement requirements will be applied. The
draft framework indicates that the unit of account may differ for recognition and
measurement. The IPSASB does not include guidance on this issue, but the IASB does
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provide detailed guidance on the concept. Similarly, the Board will consider adding this
guidance to its Framework when it adopts the Conceptual Framework.
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Section 8 – Measurement of assets and liabilities in
financial statements
Chapter 7 of the Conceptual Framework identifies the measurement concepts that
guide:
·

the IPSASB in the selection of measurement bases for IPSASs; and

·

preparers in selecting measurement bases for assets and liabilities where there are
no specific requirements at a Standards level.

The Conceptual Framework introduces a measurement objective which is “to select
those measurement bases that most fairly reflect the cost of services, operational
capacity and financial capacity of the entity in a manner that is useful in holding the
entity to account, and for decision-making purposes”.
The selection of measurement basis for assets and liabilities is based on whether it will
provide information that enables users to assess:
·

the cost of services provided in the period in historical or current terms;

·

operational capacity—the capacity of the entity to support the provision of services
in future periods through physical and other resources; and

·

financial capacity—the capacity of the entity to fund its activities.

The Conceptual Framework identifies the characteristics of measurement bases, and
classifies measurement bases in terms of whether they are entry or exit values,
observable or unobservable in an open, active and orderly market, and entity-specific or
non-entity specific.
Entry and exit values
Measurement bases may result in either entry or exit values.
For assets, entry values reflect the cost of acquisition. Historical cost and replacement
cost are examples of entry values. Exit values reflect the economic benefits from sale or
from use of the asset.
Liabilities may also be categorised in terms of whether they are entry or exit values.
Entry values relate to the transaction under which an obligation is received or the
amount that an entity would accept to assume a liability. Exit values reflect the amount
required to fulfil an obligation or the amount required to release the entity from an
obligation.
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Entity-specific and non-entity specific measures
Measurement bases that are entity-specific reflect the economic and current policy
constraints that affect the possible uses of an asset and the settlement of a liability by an
entity. Economic opportunities that are not available to other entities and risks that are
not experienced by other entities may be reflected in entity-specific measures.
Non-entity specific measures reflect general market opportunities and risks. The
Conceptual Framework clarifies that the decision on whether to use an entity-specific or
non-entity-specific measure is taken by reference to the measurement objective and the
qualitative characteristics.
Observable and unobservable measures
Some measures may be classified according to whether they are observable in an open,
active and orderly market. Measures that are observable in a market are likely to be
more understandable and verifiable than measures that are not observable. They may
also be more faithfully representative of the phenomena they are measuring.
The Conceptual Framework acknowledges that it is not possible to identify one single
measurement basis that best meets the measurement objective. Therefore, it provides
guidance on the selection of a measurement basis for assets and liabilities in order to
meet the measurement objective.
Measurement bases for assets
·

Historical cost - the consideration given to acquire or develop an asset, which is the
cash or cash equivalents or the value of the other consideration given, at the time of
its acquisition or development.

·

Market value – the amount for which an asset could be exchanged between
knowledgeable, willing parties in an arm’s length transaction.

·

Replacement cost - the most economic cost required for the entity to replace the
service potential of an asset (including the amount that the entity will receive from its
disposal at the end of its useful life) at the reporting date.

·

Net selling price - the amount that the entity can obtain from sale of the asset, after
deducting the costs of sale.

·

Value in use - the present value to the entity of the asset’s remaining service
potential or ability to generate economic benefits if it continues to be used, and of
the net amount that the entity will receive from its disposal at the end of its useful
life.

Issued December 2015

29

Impact of IPSASB’s Conceptual Framework

Research Paper

The table below summarises these measurement bases in terms of whether they (a)
provide entry or exit values; (b) are observable in a market; and (c) whether or not they
are entity-specific.
Table 2: Summary of Measurement Bases for Assets
Measurement Basis

Entry or Exit

Historical cost
Market value in open,
active and orderly
market
Market value in inactive
market
Replacement cost
Net selling price
Value in use

Entry
Entry and exit

Exit
Entry
Exit
Exit

Observable or
Unobservable in a
Market
Generally observable
Observable

Entity or Non-entity
Specific

Dependent on
valuation technique
Observable
Observable
Unobservable

Dependent on
valuation technique
Entity-specific
Entity-specific
Entity-specific

Entity-specific
Non-entity-specific

Measurement bases for liabilities
·

Historical cost - the consideration received to assume an obligation, which is the
cash or cash equivalents, or the value of the other consideration received at the
time the liability is incurred.

·

Cost of fulfilment - the costs that the entity will incur in fulfilling the obligations
represented by the liability, assuming that it does so in the least costly manner.

·

Market value - the amount for which a liability could be settled between
knowledgeable, willing parties in an arm’s length transaction.

·

Cost of release - is the term used in the context of liabilities to refer to the same
concept as “net selling price” in the context of assets. Cost of release refers to the
amount of an immediate exit from the obligation.

·

Assumption price - is the term used in the context of liabilities to refer to the same
concept as replacement cost for assets. Just as replacement cost represents the
amount that an entity would rationally pay to acquire an asset, so assumption price
is the amount which the entity would rationally be willing to accept in exchange for
assuming an existing liability.

The table below summarises these measurement bases in terms of whether they (a)
provide entry or exit values; (b) are observable in a market; and (c) whether or not they
are entity-specific.
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Table 3: Summary of Measurement Bases for Liabilities
Measurement Basis

Entry or Exit

Historical cost
Cost of fulfillment
Market value in open,
active and orderly
market
Market value in inactive
market
Cost of release
Assumption price

Entry
Exit
Entry and exit

Exit
Exit
Entry

Observable or
Unobservable in a
Market
Generally observable
Unobservable
Observable

Entity or Non-entity
Specific

Dependent on valuation
technique
Observable
Observable

Dependent on valuation
technique
Entity-specific
Entity-specific

Entity-specific
Entity-specific
Non-entity specific

Comparison with the Framework
This section of the Framework focuses on the selection of an appropriate measurement
basis based on the objective of financial statements and the QCs of financial
information, the nature of assets or liabilities concerned, and circumstances involved. A
number of different measurement bases are applied in varying combinations in the
financial statements, and include the following:
·

historical cost;

·

current replacement cost;

·

realisable (settlement) value;

·

present value;

·

market value; and

·

fair value.

The Conceptual Framework does not include fair value as a measurement basis.
Instead, it refers to the market value, which is defined in the same way as fair value in
the Framework, as well as in the IPSASB’s literature before the Conceptual Framework
was developed.
Present value is not included as a measurement basis in the Conceptual Framework.
This is because it is not a measurement basis but a technique used to estimate
measurements.
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Impact of IFRS 13 on the measurement principles
Many have challenged the IPSAB’s approach for not including fair value as a
measurement basis in the Conceptual Framework as it has been used extensively in the
IPSASB’s literature. The IPSASB decided not to include fair value as including both
market value and fair value would be confusing to users of financial statements.
The IPSASB observed that in the public sector many assets are specialised and
differences between entry and exit prices are therefore significant. Where an asset will
provide service potential with a greater value than the asset’s exit price, a measure
reflecting exit values is often not the most relevant measurement basis. The IPSASB
decided not to include fair value as a measurement basis, because it did not consider
the current definition in IFRS 13 on Fair Value Measurement appropriate to many
circumstances faced by the public sector.
It also did not want to develop a definition in the Conceptual Framework that differs from
that in IFRS. The IPSASB concluded that it would include market value as a basis,
rather than an exit-value based definition, or a public sector specific definition of fair
value which would be different to that of the IASB.
In addition, the IPSASB took the view that, for the replacement cost of many specialised
assets, an entity specific entry value provides the most relevant information. The
Conceptual Framework therefore includes replacement cost as a measurement basis
rather than as a valuation technique to estimate fair value in IFRS 13. Replacement cost,
as defined in the Conceptual Framework, refers to the replacement of the service
potential embodied in an asset and not replacement of the asset itself. This approach
reflects the primary objective of most public sector entities.
Overall, the discussion in the Conceptual Framework is broader and provides a
conceptual basis on why certain measurement bases are appropriate in certain
circumstances. Such a discussion is lacking in the Framework.

Conclusion
In light of the coverage of measurement concepts in the Framework, and the major
developments that have taken place since the Framework was put in place, there is
merit in adopting the IPSASB’s measurement concepts. Chapter 7 of the Conceptual
Framework is appropriate because the measurement provisions in the Framework are
limited and out of date.
The Conceptual Framework provides comprehensive and conceptually-based reasons
as to why certain measurement bases would be appropriate, for example an entity
assesses the cost of services, operational capacity and financial capacity in relation to
the various measurement bases identified.
Issued December 2015

32

Impact of IPSASB’s Conceptual Framework

Research Paper

Therefore, including Chapter 7 in the Framework will enrich the evaluation of
measurement bases in the financial statements in the local environment. The discussion
provides a strong basis for the users of the Framework with respect to the measurement
of assets for which no standard-level guidance has been provided yet.
As a consequence of the development of the measurement principles, and exclusion of
fair value as a measurement basis, the IPSASB has not proposed any changes to the
measurement requirements at a Standards-level at this stage. The IPSASB will consider
the consequences of the measurement discussion in the Conceptual Framework as part
of a separate project on Public Sector Measurement.
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Section 9 – Presentation in GPFRs
The Conceptual Framework sets out the concepts applicable to the presentation of
information in GPFRs, including financial statements of governments and other public
sector entities (entities) in Chapter 8. However, concepts applicable to financial
statements are described in greater detail.
Presentation is the overarching term used for the selection, location and organisation of
information, and display and disclosure are the more detailed terms describing the
location of information within a GPFR.
Presentation decisions may result in the development of a new report, the movement of
information between reports, the amalgamation of reports, or detailed decisions on
information selection, location and organisation related to information within a report.
The aim of presentation decisions is to provide information that supports the objectives
and meets the qualitative characteristics of financial reporting. Decisions about
information selection, location and organisation are interlinked and are likely to be
considered together.
Information selection
The selection of information should reflect what information is reported: (a) in the
financial statements; and (b) in GPFRs outside the financial statements
Information selected for display communicates key messages in a GPFR, while
information selected for disclosure makes displayed information more useful by
providing detail that will help users to understand the displayed information.
In the financial statements, display refers to the communication of key messages on the
face of the financial statements; and disclosure refers to the provision of detail in the
notes to help users to understand the displayed information. However, for purposes of
other GPFRs, displayed information may either be located separately from disclosed
information or located in the same area, but distinguished from disclosed information
and given prominence through the use of another presentation technique.
Information location
Information location decisions focus on the allocation of information between different
reports and on locating information within a report. Location of information is essential as
it has an impact on the achievement of the objectives of financial reporting. Location
decisions can affect users’ interpretation of information as well as its comparability.
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Information organisation
Information organisation addresses the arrangement, grouping and ordering of
information, which includes decisions about:
(a) how information is arranged within a GPFR; and
(b) the overall structure of a GPFR.
Therefore, a range of decisions such as the use of cross-referencing, tables, graphs or
item order is involved. The Conceptual Framework states that the organisation of
information can affect the interpretation by users.

Comparison with the Framework
The Framework does not deal with presentation.

Conclusion
This chapter of the Conceptual Framework provides considerations that are useful when
making presentation decisions. These decisions are: what information should be
presented (selection), where should the information be located (location), and how the
information should be organised (organisation).
Including this chapter in the Framework would establish a presentation framework that
will help the Board and preparers in organising information that would be useful to users.
The Board considered how the IASB has approached presentation and disclosure in its
Exposure Draft of the Conceptual Framework for Financial Reporting (ED/2015/3). The
IASB regards presentation and disclosure as communication tools, and indicates that to
achieve efficient and effective communication one of the key considerations is the use of
“presentation and disclosure objectives and principles instead of rules that could lead to
purely mechanistic compliance”. If entities understand more clearly the objectives of
disclosures, this will be useful in avoiding entities producing boilerplate lists of
information in their financial statements.
In the light of the earlier discussions about the Board considering a more comprehensive
Framework that covers information reported outside the financial statements, the
inclusion of a presentation framework applicable to other GPFRs will assist the Board in
influencing the manner in which information reported outside the financial statements will
be reported in future.
While the Board considers the chapter in the Conceptual Framework useful, the Board is
of the view that it should also consider the IASB’s approach to presentation objectives
when it considers adopting and modifying the Conceptual Framework.
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