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Financial Statement Discussion and Analysis

Objective(s) of Agenda Item

1. The objective of this session is to approve draft RPG 2, Financial Statement Discussion and
Analysis.

Material(s) Presented

Agenda Item 4.1 Issues Paper

Agenda Item 4.2 Draft RPG 2, Financial Statement Discussion and Analysis Marked-Up
Version

Agenda Item 4.3 Draft RPG 2, Financial Statement Discussion and Analysis Clean Version—

Core Text and Basis for Conclusions Only
Agenda Item 4.4 Comparison of ED 47 and Draft RPG 2 Marked-Up Version—Core Text Only

Agenda Item 4.5 Side-by-Side Comparison of ED 47 and Draft RPG 2—Core Text Only

Action(s) Requested

2. The IPSASB is asked to consider the “Matters for Consideration” in Agenda Paper 4.1.
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Issues Relating to
Draft RPG 2, Financial Statement Discussion and Analysis

Objective of this Session

1. The objective of this session is to approve RPG 2, Financial Statement Discussion and Analysis
(FSDA).

Structure of this Issues Paper

2. The paper is divided into a review and approval of RPG 2 and consideration of due process issues.

Review and Approval of RPG 2

3. At its meeting in March 2013, the IPSASB agreed that the draft IPSAS on FSDA should be
redrafted as a RPG since it relates to a general purpose financial report (GPFR) rather than general
purpose financial statements (GPFSs). The IPSASB also directed staff to check this draft RPG for
consistency with draft RPG 1, Reporting on the Long-Term Sustainability of an Entity’s Finances
(LTFS) (see Agenda Item 7) and to include a Basis for Conclusions for review.

4, In March 2013 the IPSASB conducted a page-by-page review of the FSDA materials in order to
identify any issues. Agenda Paper 4.2 presents a marked-up version of the draft RPG 2 from the
March 2013 agenda papers. The clean version of the core text and Basis for Conclusions is in
Agenda Paper 4.3. The focus of this meeting will be a review of the changes that resulted from the
page-by-page review as well as the Basis for Conclusions. Note that the IPSASB has not
previously considered the Basis for Conclusions.

Matter(s) for Consideration

1. The IPSASB is asked to conduct a page-by-page review of the draft RPG 2 in Agenda Paper 4.2
and to vote on its approval.

Due Process Issues
Background

5. ED 47, Financial Statement Discussion and Analysis, which was issued in March 2012, proposed
that FSDA be an authoritative standard and so was drafted in that format. When revising the
materials as a RPG, staff notes that the draft RPG required a number of amendments from ED 47.
Agenda Paper 4.4 provides a comparison of ED 47 with the draft RPG in mark-up and Agenda
Paper 4.5 is a side-by-side comparison of ED 47 with the draft RPG.

6. The differences resulted primarily from the change in status from an authoritative pronouncement to
a non-authoritative pronouncement. This has led to the following consequential amendments:

(@) The deletion of the proposed consequential amendments to other IPSASS;

(b)  The deletion of five paragraphs because they are standard paragraphs that are included in
IPSASs. Specifically: paragraph 5 relating to GBEs, paragraphs 33 and 34 relating to
transitional provisions and paragraphs 35 and 36 relating to the effective date.

Prepared by: Stephenie Fox / Annette Davis (May 2013) Page 1 of 4
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(c) Revisions to ensure that the draft RPG is consistent with the LTFS draft RPG. This includes
revisions to paragraphs 1, 2, 8, 10 and 11, and the insertion of paragraph 7.

In addition to these changes, the wording and order of the core text has been revised to reflect the
directions of the IPSASB arising from its review of responses at its September 2012, December
2012 and March 2013 meetings. In particular, the IPSASB agreed to delete the proposed
Implementation Guidance and the proposed lIllustrative Example.

IFAC Standards-Setting Public Interest Activity Committee (PIAC) Criteria for Re-exposure

8.

10.

11.

The IPSASB does not have documented criteria for re-exposure. However, the other Public Interest
Activity Committees of IFAC have documented “Due Process and Working Procedures” (issued in
March 2010) which are appropriate to apply in this circumstance and which have been applied
previously, most recently in assessing service concession arrangements. Re-exposure of proposed
pronouncements, while allowed for under due process, is expected to be a rare and unusual
occurrence.

For the purposes of this meeting, staff has identified the most relevant paragraphs of these working
procedures to be paragraphs 20-26 as well as paragraphs A38—-A42 all of which are set out below
for ease of reference.

In terms of process, paragraph 22 highlights that the Board votes on approval of the final revised
content as the first step in the approval process. Paragraph 23 highlights that after approving the
final revised content the Board takes the second step to vote on whether re-exposure is necessary.
Paragraph 22 notes that approval of final content is for its issue as a final pronouncement unless an
affirmative vote for re-exposure is subsequently made in the second step. Under paragraph 23 an
affirmative vote in accordance with the terms of reference requires that two-thirds of Board
members vote in favor of re-exposure in order for a re-exposure draft to be issued. If two-thirds of
Board members do not vote in favor of re-exposure, the approved final content is issued as a final
pronouncement.

Paragraphs A38-A42 highlight the process when re-exposure is being considered, including
possible criteria to be considered. These criteria are used to assess the revisions to ED 47.

Extract from “Due Process and Working Procedures” Document

Approval of an International Pronouncement, and Consideration of the Need for Re-Exposure

20.

21.

22.

When the Project Task Force is satisfied that it has a proposed final international pronouncement
that is ready for approval, it presents the revised content of the exposed international
pronouncement to the PIAC for approval.

The senior staff member of the PIAC is responsible for advising the PIAC on whether due process
has been followed effectively and with proper regard for the public interest before a final
international pronouncement is approved for issue. (Ref: Para. A36-A37)

The PIAC votes on the approval of the final revised content of an exposed international
pronouncement in accordance with its terms of reference. Approval of the final revised content of an
exposed international pronouncement is an approval for its issue as a final international
pronouncement, unless the PIAC subsequently votes in favor of re-exposure as described below.

Agenda ltem 4.1
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23.

24,

25.

26.

(Ref: Para. A38-A39)

After approving the final revised content of an exposed international pronouncement, the PIAC
votes on whether there has been substantial change to the exposed document such that re-
exposure is necessary. An affirmative vote in accordance with the PIAC’s terms of reference that re-
exposure is necessary is required to issue a re-exposure draft. The basis of the PIAC’s decisions
with respect to re-exposure is recorded in the minutes of the PIAC meeting at which the related
project is discussed. (Ref: Para. A40-A42)

When an exposure draft is re-exposed, the explanatory memorandum accompanying the re-
exposure draft includes the reasoning for re-exposure and sufficient information to allow an
understanding of the changes made as a result of the earlier exposure.

Where applicable, the PIAC will set an effective date for the application of the final international
pronouncement. (Ref: Para. A43)

For each final international pronouncement, the PIAC issues a separate document explaining its
basis for conclusions with respect to comments received on an exposure draft. (Ref: Para. A44)

Approval (Ref: Para. 22)

A38.

A39.

The results of voting, including dissenting votes and the reason(s) therefore, on the approval of the
revised content of an exposure draft are recorded in the minutes of the meeting.

The agenda paper containing the draft proposed revised content of exposed international
pronouncement is updated for changes agreed by the PIAC during the course of the meeting and is
posted to the IFAC website after the meeting at which the PIAC approves the final international
pronouncement. The updated agenda paper posted to the IFAC website is for information purposes
only and is not the final pronouncement. The final pronouncement is that approved by the PIAC and
published by IFAC after the PIOB has confirmed that due process was followed in its development.

Re-Exposure (Ref: Para. 23)

A40.

A41.

A42.

When an exposure draft has been subject to many changes, a summary comparative analysis is
presented to the PIAC. This analysis shows, to the extent practicable, the differences between the
exposure draft and the proposed final international pronouncement.

The senior staff member of the PIAC, in consultation with the Chair of the PIAC and chair of the
Project Task Force, advises the PIAC on whether a draft international pronouncement, or part
thereof, needs to be re-exposed.

Situations that constitute potential grounds for a decision to re-expose may include, for example:
substantial change to a proposal arising from matters not aired in the exposure draft such that
commentators have not had an opportunity to make their views known to the PIAC before it reaches
a final conclusion; substantial change arising from matters not previously deliberated by the PIAC;
or substantial change to the substance of a proposed international pronouncement.

12.

Staff considered the guidance in paragraph A42 in determining whether re-exposure is required. In
particular, the following criteria were considered:

(@) Were substantial changes made to ED 47 arising from matters not aired in the exposure draft

such that commentators have not had an opportunity to make their views known?

Agenda ltem 4.1
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13.

14.

15.

16.
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(b)  Were substantial changes made to ED 47 arising from matters not previously deliberated?
(c) Were substantial changes made to the substance of the proposed pronouncement?

Staff considers that the substantive change from ED 47 to the draft final pronouncement is the
change in status from an authoritative pronouncement to a non-authoritative pronouncement.
ED 47 included Specific Matter for Comment (SMC) 1 asking respondents whether or not the ED
should become an authoritative pronouncement. SMC 1 was worded as follows:

“Do you agree that the material presented in this Exposure Draft should be developed as
a mandatory IPSAS that applies to all entities that prepare financial statements in
accordance with IPSASs?”

The comments for and against issuing ED 47 as an IPSAS were fairly evenly split, with a slight
majority going to not issuing the material as an IPSAS. Of those not in favor of issuing ED 47 as an
IPSAS, the majority expressed a clear view that it should be issued as guidance similar to the
proposed RPG for LTFS.

As stated above, the IPSASB has agreed that the guidance should be issued as an RPG with
further agreement that the status of the pronouncement could be reconsidered sometime in the
future.

Staff considers that the other changes to the proposed text are not substantive and arise from
matters that have been deliberated. For example, ED 47 included a SMC on the usefulness of the
proposed Implementation Guidance and proposed lllustrative Example. The IPSASB’s reasoning
for these changes are explained in the Basis for Conclusions.

Staff Conclusion

17.

Staff considers that the substantive change from an authoritative pronouncement has been
addressed because ED 47 included a SMC on this issue and the change in status resulted from the
consideration of respondents’ comments. Staff also considers that the revised text improves the
clarity of the guidance and that these changes do not rise to the level anticipated by the IFAC due
process criteria. Staff believes that the changes in total do not substantively change the intent and
principles underlying ED 47 and therefore re-exposure is not necessary.

Matter(s) for Consideration
2.

The IPSASB is asked to confirm that re-exposure is not required.
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This document was developed and approved by the International Public Sector Accounting Standards
Board (IPSASB).

The IPSASB sets International Public Sector Accounting Standards (IPSASs) and Recommended
Practice Guidelines (RPGs) for use by public sector entities, including national, regional, and local
governments, and related governmental agencies.

The objective of the IPSASB is to serve the public interest by setting high-quality public sector accounting
standards and by facilitating the adoption and implementation of these, thereby enhancing the quality and
consistency of practice throughout the world and strengthening the transparency and accountability of
public sector finances.

The structures and processes that support the operations of the IPSASB are facilitated by the
International Federation of Accountants (IFAC).

Copyright © July 2013 by the International Federation of Accountants (IFAC). For copyright, trademark,
and permissions information, please see page 17.
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Objective

1.

Fhe—objective—of thisThis Recommended Practice Guideline (RPG) Standard—is—to—provides
guidance establish—principles—for preparing and presenting financial statement discussion and
analysis. Financial statement discussion and analysis will assist users to understand the financial
position and financial performance described by the general purpose financial statements
(hereafter referred to as “financial statements”).

Status and Scope

2.

The reporting of financial statement discussion and analysis in_accordance with this RPG
represents good practice. An entity preparing and presenting financial statement discussion and
analysis is encouraged to follow this RPG. Compliance with this RPG is not required in order for an
entity to _assert that its financial statements comply with International Public_Sector Accounting

Standards (IPSASs). An—entity-that-prepares—and-presentsfinancial-statements—under-the

Financial statement discussion and analysis should shall-be presented at least annually and should
shalluse the same reporting date peried-as that used for the financial statements.

The reporting boundary for financial statement discussion and analysis should shall-be the same as
that used for the financial statements.

Financial statement discussion and analysis should shall-be issued published-with the financial
statements.

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

(GBESs).

Although this RPG does not apply directly to GBESs, significant items, transactions, and events
relating to GBEs that affect the entity’s financial statements are within the scope of this RPG.

An entity whose financial statement discussion and analysis complies with this RPG should IPSAS
shall-make an explicit and unreserved statement of such compliance_in its financial statement
discussion and analysis. Financial statement discussion and analysis should shall-not be described
as complying with this RPG {PSAS-unless it complies with all the requirements of this RPGIRSAS.

Agenda ltem 4.2
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9. 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 any such requirements.

10. This RPG does not provide guidance on Standard-does-not-specify-the level of assurance (if any) to
which financial statement discussion and analysis should be subjected.

Definition
11. The following term is used in this RPG 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 used in this RPG with the meanings specified in _International Public Sector Accounting
Standards (IPSASs) are set out in Appendix A. Ferms—defined-in-otherIPSASs-are—used-in-this

Identification of Financial Statement Discussion and Analysis

12. Financial statement discussion and analysis should shal-be clearly identified, and distinguished
from the financial statements and from other information.

13. Separate identification of financial statement discussion and analysis enables users to distinguish:

(@) Financial statements prepared and presented under the accrual basis of accounting in

accordance with IPSASs-applicable-to-the-financial-statements;

(b)  Financial statement discussion and analysis prepared in accordance with this RPGStandard;
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.

14. Financial statement discussion and analysis should identify the financial statements to which it
relates.

Presenting Key-Prineiples-of-Financial Statement Discussion and Analysis

15. Financial statement discussion and analysis provides information useful to users for accountability

| and decision-making purposes by enabling users to gain an insight into en-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 items, transactions, and events affecting the financial performance and
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position of the entity. Therefore, financial statement discussion and analysis complements the
information in the financial statements.

Information in financial statement discussion and analysis should shal-meet the qualitative
characteristics of financial reporting taking into account the constraints on information included in
general purpose financial reports (GPFRSs).

Content of Financial Statement Discussion and Analysis

17.

The content of financial statement discussion and analysis should shall-be consistent with the

financial statements_and the underlying transactions and estimates—and-based-on-currenth-known
facts-and supportable assumptions.

Content

18.

19.

20.

To the extent it does not replicate information in the financial statements, financial statement
discussion and analysis should shalkinclude:

(@) An overview of the entity’s operations and the environment in which it operates;

(b) Information about the entity’s objectives and strategies_that relate to the financial statements;

(c) An analysis of the entity’s financial statements including significant changes and trendsA

(d) A description of the entity’s its—principal firancial-risk and uncertainties that relate to the
financial statementsexpesures, an explanation of changes in those risks and uncertainties
since the last reporting date and its strategies for bearing or mitigating those risks_and
uncertainties.

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.

Where financial statement d|scu55|0n and analv5|s mcludes |nformat|on that is also in the financial
statements it When-i . .
L%ASs—the—ﬁnaneraJ—statement—d%eusaen—and—anatyss—does not merer repeat what is in the
financial statements, but analyzes and explains how items affect the entity’s financial performance
and position. Fhe-fFinancial statement discussion and analysis should includes cross-references to
the financial statements where appropriate to avoid duplication of information.

Overview of the Entity’s Operations and Environment

21.

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 assists users’
understanding of an entity’s financial statements. Information provided about an entity’s operations
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in financial statement discussion and analysis may include current information, and changes from
the prior year, relating to:

(&) 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);_and

(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

Information about the Entity’s Objectives and Strategies_that Relate to the Financial Statements

22.

23.

Financial statement discussion and analysis should discuss discusses-the entity’s objectives and
strategies relating to the financial statements 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. Such objectives and strategies relating to the financial
statements could include protecting assets, the level of debt and the level of reserves. Financial
statement discussion and analysis also explains how the-achievement of the entity’'s objectives

{e-g——debtreduction-strategy)-would will-be measured and over what time period the-progress
would achievement-willbe measured.

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

Analysis of the Entity’s Financial Statements

24,

25.

26.

Financial statement discussion and analysis should include an analysis of significant changes and
trends in an entity’s financial position and financial performance. An analysis of trends includes
those financial statement items that are important and significant to gaining a better understanding
of an entity’s financial position and performance and changes in financial position and performance
over a period of time.

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

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 are defined and explained, including the reasons for the use of such measuresan
explanation-of-the-relevance-of the-measure-to-users. When financial performance measures are
derived er—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

7
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Comparative information should shall-be disclosed in respect of the previous period(s) for all
amounts presented reperted-in financial statement discussion and analysis when it is relevant to an
understanding of the current period’s financial statement discussion and analysis.

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 other public reports such as

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.

Financial-Risks and Uncertainties that Relate to the Financial Statements

29.

30.

31.

32.

33.

Financial statement discussion and analysis should discuss rfermation-abeut-the entity’'s financial
principal risks and uncertainties that relate to the financial statements and include an explanation of
how this relates to the objectives and strategies of the entity. This information helps users to
evaluate the impact of those risks in the current period (e.g., contingent liabilities disclosed in the
financial statements_or the use of foreign currency hedges to mitigate risk) as well as expected
outcomes. Fhis—information—is—fact-based—takes—into—account—currently-known—conditions—and—

peutral

The description of the principal finaneial—risks and uncertainties that relate to the financial
statements facing—the—entity-should cover beth-exposures to both negative consequences and

potential opportunities. Financial-statement-discussion—and-—analysis—provides—useful-information

objectives—and-strategies—of the—entity—These The-principalfinancial-risks and uncertainties can
constitute eithera-significant external or internal risks to the entity.

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

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

Finaneial+Risks and uncertainties that relate to the financial statements may have a pervasive
effect on the financial statements.; tTherefore, information relating to these finaneial-risks and
uncertainties may be reported separately, or in relevant sections throughout the-financial statement
discussion and analysis.
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Appendix A
Existing Definitions in IPSASs
Term Definition Paragraph
reference in
this RPG
Approved budget | The expenditure authority derived from laws, appropriation bills, 28
government ordinances, and other decisions related to the anticipated
revenue or receipts for the budgetary period.
Government An entity that has all the following characteristics: 6
Business (@) Is an entity with the power to contract in its own name;
Ent i . ) . . .
nerprise (b) Has been assigned the financial and operational authority to carry on a
business;
(c) Sells goods and services, in the normal course of its business, to other
entities at a profit or full cost recovery;
(d) Is not reliant on continuing government funding to be a going concern
(other than purchases of outputs at arm’s length); and
(e) Is controlled by a public sector entity.
Reporting date The date of the last day of the reporting period to which the financial 3
statements relate.

10
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Basis for Conclusions

Scope and Authority

BC1.

BC2.

BC3.

The IPSASB approved a project in March 2008 to address “narrative reporting”. In developing this
Standardpronouncement, the IPSASB clarified that the scope of the project is to address only
those reports that provide discussion and analysis specifically relating pertaining-to an entity’'s
general purpose financial statements (“financial statements”) as set out in IPSAS 1, Presentation
of Financial Statements and not broader types of reports that may be considered general purpose
financial reports as envisaged in the IPSASB’s Conceptual Framework_for General Purpose
Financial Reports in the Public Sector (the Conceptual Framework).

In undertaking this project, the IPSASB considered, under its Criteria for Modifying IASB
Documents, whether to develop guidance that was converged with Management Commentary, an
IFRS Practice Statement. The IPSASB did not consider this approach to be appropriate because:

(@ The users identified in the Practice Statement are investors. Chapter 2 of the Conceptual
Framework IPSAS-1Presentation-of Financial- Statements-identifies different users, which
results in different information needs related to the financial statements.

(b) Additionally, in the private sector there may be a strong influence from the securities
exchanges and their regulators which help ensure and reinforce the information needs of
the investors. In the public sector there may not be a comparable regulator, which
participates in the process of standardizing financial statement discussion and analysis for
a jurisdiction, and therefore reliance on the private sector guidance may result in loss of
accountability in the public sector.

Financial statement discussion and analysis is intended to address similar matters to reports that
may be termed “management discussion and analysis” and “management commentary” in
various jurisdictions. However, the IPSASB did not consider those terms to accurately describe
the nature of the report in relation to the financial statements. The IPSASB decided it was
important to link financial statement discussion and analysis to the financial statements because
the-financial statement discussion and analysis is intended to explain the financial statements,
and not to stand alone. The IPSASB considers the term “financial statement discussion and
analysis” clearly defines the scope of applicability of this pronouncement ofthis-Standard-and its
close linkage to the financial statements.

Exposure Draft (ED) 47, Financial Statement Discussion and Analysis

BCA4.

The IPSASB developed Exposure Draft (ED) 47, Financial Statement Discussion and Analysis
which was issued in March 2012. This ED proposed that entities which prepare and present their
financial statements in accordance with IPSASs, should be required to prepare financial
statement discussion and analysis in accordance with thisthe ED. This meant that in—effect-the
EDbfinancial statement discussion and analysis would have the same level of authority as accrual
based IPSASs even though it relateds to a general purpose financial report (GPFR).

11
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(b)

In developing the ED Fthe IPSASB considered eensiders-that financial statement discussion and
analysis provides additional information necessary to meet the objectives of financial statements.
Furthermore, Fthe IPSASB considered considers—that in—alcases;,—the benefits of providing
financial statement discussion and analysis would outweigh the costs of preparing it, as the
information is used in the preparation of the financial statements, and tailored to the specific
circumstances of the entity. The IPSASB therefore concluded-proposed that financial statement
discussion and analysis should be prepared by all entities that prepare their financial statements

in accordance with IPSASs.FhelPSASB-concluded-that-all-entities-that prepare-and-present-their

nce with |IPSA hould be reguired to nrepnare financi emen

IPSAS 1 defines the scope of the financial statements. The IPSASB did dees—not consider
financial statement discussion and analysis to be part of the financial statements prepared in
accordance with IPSASs despite its close link to the financial statements. The IPSASB did not,
therefore, propose to amend IPSAS 1 to include financial statement discussion and analysis as
an integral part of the financial statements. Nevertheless-the IRPSASB-has-clarified-the-close-link

Some respondents to the ED raised the concern that entities may have problems with asserting
compliance with IPSASs applicable to the financial statements if they do not follow the proposed
requirements in the ED. In particular, respondents were concerned that financial statement
discussion and analysis might still be considered to be a part of the financial statements even
though the ED explicitly stateds that financial statement discussion and analysis is not a
component of the financial statements. Some of these respondents suggested that this would not
be an issue if the ED was developed into non-authoritative gquidance, e.q., a Recommended
Practice Guideline (RPG).

The IPSASB considered whether or not the ED should be developed as an IPSAS or whether it
should become an RPG. Respondents to the ED were split on this issue with a slight majority
favoring the material not becoming an IPSAS. Of those not in favor of issuing an IPSAS, the
majority of respondents expressed a clear view that it should be issued as guidance in similar to
the proposed RPG for Reporting on the Long-Term Sustainability of an Entity’s Finances.

The IPSASB also considered this issue in the context of whether or not GPFRs should be
capable of being authoritative pronouncements. The IPSASB noted that the scope of its

12
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Conceptual Framework is not limited to GPFESs. Therefore, the Conceptual Framework envisages
authoritative pronouncements for GPFRSs.

There were contrasting views among members as to the status of pronouncements relating to
GPFRs. Some members consider that if all pronouncements relating to GPFRs, other than
GPFESs, are non-authoritative it would be a retrograde step. These members consider that
financial statement discussion and analysis is an essential component of GPFRs and therefore it
should be an authoritative pronouncement because it is critical in_helping entities to meet the
accountability objective of financial reporting. In particular it enables users to gain an insight into
the operations of the entity from the perspective of the entity itself. Moreover, financial statement
discussion and analysis is a well-established area of GPFR, therefore it is appropriate that the
guidance is authoritative.

Other members consider_that pronouncements relating to GPFRs should be non-authoritative
because there is an issue about the potential impact on the audit report on the GPFSs if
pronouncements relating to GPFRs are authoritative. Furthermore, financial statement discussion
and analysis is an explanation of the financial statements and users are able to get information
from the financial statements irrespective of whether the entity prepares a financial statement
discussion and analysis, in other words, the financial statements can stand on their own. These
members acknowledged that while financial statement discussion and analysis is important for
the accountability objective of financial reporting, it is not critical to the fair presentation of the
financial statements.

On balance the IPSASB decided that at this time the ED should be developed into a RPG. The
IPSASB considers that this RPG provides useful guidance for entities and its flexible application
would benefit entities in jurisdictions that have local requirements or requlations. It will also
promote comparability across entities that present financial statement discussion and analysis.
Furthermore, the IPSASB considers that the RPG might encourage entities that are not
accustomed to presenting financial statement discussion and analysis to provide users with this
information.

Because financial statement discussion and analysis helps entities to meet the accountability
objective of financial reporting the IPSASB decided that it should review the status of the RPG
sometime in the future.

13
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Qualitative Characteristics

BC14. As a GPFR, ThelPSASB-decided-also—concluded-that-the information in financial statement
discussion and analysis should possess the qualitative characteristics of financial reporting taking
into account the and-constraints on information included in GPFRs as set out in Chapter 3 of the
Conceptual Frameworkin—HRPSAS-1. Accordingly, HRPSASXX—(ED47)—this is reflected in
paragraph 17 of the RPGeontains-reguirements-that-financial-statement-discussion-and-analysis

contain-information-that is-consistent with- these gqualitative characteristics.

(b)  Astatement of financial performance;

(d) A-cashflowstatement;

14
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Forward-Looking Information

BC15.

The IPSASB considered whether it should recommend that an Fhis-Standard-does-notrequire-the

entity to-discloses forward-looking information, such as forecasts—er—projections. However, the
IPSASB considered that whether or not forward-looking information can be included in financial
statement discussion and analysis will vary depending upon the regulatory environment in which
the entity operates. Moreover, the IPSASB considered that there is a potential for confusion if this
RPG includes in its scope forward-looking information because RPG 1, Reporting on the Long-
Term Sustainability of an Entity’s Finances provides guidance on reporting long-term prospective
financial information. Therefore, the IPSASB decided that the RPG did not need to include
recommendations for disclosures relating to forward-looking information. However—the IPSASB

Implementation Guidance and lllustrative Example

BC16.

BC17.

BC18.

BC19.

ED 47 included Implementation Guidance which included three sections as follows:

(a)  Section A: Qualitative Characteristics of General Purpose Financial Reports—Applicability
to Financial Statement Discussion and Analysis;

(b)  Section B: Examples of Information about the Entity’s Financial Statements; and

(c) _ Section C: Examples of Information about Variances and Trends.

The IPSASB decided that “Section A: Applicability of the Qualitative Characteristics of Financial
Statements to Financial Statement Discussion and Analysis” (paragraphs A.IG1-A.IG20) is not
necessary because Chapter3 of the Conceptual Framework explains the qualitative
characteristics of financial reporting. Accordingly, this section is not included in the RPG.

The IPSASB discussed whether “Section B: Examples of Information about the Entity’s Financial
Statements” (paragraphs B.IG1-B.IG23) and “Section C: Examples of Information about
Variances and Trends” (paragraphs C.IG1-C.IG9) should be retained in the RPG. Some
respondents to the ED considered that the guidance was too detailed in some areas and not
comprehensive in_other areas. The IPSASB understood these concerns and additionally
considered that undue emphasis could be placed on this guidance. Therefore, the IPSASB
decided not to include these sections in the RPG.

ED 47 included an lllustrative Example of a financial statement discussion and analysis of a
national government. Some respondents to the ED suggested that an example needed to be
developed for an entity that is not a national government. The IPSASB considered this suggestion

15
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and the possibility that any illustrative examples would be used as a template, whereas entities
preparing financial statement discussion and analysis should focus on the guidance in the RPG.
Moreover, the IPSASB observed that best-practice examples are available from other sources.
Therefore, the IPSASB decided not to include any illustrative examples in the RPG.

16
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IPSASB Meeting (June 2013) Ag enda Item 4.3

Draft RPG 2, Financial Statement Discussion and Analysis
Clean Version

Objective

1.

This Recommended Practice Guideline (RPG) provides guidance for preparing and presenting
financial statement discussion and analysis. Financial statement discussion and analysis will assist
users to understand the financial position and financial performance described by the general
purpose financial statements (hereafter referred to as “financial statements”).

Status and Scope

2. The reporting of financial statement discussion and analysis in accordance with this RPG
represents good practice. An entity preparing and presenting financial statement discussion and
analysis is encouraged to follow this RPG. Compliance with this RPG is not required in order for an
entity to assert that its financial statements comply with International Public Sector Accounting
Standards (IPSASS).

3. Financial statement discussion and analysis should be presented at least annually and should use
the same reporting date as that used for the financial statements.

4, The reporting boundary for financial statement discussion and analysis should be the same as that
used for the financial statements.

5. Financial statement discussion and analysis should be issued with the financial statements.

6. This RPG applies to all public sector entities other than Government Business Enterprises (GBES).
7. Although this RPG does not apply directly to GBEs, significant items, transactions, and events
relating to GBEs that affect the entity’s financial statements are within the scope of this RPG.

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

9. 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 any such requirements.

10. This RPG does not provide guidance on the level of assurance (if any) to which financial statement
discussion and analysis should be subjected.

Definition

11. The following term is used in this RPG 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.

Prepared by: Annette Davis (May 2013) Page 1 of 8



Draft RPG 2, Financial Statement Discussion and Analysis—Clean Version
IPSASB Meeting (June 2013)

Terms used in this RPG with the meanings specified in International Public Sector Accounting
Standards (IPSASSs) are set out in Appendix A.

Identification of Financial Statement Discussion and Analysis

12.

13.

14.

Financial statement discussion and analysis should be clearly identified, and distinguished from the
financial statements and from other information.

Separate identification of financial statement discussion and analysis enables users to distinguish:

(@) Financial statements prepared and presented under the accrual basis of accounting in
accordance with IPSASs;

(b) Financial statement discussion and analysis prepared in accordance with this RPG; 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.

Financial statement discussion and analysis should identify the financial statements to which it
relates.

Presenting Financial Statement Discussion and Analysis

15.

16.

Financial statement discussion and analysis provides information useful to users for accountability
and decision-making purposes by enabling users to gain an insight into 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 items, transactions, and events affecting the financial performance and
position of the entity. Therefore, financial statement discussion and analysis complements the
information in the financial statements.

Information in financial statement discussion and analysis should meet the qualitative
characteristics of financial reporting taking into account the constraints on information included in
general purpose financial reports (GPFRs).

Content of Financial Statement Discussion and Analysis

17.

18.

19.

The content of financial statement discussion and analysis should be consistent with the financial
statements and the underlying transactions and estimates.

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

(@) An overview of the entity’s operations and the environment in which it operates;
(b) Information about the entity’s objectives and strategies that relate to the financial statements;
(c)  An analysis of the entity’s financial statements including significant changes and trends; and

(d) A description of the entity’'s principal risk and uncertainties that relate to the financial
statements, an explanation of changes in those risks and uncertainties since the last
reporting date and its strategies for bearing or mitigating those risks and uncertainties.

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.

Agenda ltem 4.3
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Where financial statement discussion and analysis includes information that is also in the financial
statements it does not merely repeat what is in the financial statements, but analyzes and explains
how items affect the entity’s financial performance and position. Financial statement discussion and
analysis should include cross-references to the financial statements where appropriate to avoid
duplication of information.

Overview of the Entity’s Operations and Environment

21.

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 assists 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, relating to:

(@) 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); and

(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).

Information about the Entity’s Objectives and Strategies that Relate to the Financial Statements

22.

23.

Financial statement discussion and analysis should discuss the entity’s objectives and strategies
relating to the financial statements 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. Such objectives and strategies relating to the financial statements
could include protecting assets, the level of debt and the level of reserves. Financial statement
discussion and analysis also explains how achievement of the entity’s objectives would be
measured and over what time period progress would be measured.

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

Analysis of the Entity’s Financial Statements

24,

25.

Financial statement discussion and analysis should include an analysis of significant changes and
trends in an entity’s financial position and financial performance. An analysis of trends includes
those financial statement items that are important and significant to gaining a better understanding
of an entity’s financial position and performance and changes in financial position and performance
over a period of time.

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

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 are defined and explained, including the reasons for the use of such measures.
When financial performance measures are derived from the financial statements, those measures
are reconciled to measures presented in the financial statements that have been prepared in
accordance with IPSASs.

Comparative information should be disclosed in respect of the previous period(s) for amounts
presented in financial statement discussion and analysis when it is relevant to an understanding of
the current period’s financial statement discussion and analysis.

When an entity is required or elects to make their approved budget(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 other public reports such as 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.

Risks and Uncertainties that Relate to the Financial Statements

29.

30.

31.

32.

33.

Financial statement discussion and analysis should discuss the entity’s principal risks and
uncertainties that relate to the financial statements and include an explanation of how this relates to
the objectives and strategies of the entity. This information helps users to evaluate the impact of
those risks in the current period (e.g., contingent liabilities disclosed in the financial statements or
the use of foreign currency hedges to mitigate risk) as well as expected outcomes.

The description of the principal risks and uncertainties that relate to the financial statements should
cover exposures to both negative consequences and potential opportunities. These risks and
uncertainties can constitute significant external or internal risks to the entity.

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

A discussion of the risks and uncertainties that relate to the financial statements 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 that relate to the financial statements may have a pervasive effect on the
financial statements. Therefore, information relating to these risks and uncertainties may be
reported separately, or in relevant sections throughout financial statement discussion and analysis.
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Basis for Conclusions

Scope and Authority

BC1.

BC2.

BC3.

The IPSASB approved a project in March 2008 to address “narrative reporting”. In developing this
pronouncement, the IPSASB clarified that the scope of the project is to address only those
reports that provide discussion and analysis specifically relating to an entity’'s general purpose
financial statements (“financial statements”) as set out in IPSAS 1, Presentation of Financial
Statements and not broader types of reports that may be considered general purpose financial
reports as envisaged in the IPSASB’s Conceptual Framework for General Purpose Financial
Reports in the Public Sector (the Conceptual Framework).

In undertaking this project, the IPSASB considered, under its Criteria for Modifying I1ASB
Documents, whether to develop guidance that was converged with Management Commentary, an
IFRS Practice Statement. The IPSASB did not consider this approach to be appropriate because:

(&) The users identified in the Practice Statement are investors. Chapter 2 of the Conceptual
Framework identifies different users, which results in different information needs related to
the financial statements.

(b) Additionally, in the private sector there may be a strong influence from the securities
exchanges and their regulators which help ensure and reinforce the information needs of
the investors. In the public sector there may not be a comparable regulator, which
participates in the process of standardizing financial statement discussion and analysis for
a jurisdiction, and therefore reliance on the private sector guidance may result in loss of
accountability in the public sector.

Financial statement discussion and analysis is intended to address similar matters to reports that
may be termed “management discussion and analysis” and “management commentary” in
various jurisdictions. However, the IPSASB did not consider those terms to accurately describe
the nature of the report in relation to the financial statements. The IPSASB decided it was
important to link financial statement discussion and analysis to the financial statements because
financial statement discussion and analysis is intended to explain the financial statements, and
not to stand alone. The IPSASB considers the term “financial statement discussion and analysis”
clearly defines the scope of applicability of this pronouncement and its close linkage to the
financial statements.

Exposure Draft (ED) 47, Financial Statement Discussion and Analysis

BCA4.

BCS.

The IPSASB developed Exposure Draft (ED) 47, Financial Statement Discussion and Analysis
which was issued in March 2012. This ED proposed that entities which prepare and present their
financial statements in accordance with IPSASs, should be required to prepare financial
statement discussion and analysis in accordance with the ED. This meant that financial statement
discussion and analysis would have the same level of authority as accrual based IPSASs even
though it related to a general purpose financial report (GPFR).

In developing the ED the IPSASB considered that financial statement discussion and analysis
provides additional information necessary to meet the objectives of financial statements.
Furthermore, the IPSASB considered that the benefits of providing financial statement discussion
and analysis would outweigh the costs of preparing it, as the information is used in the
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BCS.

BCO.

BC10.

BC11.
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preparation of the financial statements, and tailored to the specific circumstances of the entity.
The IPSASB therefore proposed that financial statement discussion and analysis should be
prepared by all entities that prepare their financial statements in accordance with IPSASs.

IPSAS 1 defines the scope of the financial statements. The IPSASB did not consider financial
statement discussion and analysis to be part of the financial statements prepared in accordance
with IPSASs despite its close link to the financial statements. The IPSASB did not, therefore,
propose to amend IPSAS 1 to include financial statement discussion and analysis as an integral
part of the financial statements.

Some respondents to the ED raised the concern that entities may have problems with asserting
compliance with IPSASs applicable to the financial statements if they do not follow the proposed
requirements in the ED. In particular, respondents were concerned that financial statement
discussion and analysis might still be considered to be a part of the financial statements even
though the ED explicitly stated that financial statement discussion and analysis is not a
component of the financial statements. Some of these respondents suggested that this would not
be an issue if the ED was developed into non-authoritative guidance, e.g., a Recommended
Practice Guideline (RPG).

The IPSASB considered whether or not the ED should be developed as an IPSAS or whether it
should become an RPG. Respondents to the ED were split on this issue with a slight majority
favoring the material not becoming an IPSAS. Of those not in favor of issuing an IPSAS, the
majority of respondents expressed a clear view that it should be issued as guidance in similar to
the proposed RPG for Reporting on the Long-Term Sustainability of an Entity’s Finances.

The IPSASB also considered this issue in the context of whether or not GPFRs should be
capable of being authoritative pronouncements. The IPSASB noted that the scope of its
Conceptual Framework is not limited to GPFSs. Therefore, the Conceptual Framework envisages
authoritative pronouncements for GPFRs.

There were contrasting views among members as to the status of pronouncements relating to
GPFRs. Some members consider that if all pronouncements relating to GPFRs, other than
GPFSs, are non-authoritative it would be a retrograde step. These members consider that
financial statement discussion and analysis is an essential component of GPFRs and therefore it
should be an authoritative pronouncement because it is critical in helping entities to meet the
accountability objective of financial reporting. In particular it enables users to gain an insight into
the operations of the entity from the perspective of the entity itself. Moreover, financial statement
discussion and analysis is a well-established area of GPFR, therefore it is appropriate that the
guidance is authoritative.

Other members consider that pronouncements relating to GPFRs should be non-authoritative
because there is an issue about the potential impact on the audit report on the GPFSs if
pronouncements relating to GPFRs are authoritative. Furthermore, financial statement discussion
and analysis is an explanation of the financial statements and users are able to get information
from the financial statements irrespective of whether the entity prepares a financial statement
discussion and analysis, in other words, the financial statements can stand on their own. These
members acknowledged that while financial statement discussion and analysis is important for
the accountability objective of financial reporting, it is not critical to the fair presentation of the
financial statements.
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On balance the IPSASB decided that at this time the ED should be developed into a RPG. The
IPSASB considers that this RPG provides useful guidance for entities and its flexible application
would benefit entities in jurisdictions that have local requirements or regulations. It will also
promote comparability across entities that present financial statement discussion and analysis.
Furthermore, the IPSASB considers that the RPG might encourage entities that are not
accustomed to presenting financial statement discussion and analysis to provide users with this
information.

Because financial statement discussion and analysis helps entities to meet the accountability
objective of financial reporting the IPSASB decided that it should review the status of the RPG
sometime in the future.

Qualitative Characteristics

BC14.

As a GPFR, the information in financial statement discussion and analysis should possess the
qualitative characteristics of financial reporting taking into account the constraints on information
included in GPFRs as set out in Chapter 3 of the Conceptual Framework. Accordingly, this is
reflected in paragraph 17 of the RPG.

Forward-Looking Information

BC15.

The IPSASB considered whether it should recommend that an entity discloses forward-looking
information, such as forecasts. However, the IPSASB considered that whether or not forward-
looking information can be included in financial statement discussion and analysis will vary
depending upon the regulatory environment in which the entity operates. Moreover, the IPSASB
considered that there is a potential for confusion if this RPG includes in its scope forward-looking
information because RPG 1, Reporting on the Long-Term Sustainability of an Entity’s Finances
provides guidance on reporting long-term prospective financial information. Therefore, the
IPSASB decided that the RPG did not need to include recommendations for disclosures relating
to forward-looking information.

Implementation Guidance and lllustrative Example

BC16.

BC17.

BC18.

ED 47 included Implementation Guidance which included three sections as follows:

(@) Section A: Qualitative Characteristics of General Purpose Financial Reports—Applicability
to Financial Statement Discussion and Analysis;

(b)  Section B: Examples of Information about the Entity’s Financial Statements; and
(c) Section C: Examples of Information about Variances and Trends.

The IPSASB decided that “Section A: Applicability of the Qualitative Characteristics of Financial
Statements to Financial Statement Discussion and Analysis” (paragraphs A.IG1-A.1G20) is not
necessary because Chapter3 of the Conceptual Framework explains the qualitative
characteristics of financial reporting. Accordingly, this section is not included in the RPG.

The IPSASB discussed whether “Section B: Examples of Information about the Entity’s Financial
Statements” (paragraphs B.IG1-B.IG23) and “Section C: Examples of Information about
Variances and Trends” (paragraphs C.IG1-C.IG9) should be retained in the RPG. Some
respondents to the ED considered that the guidance was too detailed in some areas and not
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comprehensive in other areas. The IPSASB understood these concerns and additionally
considered that undue emphasis could be placed on this guidance. Therefore, the IPSASB
decided not to include these sections in the RPG.

ED 47 included an lllustrative Example of a financial statement discussion and analysis of a
national government. Some respondents to the ED suggested that an example needed to be
developed for an entity that is not a national government. The IPSASB considered this suggestion
and the possibility that any illustrative examples would be used as a template, whereas entities
preparing financial statement discussion and analysis should focus on the guidance in the RPG.
Moreover, the IPSASB observed that best-practice examples are available from other sources.
Therefore, the IPSASB decided not to include any illustrative examples in the RPG.
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Comparison of ED 47 and Draft RPG 2, Financial Statement
Discussion and Analysis—Marked-up

Objective

overall-considerations-for- theThis Recommended Practice Guideline (RPG) prowdes guidance for
its-structure, minimum-requirements-for-the-contentpreparing and presentation-to-allow-entities-to

preparepresenting financial statement discussion and analysis. Financial statement discussion and

analysis fortheirspecific-circumstances-towill assist users to understand the financial statements-:

oo
1.  An-—entity that prepares—and-—presents—position and financial performance described by the

general purpose financial statements {“(hereafter referred to as “financial statements——in

accordancewith IPSAS 1. Presentation-of Financial Statements,shall prepare”).

Status and presentScope

2. The reporting of financial statement discussion and analysis—_in accordance with this RPG
represents good practice. An entity preparing and presenting financial statement discussion and
analysis is encouraged to follow this RPG. Compliance with this RPG is not required in order for an
entity to assert that its financial statements comply with International Public Sector Accounting
Standards (IPSASS).

3. Financial statement discussion and analysis shalshould be presented at least annually and should
use the same reporting date as that used for the financial statements.

1.4. The reporting boundary for financial statement discussion and analysis should be preparedthe

same as that used for the same-reporting-entity-that prepares-and-presents-financial statements
undertheaccrualbasisof-accounting—.

5. TFhis-Standard-applies—only-to-finaneialFinancial statement discussion and analysis—H-dees—net
apply-to-other-information-included-in—public-documents_should be issued in—coenjunction-with the

financial statements.

3.6. This StandardRPG applies to all public sector entities other than Government Business
Enterprises-_ (GBES).

7. Although this RPG does not apply directly to GBEs, significant items, transactions, and events

relating to GBEs that affect the entity’s financial statements are within the scope of this RPG.

Prepared by: Annette Davis (May 2013) Page 1 of 7



Comparison of ED 47 and Draft RPG 2—Marked-up
IPSASB Meeting (June 2013)

financial-statements-complies with this RPG should make an explicit and unreserved statement of
such compliance in its financial statement discussion and analysis. Financial statement discussion
and analysis should not be described as complying with this RPG unless it complies with all the
requirements of this RPG.

4.8.  An entity shalssue-the-whose financial statement discussion and analysis when—it-issues

9. IPSAS-1requiresIn some jurisdictions, preparation and presentation of financial statementsto-be

Standard-requires-an-entity-to-issue-financialstatement discussion and analysis in-conjunctionis a
leqgislative or requlatory requirement, or required by other externally-imposed requlations. Entities
are encouraged to disclose information about compliance with any such requirements.

5.10. This RPG does not provide guidance on the entity's-annualtfinancial-statementslevel of assurance

(if any) to which financial statement discussion and analysis should be subjected.

Definition
56.11. The following term is used in this StandardRPG 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—othertRPSASs-are-used in this StandardRPG with the same-meaning—as—in
thesemeanings specified in _International Public Sector Accounting Standards—and—are

qualitative characteristics of general purpose financial reports-identified (IPSASs) are set out
in Appendix- A-efHPSAS1-

Identification of Financial Statement Discussion and Analysis

#:12. Financial statement discussion and analysis shalshould be identified—clearly_identified, and
distinguished from the financial statements_and from other information.

8.13. Separate identification of financial statement discussion and analysis enables users to distinguish:

(a) Financial statements prepared and presented under the accrual basis of accounting in
accordance with IPSASs; and

(b)  Financial statement discussion and analysis prepared in accordance with this RPG; and

{b)(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.
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make—an—e*p#eﬁ—andawesewed—s%atamm—ef—sueh—%mp%nee—ﬁnanual statement
discussion and analysis shal—net-bedescribed—as—complying—with—this IPSAS—unless—it
complies—with—allshould identify the regquirements—of-thisIRPSASfinancial statements to which it

relates.

Ir-semejurisdictions,preparationPresenting Financial Statement Discussion and
presentationAnalysis

15. Financial statement discussion and analysis provides information useful to users for accountability
and decision-making purposes by enabling users to gain an insight into 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 items, transactions, and events affecting the financial performance and
position of the entity. Therefore, financial statement discussion and analysis complements the
information in the financial statements.

10:16. Information in flnanC|aI statement dlscussmn and analy5|s B—Feqwqted—by—LegMatwe-

abeut—eemphanee—mm—these—mq%temems-should meet the qualltatlve characteristics of financial

reporting taking into_account the constraints on information included in general purpose financial
reports (GPFERS).

f Financial ment Di ion and Analysis Minimum-Reguired-Content

17. The content of financial statement discussion and analysis should be consistent with the financial
statements and the underlying transactions and estimates.

11.18. To the extent it does not replicate information in the financial statements, financial statement
discussion and analysis shalshould include;ata-minimum:

(@) An overview of the entityentity’s operations and the environment in which it operates;

(b) Information about the entity’'s objectives and strategies;— that relate to the financial
statements;

(c) An analysis of the entity’s financial statements; including variancessignificant changes and
trends; and

(d) Infermation-aboutA description of the entity’s principal risk and uncertainties that relate to
the financial statements, an explanation of changes in those risks and uncertainties;

neluding—_since the last reporting date and its risk—-management-strategy-strategies for

bearing or mitigating those risks and uncertainties.

content of an entity’s f|nanC|aI statement discussion and analysis will vary depending on the nature

of the entity and the reqgulatory environment in which it operates.
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4——Where financial statement discussion and analysis includes information that is also in aceerdance

with-—this— Standard.—In—those —cases,the financial statement —discussion—and —analysis

shouldstatements it does not merely repeat what is in the financial statements, but it—sheould

complementanalyzes and supplementexplains how items affect the entity’s financial performance

and position. Financial statement explanations-by providing-insights-and-perspectives-thereon-
12.20. Altheughdiscussion and analysis should include cross-references to the specificfinancial
statements Where approprlate to av0|d duphcatlon of |nf0rmat|0n—eentamed—m—an—enm-y—s—ﬂﬂane|al

Overview of the EntityEntity’s Operations and Environment

13.21. An overview of the entity helps users to understand the entityentity’s operations and how the
environment in which it operates affect-an-entity’saffects its financial statements. This information is
the—starting—point—in—assistingassists 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, abeutrelating to:

(&) The entity’s mission and vision;
(b)  The entity’s governance (e.qg., 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);_and

(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
materialsignificant 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-the-jurisdiction):-and).

Information about the Entity’s Objectives and Strategies that Relate to the Financial Statements

14.22. Financial statement discussion and analysis should discuss the entity’'s objectives and
strategies _relating to the financial statements 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
itsthese objectives—_and strategies. Such objectives and strategies relating to the financial
statements could include protecting assets, the level of debt and the level of reserves. Financial
statement discussion and analysis sheuld-also explainexplains how the-achievement of the entity’s

financial-objectives {e-g+debtreduction-strategyy-wilwould be measured and over what time period
progress would be measured.

15.23. Financial statement discussion and analysis sheuld-discussdiscusses significant changes in
an entity’s objectives and strategies from the previous period or periods.
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Analysis of the Entity’s Financial Statements

16.24. Financial statement discussion and analysis should include an analysis of significant changes
and trends in an entity’s financial position and financial performance. An analysis of trends includes
those financial statement items that are important and significant to gaining a better understanding
of an entity’s financial position and performance and changes in financial position and performance
over a period of time.

17.25. describeFinancial statement discussion and analysis describes the significant items,
transactions, and events-and-activities that have affected the financial statements, without simply
rerteratrng the |nformat|on presented in thesethe financial statements. A-brief-discussion—of-the

nen Judqment is required in |dent|fv|nq of the

addrtren—there—sheeld—be&dseussreneﬁsrgnrfrcant eemmttments—eentrngeneresrtems transactions,

and events-ececurring-after-the-reporting-date-.

18.26. 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-beare defined and explained, including an—explanation—ef-the relevance
ofreasons for the measure-to-users:use of such measures. When financial performance measures
are derived er-drawn-from the financial statements, those measures should-beare reconciled to
measures presented in the frnancral statements that have been prepared in accordance with
IPSASs.

19.27. Comparative information should be includeddisclosed in respect of the previous period(s) for
amounts presented in financial statement discussion and analysis when it is relevant to an
understanding of the current period’s financial statementsstatement discussion and analysis.

20.28. When an entity is required or _elects to make their approved budget(s) publicly available,
IPSAS 24, Presentation of Budget Information in Financial Statements requires a comparison of
budget and actual amounts in the financial statements-can-have-apredictive-or-prospective—role:
Fhis-Standard-does-notrequire-the-. IPSAS 24 also requires an explanation of material differences
between the budgeted and actual amounts and permits an entity to disclose ferward-leckingthis
information;_either _in_the notes to the financial statements or in _other public reports such as

#ereeasts—er—prejeetrens—Hewever—frnancral statement drscussron and anaIyss—shequ—e*plam

2_ng dentifi ion
may—prevrde When an entity eIects to |nclude th|s |nf0rmat|0n aleeut—the—enttty—s—rntended—aettens—rn

entrty—s—m its frnanC|aI statement d|scu55|0n and analyss—pessesses—rm‘-ermed—e*peetatrens

eperatrens— it applres the qurdance in IPSAS 24 to these disclosures.
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Risks and Uncertainties that Relate to the Financial Statements

22-30. tnformation—abeutFinancial statement discussion and analysis should discuss the entity's
principal risks and uncertainties that relate to the financial statements and include an explanation of
how this relates to the objectives and strategies of the entity. This information helps users to
evaluate the impact of those risks in the current period (e.g., contingent liabilities disclosed in the
financial statements_or the use of foreign currency hedges to mitigate risk) as well as expected

23.31.  Information-about-The description of the entity’sprincipal risks and uncertainties may-include
a-diseussion-of such-matters-as-a-summary-of-that relate to the entity's-investment-pelicyfinancial
statements should cover exposures to both negative consequences and ethermeans-of-managing
#tspotential opportunltles These I’ISkS—FHSHF&HGe—GOVGFage— and ether—eelwels—m%ended—te

egua joruncertainties
can constitute 5|qn|f|cant external or bedy—tha{—se%s—the—ngﬂﬂanagemem-pehe}es—fennternal risks to
the entity-{e-g—whenrisks-are-managed-ata-government-wide-level).,

24-32. A discussion of how the entity’sentity manages its risks and uncertainties that relate to the
financial statements helps users obtain a coemplete—picturefaithful representation of the entity's
exposure to risks that directly affect financial statement items-and-diseclosures, which allows them to
evaluate the entity’s financial position and financial performance. Such disclosure may include the
entity’s decision to “self-insure%”_in respect of some risks, or to mitigate risk by transferring or
sharing it, or through insurance.

25:33. A-discussion-of-therisks-the-entity facesA discussion of the risks and uncertainties that relate

to the financial statements 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.
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26:34. Risks and uncertainties_that relate to the financial statements may have a pervasive effect on
the financial statements.—therefore. Therefore, information pertainingrelating to_these risks and

uncertainties may be reported separately, or in relevant sections throughout the-financial statement
discussion and analysis.
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Agenda ltem 4.5

Side-by-Side Comparison of ED 47 and
Draft RPG 2, Financial Statement Discussion and Analysis

ED 47 Draft RPG 2
Para Para

No No
Objective Objective

1 The objective of this Standard is to prescribe the manner in which 1 This Recommended Practice Guideline (RPG) provides guidance
financial statement discussion and analysis should be prepared for preparing and presenting financial statement discussion and
and presented. To achieve this objective, this Standard sets out analysis. Financial statement discussion and analysis will assist
overall considerations for the guidance for its structure, minimum users to understand the financial position and financial
requirements for the content and presentation to allow entities to performance described by the general purpose financial
prepare financial statement discussion and analysis for their statements (hereafter referred to as “financial statements”).
specific circumstances to assist users to understand the financial
statements.
Scope Status and Scope

2 An entity that prepares and presents general purpose 2 The reporting of financial statement discussion and analysis in
financial statements (“financial statements”) in accordance accordance with this RPG represents good practice. An entity
with IPSAS 1, Presentation of Financial Statements, shall preparing and presenting financial statement discussion and
prepare and present financial statement discussion and analysis is encouraged to follow this RPG. Compliance with this
analysis. Financial statement discussion and analysis shall RPG is not required in order for an entity to assert that its financial
be prepared for the same reporting entity that prepares and statements comply with International Public Sector Accounting
presents financial statements under the accrual basis of Standards (IPSASS).
accounting. 4 | The reporting boundary for financial statement discussion and

analysis should be the same as that used for the financial
statements.
3 This Standard applies only to financial statement discussion and -
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ED 47 Draft RPG 2
Para Para
No No

analysis. It does not apply to other information included in public

documents issued in conjunction with the financial statements.

- 3 Financial statement discussion and analysis should be presented
at least annually and should use the same reporting period as that
used for the financial statements.

4 This Standard applies to all public sector entities other than 6 This RPG applies to all public sector entities other than

Government Business Enterprises. Government Business Enterprises (GBES).

5 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.

- 7 Although this RPG does not apply directly to GBESs, significant
items, transactions, and events relating to GBEs that affect the
entity’'s financial statements are within the scope of this RPG.

Requirement for Financial Statement Discussion

and Analysis

6 An entity shall issue the financial statement discussion and 5 Financial statement discussion and analysis should be issued with
analysis when it issues financial statements. the financial statements.
7 IPSAS 1 requires financial statements to be prepared at least -

annually. Some entities may prepare condensed interim financial
information. This Standard requires an entity to issue financial
discussion and analysis in conjunction with the entity’s annual
financial statements.
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ED 47 Draft RPG 2
Para Para

No No
Definition Definition

8 | The following term is used in this Standard with the meaning | 11 | The following term is used in this RPG with the meaning specified:
specified:

Financial statement discussion and analysis is an explanation of

Financial statement discussion and analysis is an the significant items, transactions, and events presented in an
explanation of the significant items, transactions, and events entity’s financial statements and the factors that influenced them.
pr((ajs;entted |rt1ha:e?|t|ty s :Int:;\]nual statements and the trends Terms used in this RPG with the meanings specified in
and factors that Intluence em. International Public Sector Accounting Standards (IPSASSs) are
Terms defined in other IPSASs are used in this Standard with set out in Appendix A.
the same meaning as in those Standards, and are reproduced
in the Glossary of Defined Terms published separately.
Qualitative Characteristics

9 Financial statement discussion and analysis shall include | 16 Information in financial statement discussion and analysis should
information that possesses the qualitative characteristics of meet the qualitative characteristics of financial reporting taking
general purpose financial reports identified in Appendix A of into account the constraints on information included in general
IPSAS 1. purpose financial reports (GPFRS).
Structure and Content of Financial Statement Content of Financial Statement Discussion and
Discussion and Analysis Analysis

10 | Financial statement discussion and analysis shall be | 17 | The content of financial statement discussion and analysis should

consistent with the financial statements, and based on
currently-known facts and supportable assumptions.

be consistent with the financial statements and the underlying
transactions and estimates.

Identification of Financial Statement Discussion and Analysis

Identification of Financial Statement Discussion
and Analysis

Agenda Item 4.5
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Para Para

No No

11 | Financial statement discussion and analysis shall be | 12 | Financial statement discussion and analysis should be clearly
identified clearly, and distinguished from the financial identified, and distinguished from the financial statements and
statements. from other information.

12 | Separate identification of financial statement discussion and 13 | Separate identification of financial statement discussion and
analysis enables users to distinguish: analysis enables users to distinguish:
€) Financial statements prepared and presented under the (a) Financial statements prepared and presented under the

accrual basis of accounting in accordance with IPSASSs; accrual basis of accounting in accordance with IPSASS;
and (b) Financial statement discussion and analysis prepared in
(b) Other information presented in an annual report or other accordance with this RPG; and
document that may be useful to users but is not the (c) Other information presented in an annual report or other
subject of requirements in IPSASs. document that may be useful to users but is not the subject
of requirements in IPSASs.
- 14 | Financial statement discussion and analysis should identify the
financial statements to which it relates.
Compliance with this IPSAS -

13 | An entity whose financial statement discussion and analysis 8 An entity whose financial statement discussion and analysis
complies with this IPSAS shall make an explicit and complies with this RPG should make an explicit and unreserved
unreserved statement of such compliance. Financial statement of such compliance in its financial statement discussion
statement discussion and analysis shall not be described as and analysis. Financial statement discussion and analysis should
complying with this IPSAS unless it complies with all the not be described as complying with this RPG unless it complies
requirements of this IPSAS. with all the requirements of this RPG.

14 | In some jurisdictions, preparation and presentation of financial 9 In some jurisdictions, preparation and presentation of financial

statement discussion and analysis is required by legislative,
regulatory, or other externally-imposed regulations. Entities are
encouraged to disclose information about compliance with those

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
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ED 47 Draft RPG 2
Para Para
No No

requirements. with any such requirements.

- 10 | This RPG does not provide guidance on the level of assurance (if
any) to which financial statement discussion and analysis should
be subjected.

Minimum Required Content

15 | To the extent it does not replicate information in the financial 18 | To the extent it does not replicate information in the financial
statements, financial statement discussion and analysis shall statements, financial statement discussion and analysis should
include, at a minimum: include:

(@)  An overview of the entity; (a)  An overview of the entity’s operations and the environment

. ) o in which it operates;
(b) Information about the entity’s objectives and ] ] o )
strategies: (b) Information about the entity’s objectives and strategies that
" ) . ) relate to the financial statements;

() An analysis of the entity’s financial statements, ] ] ] ) ) ]

. . . ) (c) An analysis of the entity’'s financial statements including

including variances and trends; and o
significant changes and trends; and

(@ .Informlat|o.n a?"“t the entity’s risks and uncertainties, (d) A description of the entity’s principal risk and uncertainties

including its risk management strategy. that relate to the financial statements, an explanation of
changes in those risks and uncertainties since the last
reporting date and its strategies for bearing or mitigating
those risks and uncertainties.

16 | Financial statement discussion and analysis provides useful 15 | Financial statement discussion and analysis provides information

information to users for accountability and decision-making
purposes. However, some matters may be required to be included
in the financial statements by relevant IPSASs that may also be
required to be included in financial statement discussion and
analysis in accordance with this Standard. In those cases,

useful to users for accountability and decision-making purposes
by enabling users to gain an insight into 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 items,
transactions, and events affecting the financial performance and
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ED 47 Draft RPG 2
Para Para

No No
financial statement discussion and analysis should not merely position of the entity. Therefore, financial statement discussion
repeat what is in the financial statements, but it should and analysis complements the information in the financial
complement and supplement the financial statement explanations statements.
by providing insights and perspectives thereon. 20 | Where financial statement discussion and analysis includes

information that is also in the financial statements it does not
merely repeat what is in the financial statements, but analyzes
and explains how items affect the entity’s financial performance
and position. Financial statement discussion and analysis should
include cross-references to the financial statements where
appropriate to avoid duplication of information.

17 | Although the specific information contained in an entity’s financial 19 | The form and content of an entity’s financial statement discussion
statement discussion and analysis will vary depending on the and analysis will vary depending on the nature of the entity and
facts and circumstances specific to the entity, certain essential the regulatory environment in which it operates.
elements are important to all financial statement discussion and
analysis, as discussed below.

Overview of the Entity Overview of the Entity’s Operations and Environment

18 | An overview of the entity helps users to understand the entity and | 21

how the environment in which it operates affect an 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.g., legislative or regulatory

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 assists 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, relating to:

(& The entity’s mission and vision;
(b) The entity's governance (e.g., legislative or regulatory
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ED 47 Draft RPG 2
Para Para
No No
structure, management structure); structure, management structure);
(c) The entity's relationships with other entities (e.g., funding (c)  The entity’s relationships with other entities, with a focus on
arrangements); relationships that could significantly affect the entity’s
_ financial performance and position (e.g., funding
(d) External trends, .events a.n.d developments in the Ieggl, arrangements); and
regulatory, social, political, and macro-economic ,
. e . . (d) External trends, events and developments in the legal,
environment specific to the entity, which have or may have ) . )
L e . . regulatory, social, political, and macro-economic
a material impact on the entity's financial position and i - ) )
. . . . environment specific to the entity, which have or may have
financial performance (e.g., the impact of a regional or o i s , ) "
. . . . . a significant impact on the entity’s financial position and
international financial crisis on employment, the tax base, or i ) ) )
. . Lo financial performance (e.g., the impact of a regional or
interest rates in the jurisdiction); and . ) i ) o
international financial crisis on employment, the tax base,
(e) The entity's main operations, including service delivery or interest rates).
methods  (e.g., outsourcing, service  concession
arrangements) and significant changes in them.
Information about the Entity’s Objectives and Strategies Information about the Entity’s Objectives and Strategies that
Relate to the Financial Statements
19 | Financial statement discussion and analysis should discuss the [ 22 | Financial statement discussion and analysis should discuss the

entity’s 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
objectives. Financial statement discussion and analysis should
also explain how the achievement of the entity’s financial
objectives (e.g., debt reduction strategy) will be measured.

entity’s objectives and strategies relating to the financial
statements 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.
Such objectives and strategies relating to the financial statements
could include protecting assets, the level of debt and the level of
reserves. Financial statement discussion and analysis also
explains how achievement of the entity’s objectives would be
measured and over what time period progress would be
measured.
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20 | Financial statement discussion and analysis should discuss | 23 | Financial statement discussion and analysis discusses significant
significant changes in an entity’'s objectives and strategies from changes in an entity’s objectives and strategies from the previous
the previous period or periods. period or periods.

Analysis of the Entity’s Financial Statements Analysis of the Entity’s Financial Statements

21 | Financial statement discussion and analysis should describe the | 25 | Financial statement discussion and analysis describes the
significant events and activities that have affected the financial significant items, transactions, and events that have affected the
statements, without simply reiterating the information presented in financial statements, without simply reiterating the information
those financial statements. A brief discussion of the purpose of, presented in the financial statements. Judgment is required in
and information provided by, each component of the financial identifying of the significant items, transactions, and events.
statements set out in IPSAS1, and their interrelationships should
also be provided. In addition, there should be a discussion of
significant commitments, contingencies, and events occurring
after the reporting date.

22 | If financial performance measures that are not required or defined 26 If information from the financial statements has been adjusted for
by IPSASs are included within financial statement discussion and inclusion in financial statement discussion and analysis, that fact
analysis, those measures should be defined and explained, is disclosed. If financial performance measures that are not
including an explanation of the relevance of the measure to users. required or defined by IPSASs are included within financial
When financial performance measures are derived or drawn from statement discussion and analysis, those measures are defined
the financial statements, those measures should be reconciled to and explained, including the reasons for the use of such
measures presented in the financial statements that have been measures. When financial performance measures are derived
prepared in accordance with IPSASs. In addition, narrative from the financial statements, those measures are reconciled to
explanations of such illustrations should be provided if necessary measures presented in the financial statements that have been
to accurately and completely present the information. prepared in accordance with IPSASs.

23 | Comparative information should be included in financial statement | 27 Comparative information should be disclosed in respect of the

discussion and analysis when it is relevant to an understanding of
the current period’s financial statements.

previous period(s) for amounts presented in financial statement
discussion and analysis when it is relevant to an understanding of
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ED 47

Draft RPG 2

Para
No

Para
No

the current period’s financial statement discussion and analysis.

24

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 statement discussion and analysis should explain
significant changes and trends in an entity’s financial position and
financial performance. An analysis of trends includes those
financial statement items that are important and significant to
gaining a better understanding of an entity’s financial position and
performance and changes in financial position and performance
over a period of time.

24

Financial statement discussion and analysis should include an
analysis of significant changes and trends in an entity’s financial
position and financial performance. An analysis of trends includes
those financial statement items that are important and significant
to gaining a better understanding of an entity’s financial position
and performance and changes in financial position and
performance over a period of time.

25

Identification of the main events, trends, and factors influencing
the current reporting period may provide information about the
entity’s intended actions in relation to such events, trends, and
factors because the party responsible for the preparation of the
entity’s financial statement discussion and analysis possesses
informed expectations regarding the entity’s future operations
based on its detailed knowledge of the entity’s current operations.

26

To the extent such information is not included in the financial
statements, financial statement discussion and analysis should
include information about significant positive and negative
variances between:

(@) Actual results and the budget; and

(b) The prior year and current year financial statements, by
explaining significant changes and highlighting trends.

28

When an entity is required or elects to make their approved
budget(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
other public reports such as financial statement discussion and
analysis. When an entity elects to include this information in its
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No No

financial statement discussion and analysis, it applies the
guidance in IPSAS 24 to these disclosures.

Risks and Uncertainties Risks and Uncertainties that Relate to the Financial
Statements

27 | Information about the entity’s risks and uncertainties helps users | 29 | Financial statement discussion and analysis should discuss the

to evaluate the impact of risks in the current period (e.g., entity’s principal risks and uncertainties that relate to the financial

contingent liabilities disclosed in the financial statements) as well statements and include an explanation of how this relates to the

as expected outcomes. Information provided may include its main objectives and strategies of the entity. This information helps

exposures to risk and changes in those risks, its opportunities, users to evaluate the impact of those risks in the current period

along with its policies and strategies for mitigating the risks and (e.g., contingent liabilities disclosed in the financial statements or

capitalizing on opportunities. It may also include the entity’s the use of foreign currency hedges to mitigate risk) as well as

evaluation of the effectiveness of its risk management strategies. expected outcomes.

It is noted, however, that these need to be fact-based and take

into account currently-known conditions. In addition, underlying

assumptions need to be disclosed.

28 | Information about the entity’s risks and uncertainties may include -

a discussion of such matters as a summary of the entity's

investment policy and other means of managing its risks,

insurance coverage, and other controls intended to safeguard the

entity’'s assets. It may also include the relevant legislation,

regulation or body that sets the risk management policies for the

entity (e.g., when risks are managed at a government-wide level).

- 30 [ The description of the principal risks and uncertainties that relate

to the financial statements should cover exposures to both
negative consequences and potential opportunities. These risks
and uncertainties can constitute significant external or internal
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ED 47 Draft RPG 2
Para Para
No No
risks to the entity.

29 | A discussion of how the entity's manages its risks helps users [ 31 | A discussion of how the entity manages its risks and uncertainties
obtain a complete picture of the entity’s exposure to risks that that relate to the financial statements helps users obtain a faithful
directly affect financial statement items and disclosures, which representation of the entity’s exposure to risks that directly affect
allows them to evaluate the entity’s financial position and financial financial statement items, which allows them to evaluate the
performance. Such disclosure may include the entity’s decision to entity’s financial position and financial performance. Such
“self-insure”, or to mitigate risk by transferring or sharing it, or disclosure may include the entity’s decision to “self-insure” in
through insurance. respect of some risks, or to mitigate risk by transferring or sharing

it, or through insurance.

30 | Additional information may be provided about uncertainties such -
as environmental issues, and significant events after the reporting
date (see IPSAS 14, Events After the Reporting Date), which may
affect the entity’'s future operations (e.g., debt issuance,
guarantees issued in relation to a financial crisis, or entering into a
new service concession arrangement). Information may also be
provided about the entity’s opportunities; however in reporting
such information, care must be taken to ensure it is fact-based,
and neutral. This means that the assumptions made are based on
conditions that exist at the reporting date and events that occurred
in the current period.

31 | A discussion of the risks the entity faces also provides relevant | 32 [ A discussion of the risks and uncertainties that relate to the
information to users about exposure or vulnerability to financial statements also provides relevant information to users
concentrations of risks such as significant loans to particular about exposure or vulnerability to concentrations of risks such as
regions or industries, or dependence on a particular source of significant loans to particular regions or industries, or dependence
revenue. on a particular source of revenue.

32 | Risks and uncertainties may have a pervasive effect on the | 33 [ Risks and uncertainties that relate to the financial statements may
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ED 47

Draft RPG 2

Para
No

Para
No

financial statements, therefore information pertaining to risks and
uncertainties may be reported separately, or in relevant sections
throughout the financial statement discussion and analysis.

have a pervasive effect on the financial statements. Therefore,
information relating to these risks and uncertainties may be
reported separately, or in relevant sections throughout 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 described in 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 at
the same time.

36

When an entity adopts the accrual basis of accounting as defined
by IPSASs for financial reporting purposes subsequent to this
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ED 47 Draft RPG 2

Para Para
No No

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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