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Introduction

1.  The purpose of the present document is to identify and put forward alternative
proposals for presenting the proposed budget of the International Seabed Authority
for the financial period 2017-2018. In conducting this analysis, the practices of a
number of United Nations agencies were reviewed, including the United Nations
Development Programme (UNDP), the United Nations Population Fund (UNFPA),
the United Nations Children’s Fund (UNICEF), the United Nations Relief and
Works Agency for Palestine Refugees in the Near East (UNRWA) and the United
Nations Entity for Gender Equality and the Empowerment of Women (UN-Women).

2. The present paper builds on the study (ISBA/18/A/4-1SBA/18/C/12, para. 16)
initiated by the Finance Committee in 2012 to better describe and account for the use
of fees for processing of applications for approval of plans of work for exploration.
In 2013, the Finance Committee continued the study (ISBA/19/A/7-1SBA/19/C/11,
paras. 25-27) for the purpose of better describing and accounting for these fees and
the different sources of income for the Authority. The Committee requested the
Secretary-General to include in the income section of the budget proposal for the
financial period 2015-2016 a statement of estimated miscellaneous income in the
course of the next financial period, in accordance with regulation 6.3 (b) of the
Financial Regulations. As a starting point, the Secretary-General was requested to
include in that estimate the anticipated income from the annual overhead charges
payable by the contractors. This was reflected in the budget for the financial period
2015-2016 (ISBA/20/A/12 and ISBA/20/A/5-1SBA/20/C/19).

3. The quadrennial comprehensive policy review emphasized the call by Member
States to sharpen the focus on delivering and demonstrating results. Results-based
management is an important tool towards that end. Results-based management is an
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integral part of the United Nations reform agenda, which was reiterated in the Five-
Year Action Agenda of the Secretary-General.1

4.  The Authority’s budget for the 2015-2016 financial period has been prepared
using a traditional accounting chart of accounts format (see annex | to the present
document), which has not evolved much despite a changing United Nations budget
environment and a progressive evolution in the work of the Authority, which now
includes work with contractors. Possible alternative budget formats include
programme or thematic approaches in accordance with strategic plans. Any changes
to the budget presentation format would also require changes to the chart of
accounts, where income and expenses are recorded, so that the Authority can report
financial results in the same format as the budget.

Budget presentation proposal

5.  Typically, the budget and reporting of United Nations agencies follow their
strategic plans. In the case of the Authority, the work programme is currently
reflected in the annual report of the Secretary-General, which sets out the main
focus areas for the Authority. An alternative budget proposal might therefore be
organized around the following programme areas (see ISBA/21/A/2):

(a) Supervisory functions with regard to contracts for exploration;

(b) Monitoring of trends and developments relating to deep seabed mining
activities, including world metal market conditions and metal prices, trends and
prospects;

(c) Development of an appropriate regulatory framework for the future
development of the mineral resources of the Area, including standards for the
protection and preservation of the marine environment during their development;

(d) Promotion and encouragement of marine scientific research in the Area
through, among other things, an ongoing programme of technical workshops, the
dissemination of the results of such research, and collaboration with contractors and
the international scientific community;

(e) Information-gathering and the establishment and development of unique
databases of scientific and technical information with a view to obtaining a better
understanding of the deep ocean environment;

(f) Ongoing assessment of available data relating to prospecting and
exploration for polymetallic nodules, polymetallic sulphides and cobalt-rich
ferromanganese crusts;

(g) Development of an environmental management plan for relevant areas
containing polymetallic nodules, polymetallic sulphides and cobalt-rich
ferromanganese crusts.?
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[

See the document “Joint meeting of the Executive Boards of UNDP/UNFPA/UNOPS, UNICEF,
UN-Women and WFP: Operationalizing the decisions of the quadrennial comprehensive policy

review” of 4 February 2013.

2 With the adoption of an environmental management plan for polymetallic nodules in the context
of exploitation, such plans will have to be developed for polymetallic sulphides and cobalt-rich
ferromanganese crusts.
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6. Many costs will be specifically linked to one programme. However, some
programme-related costs, which may be linked to two or more of the above
programmes, will be prorated to the programmes to which they can be specifically
linked. The proposed format is set out in annex 1.

7. Furthermore, these seven programmes would be supported by cross-cutting
management, operations and costs, which cannot be allocated to specific programmes.

8.  The income of the Authority would include:
(a) Contributions from Member States;
(b) Estimated savings (biennium 2015-2016), if any;
(¢) Miscellaneous income.
9.  The miscellaneous income of the Authority would include:

(a) Expected overhead charges, 2017. This would include the overhead
charges from the contractors that have agreed to the charge;

(b) Expected overhead charges, 2018. This would include the overhead
charges from the contractors that have agreed to the charge;

(c) Expected application processing fees from applications received and
currently in process, 2017,

(d) Expected application processing fees from applications received and
currently in process, 2018;

(e) Expected application processing fees from application fees received,
where the application is to be approved, 2017 and 2018.

10. Both the overhead charges and the contractors’ application fees are specifically
related to programme area 1, Supervisory functions with regard to contracts for
exploration.

11. A disadvantage of changing the budget format is that the 2017-2018 budget
will not be comparable with the current 2015-2016 budget, since the current budget
is not presented in a programmatic format and is not readily convertible to such a
format. However, if the 2017-2018 budget is presented in a programmatic manner
with accounting codes, it can also be presented in a manner comparable with the
2015-2016 format. Furthermore, it should be noted that the 2015-2016 budget and
expenditures cannot be modified for presentation in a programmatic manner. In
other words, there will be backward budget compatibility, but not forward
compatibility.

Effect of the International Public Sector Accounting Standards
on budgets

12. Entities are permitted to adopt different bases of budgeting, which include the
cash basis, modified cash basis or the accrual basis. As mentioned below, the United
Nations continues, in 2015, to prepare budgets on the modified cash basis, which is
the same presentation as that used for the budget of the Authority for the financial
period 2015-2016.
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13. The International Public Sector Accounting Standard 24 (IPSAS 24) describes
the standards for the presentation of budget information in financial statements. The
standard, which was updated most recently in October 2011, applies to public sector
entities that make their approved budget(s) publicly available to enhance the
transparency of their financial reporting. The standard requires these entities to
make certain disclosures about budget and actual amounts in their financial
statements or other reports. Annex Il contains further details and extracts from
IPSAS 24 as it applies to the Authority.

14. Compliance with the requirements of this standard will ensure that public
sector entities discharge their accountability obligations and enhance the
transparency of their financial statements by demonstrating: (a) compliance with the
approved budget(s) for which they are held accountable; and (b) where the
budget(s) and the financial statements are prepared on the same basis, their financial
performance in achieving the budgeted results.

15. The standard does not specify the requirements for the formulation or
presentation of approved budgets that are made publicly available. There are two
main types of budgets, namely, cash basis budgets and full accrual basis budgets. The
United Nations continues, in 2015, to prepare budgets on the modified cash basis.

16. The term “accrual budgeting” is not a term with a generally accepted meaning
in accounting literature, which makes accrual budgeting subject to more
interpretations. However, in general, “accrual budgeting” means that spending
authorities are given budgets that are defined in terms of accrual concepts. In
particular, the accrual budget sets quantitative limits on the expenses that they may
incur, rather than the cash payments that they may make. A difference between the
cash and accrual bases would be the use of annual depreciation in the full accrual
basis presentation versus the cost of acquiring a new property less its net proceeds
of disposition using the cash basis.

17. The IPSAS standard requires that the financial statements of the entity include:

(a) A comparison of actual amounts with amounts in the original and final
budget. This comparison is to be made on the same basis of accounting as adopted
for the budget, even if that basis is different from the basis adopted for the financial
statements. Hence, it is possible, and it would be in compliance with IPSAS, to
present the financial statements in an IPSAS-compliant full accrual manner and to
present the budget on the cash basis, as currently done;

(b) An explanation of material differences between budget and actual
amounts, unless such explanation is included in other public documents issued in
conjunction with the financial statements;

(¢) A reconciliation of actual amounts on a budget basis, with actual
amounts presented in the financial statements when the accounting and budget bases
differ.

18. The standard also requires the disclosure of an explanation of the reasons for
differences between the original and final budgets, including whether those
differences arise from reallocations within the budget, other factors such as policy
shifts, or other unforeseen events. These disclosures may be made in the notes to the
financial statements.
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19. Comparative information in respect of the previous period is not required for
the disclosures specified by IPSAS 24; nor does the standard require that the related
explanation of differences between the actuals and the budget of the previous period
be disclosed in the financial statements of the current period. The IPSAS Board was
concerned that the requirement for the disclosure of comparative information would
result in information overload and an over-complex network of reporting
requirements and would not be in the interest of the users of the financial
statements.

20. Under IPSAS, the Authority will continue to prepare budgets covering a two-
year financial period and annual budgets covering each year in the two-year period.

Recommendation

21. The Finance Committee is invited to consider the proposal to present the
proposed budget for the financial period 2017-2018 by programme area.

22. Furthermore, the Finance Committee is invited to note that the Authority will
continue to prepare budgets on the same basis as the United Nations, namely, on a
modified cash basis, which is in compliance with IPSAS 24. To enhance
transparency, in accordance with IPSAS 24, the Authority will also present
additional required disclosure, including explanations of variances.
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Annex |

Traditional accounting: current chart of accounts
presentation format for the International Seabed

Authority budget

Summary of budgetary requirements for the International Seabed
Authority for the period from 1 January 2015 to 31 December 2016*

(Thousands of United States dollars)

Approved for

Increase (decrease)

Total for
2013/2014 2015 2016 2015/2016 Amount Percentage

Part 1. Administrative expenses of the secretariat
Section 1
Established posts 6 023.6 3040.6 3040.6 6 081.2 57.6 1.0
General temporary assistance 30.0 14.8 15.2 30.0 0.0 0.0
Overtime 31.6 15.8 15.8 31.6 0.0 0.0
Consultants 190.0 157.5 157.5 315.0 125.0 65.8
Promotion and encouragement of the conduct of marine
scientific research 100.0 50.0 50.0 100.0 0.0 0.0
Ad hoc expert groups 450.9 266.9 304.0 570.9 120.0 26.6
Central data repository 130.0 65.0 65.0 130.0 0.0 0.0
Common staff costs 2706.3 13414 1364.9 2706.3 0.0 0.0

Subtotal (section 1) 9662.4 4952.0 5013.0 9 965.0 302.6 3.1
Section 2
Official travel 325.1 237.7 242.4 480.1 155.0 47.7

Subtotal (section 2) 325.1 237.7 242.4 480.1 155.0 47.7
Section 3
Communications 160.1 98.8 102.0 200.7 40.6 25.4
External printing 100.0 49.9 50.1 100.0 0.0 0.0
Training 52.1 33.0 30.0 63.0 10.9 20.9
Library books 100.0 68.0 68.0 136.0 36.0 36.1
Official hospitality 22.0 11.0 11.0 22.0 0.0 0.0
Acquisition of furniture and equipment 60.9 178.4 84.2 262.7 201.8 331.4
Rental and maintenance of furniture and equipment 23.0 11.3 11.7 23.0 0.0 0.0
Supplies and materials 80.3 39.5 40.8 80.3 0.0 0.0
Miscellaneous services 109.6 54.0 55.6 109.6 0.0 0.0
Information technology 120.9 105.6 65.9 1715 50.6 41.9
Audit fees 34.6 17.3 17.3 34.6 0.0 0.0
6/17 15-09210
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Approved for

Increase (decrease)

Total for
2013/2014 2015 2016 2015/2016 Amount Percentage
United Nations common system 166.0 83.0 83.0 166.0 0.0 0.0
IPSAS 0.0 60.0 60.0 120.0 120.0 100.0
Subtotal (section 3) 1029.5 809.8 679.6 1489.4 459.9 447
Section 4
Building management 776.9 482.8 394.1 876.9 100.0 12.9
Subtotal (section 4) 776.9 482.8 394.1 876.9 100.0 12.9
Total, part 1 (sections 1-4) 11 793.8 6 482.2 6329.1 128114 1017.6 8.6
Part 2. Conference-servicing costs of the International Seabed Authority
Conference services 2518.9 1465.9 1465.9 2931.7 412.8 16.4
Total, part 2 2518.9 1465.9 1465.9 29317 412.8 16.4
Grand total 14 312.7 7948.1 7 795.0 15743.1 1430.4 9.99
Abbreviation: IPSAS, International Public Sector Accounting Standards.
4 ISBA/20/A/12.
International Seabed Authority: income, expenses and
miscellaneous income
(Thousands of United States dollars)
Income
Contributions from Member States 11759.4
Estimated savings (biennium 2013-2014) 781.4
Miscellaneous income 3202.3
Total 15743.1
Expenses
Budgetary requirements 15 743.1
Total 15743.1
Miscellaneous income
Miscellaneous income cumulated during 2013 2121.3
Expected overhead charges, 2015 376.0
Expected overhead charges, 2016 705.0
Total 3202.3

15-09210
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Annex |1

Programme presentation of the International Seabed
Authority budget in accordance with the Authority
work areas®

Expenses

(United States dollars)

Programme areas”

Budget 2017/2018 Budget 2017 Budget 2018

Programme 1: Supervisory functions with regard to contracts for exploration

Programme 2: Monitoring of trends and developments relating to deep seabed mining
activities, including world metal market conditions and metal prices, trends and prospects

Programme 3: Development of an appropriate regulatory framework for the future
development of the mineral resources of the Area, including standards for the protection
and preservation of the marine environment during their development

Programme 4: Promotion and encouragement of marine scientific research in the Area
through, among other things, an ongoing programme of technical workshops, the
dissemination of the results of such research, and collaboration with contractors and the
international scientific community

Programme 5: Information-gathering and the establishment and development of unique
databases of scientific and technical information with a view to obtaining a better
understanding of the deep ocean environment

Programme 6: Ongoing assessment of available data relating to prospecting and
exploration for polymetallic nodules, polymetallic sulphides and cobalt-rich

ferromanganese crusts

Programme 7: Development of an environmental management plan for relevant areas
containing polymetallic nodules, polymetallic sulphides and cobalt-rich ferromanganese

crusts

Total programme budget

Cross-cutting, management and costs that cannot be specifically linked to a programme®

Grand total programme and cross-cutting and management costs

# All contractors’ application processing fees and overhead charges are related to programme 1, Supervisory functions with
regard to contracts for exploration.
® ISBA/21/A/2.
¢ Disclosure will be made regarding the basis of the apportionment of expenses among programmes and the nature and amount
of expenses that are not directly traceable to programmes.

8/17

A.

The amounts for programme presentation could also be further detailed by
chart of account expenditure type as shown in the current 2015-2016 budget.

Expenses specifically attributable to either processing contract application fees
or servicing contractors (for example, workshops) would be separately tracked
and shown against miscellaneous income.
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Income

(United States dollars)

Income Budget 2017/2018 Budget 2017 Budget 2018

Contributions from Member States
Estimated savings (biennium 2015-2016)

Miscellaneous income (see table on miscellaneous
income below)

Total

Expenses

Budgetary requirements (see table on expenses by
programme area above)

Total

Miscellaneous income details

Miscellaneous income Budget 2017/2018 Budget 2017 Budget 2018

Miscellaneous income accumulated during 2015 and
2016

Expected application processing fees from applications
received and currently in process®

Expected application processing fees from applications
received and to be approved

Expected overhead charges®

Total

4 All application processing fees and overhead charges are related to programme 1,
Supervisory functions with regard to contracts for exploration.
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Annex |11

International Public Sector Accounting Standard 24:
Presentation of Budget Information in Financial Statements

Extracts?

Definitions

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

24. Approved budget means the expenditure authority derived from laws,
appropriation bills, and other decisions related to the anticipated revenue or receipts
for the budgetary period.

25. Appropriation is an authorization granted by an oversight body to allocate
funds for purposes specified.

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

27. Comparable basis means the actual amounts presented on the same accounting
basis, same classification basis, for the same entity, and for the same period as the
approved budget.

28. Final budget is the original budget, adjusted for all reserves, carry-over
amounts, transfers, allocations, supplemental appropriations, and other governing
body changes applicable to the budget period.

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

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

Approved Budgets

31. An approved budget reflects the anticipated revenues or receipts expected to
arise in the annual or multi-year budget period, based on current plans and the
anticipated economic conditions during that budget period, and expenses or
expenditures approved by the governing body. An approved budget is not a forward
estimate, or a projection based on assumptions about future events and possible
management actions that are not necessarily expected to take place. Similarly, an
approved budget differs from prospective financial information, which may be in
the form of a forecast, a projection, or a combination of both. For example, a one-
year forecast plus a five-year projection.

10/17

a Extracts from IPSAS 24 “Presentation of Budget Information in Financial Statements” issued in
October 2011. IPSAS are published by the International Federation of Accountants (IFAC).
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Original and Final Budget

32. The original budget may include residual appropriated amounts automatically
carried over from prior years by law. For example, some governmental budgetary
processes require the automatic rolling forward of appropriations to cover prior year
commitments. Commitments encompass possible future liabilities based on a
current contractual agreement. Commitments may include outstanding purchase
orders and contracts where goods or services have not yet been received.

33. Supplemental appropriations may be necessary where the original budget did
not adequately envisage expenditure requirements arising from. There may be a
shortfall in budgeted revenues during the period, and internal transfers between
budget sections or line items may be necessary to changes in priorities during the
year. The final budget includes all such authorized changes or amendments.

Presentation of a Comparison of Budget and Actual Amounts

34. An entity shall present a comparison of the budget amounts for which it is held
publicly accountable and the actual amounts, either as a separate additional
financial statement or as additional budget columns in the financial statements
currently presented in accordance with IPSAS. The comparison of budget and actual
amounts shall present separately:

A. The original and final budget amounts;
B. The actual amounts on a comparable basis; and

C. By way of note disclosure, an explanation of material differences
between the budget and actual amounts.

35. Presentation in the financial statements of the original and final budget
amounts and actual amounts on a comparable basis with the public budget will
complete the accountability cycle by enabling users of the financial statements to
identify whether resources were obtained and used in accordance with the approved
budget. Differences between the actual amounts, whether original or final budget
(i.e. variances), may also be presented in the financial statements for completeness.

36. An explanation of the material differences between actual amounts and the
budget amounts will assist users in understanding the reasons for material
departures from the approved budget for which the entity is held publicly
accountable. Material differences may be determined by reference to, for example,
(a) differences between actual and original budget to focus on performance against
the original budget, or (b) differences between actual and final budget to focus on
compliance with the final budget.

37. In many cases, the final budget and the actual amount will be the same. This is
because budget execution is monitored over the reporting period, and the original
budget progressively revised to reflect changing conditions and experiences during
the reporting period. This standard requires the disclosure of an explanation of the
reasons for changes between the original and final budget.

38. The management discussion and analysis, operations review, or other reports
that provide commentary on the performance and achievements of the entity during
the reporting period, including explanations of any material differences from budget
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amounts, are often issued in conjunction with the financial statements. In
accordance with this standard, an explanation of material differences between actual
and budget amounts will be included in notes to the financial statements, unless
(a) included in other public reports or documents issued in conjunction with the
financial statements, and (b) the notes to the financial statements.

Presentation and Disclosure

39. An entity shall present a comparison of budget and actual amounts as
additional budget columns in the primary financial statements only where the
financial statements and the budget are prepared on a comparable basis.

40. Comparisons of budget and actual amounts may be presented in a separate
statement (Statement of Comparison of Budget and Actual Amounts, or a similarly
titled statement) included in the complete set of financial statements. Alternatively,
where the financial statements and the budget are prepared on a comparable basis —
that is, on the same basis of accounting for the same entity and reporting period, and
adopt the same classification structure — additional columns may be added to the
existing primary financial statements presented in accordance with IPSAS. These
additional columns will identify original and final budget amounts, and, if the entity
so chooses, differences between the budget and actual amounts.

41. When the budget and financial statements are not prepared on a comparable
basis, a separate Statement of Comparison of Budget and Actual Amounts is
presented. In these cases, to ensure that readers do not misinterpret financial
information that is prepared on different bases, the financial statements could
usefully clarify that the budget and accounting bases differ, and that the Statement
of Comparison of Budget and Actual Amounts is prepared on the budget basis.

42. For entities where budgets are prepared on the accrual basis and encompass
the full set of financial statements, additional budget columns can be added to all
primary financial statements required by IPSAS. For other entities, budgets
prepared on the accrual basis may be presented in the form of only certain of the
primary financial statements that comprise the full set of financial statements as
specified by IPSAS — for example, the budget may be presented as a statement of
financial performance or a cash flow statement, with additional information
provided in supporting schedules. In these cases, the additional budget columns can
be included in the primary financial statements that are also adopted for
presentation of the budget.

Level of Aggregation

43. Budget documents may provide great detail about particular activities,
programs, or entities. These details are often aggregated into broad classes under
common budget heads, budget classifications, or budget headings for presentation
and approval by an oversight body. The disclosure of budget and actual information
consistent with those broad classes and budget heads or headings will ensure that
comparisons are made at the level of the legislative body identified in the budget
documents.

15-09210
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44. TPSAS 3, “Accounting Policies, Changes in Accounting Estimates and Errors”,
requires financial statements to provide information that meets a number of
qualitative characteristics, including that the information is:

A. Relevant to the decision-making needs of users; and
B. Reliable in that the financial statements:

i Represent faithfully the financial position, financial performance, and
cash flows of the entity;

ii. Reflect the economic substance of transactions, other events, and
conditions, and not merely the legal form;

iii.  Are neutral, that is, free from bias;
iv.  Are prudent;
v.  Are complete in all material respects.

45. Additional budget information, including information about service
achievements, may be presented in documents other than financial statement. A
cross reference from financial statements to such documents is encouraged,
particularly to link budget and actual data to nonfinancial budget data and service
achievements.

Changes from Original to Final Budget

46. An entity shall present an explanation of whether changes between original
and final budget are a consequence of reallocations within the budget, or other
factors:

A. By way of note disclosure in the financial statements; or

B. In areport issued before, at the same time as, or in conjunction with, the
financial statements, and shall include a cross reference to the report in the notes to
the financial statements.

47. The final budget includes all changes approved by legislative body to revise
the original budget. Consistent with the requirements of this standard, a public
sector entity will include in the notes to the financial statements, an explanation of
changes between the original and final budget. That explanation will include
whether, for example, changes arise as a consequence of reallocations within the
original budget parameters, including changes in policy. Such disclosures are often
made in a management discussion and analysis or similar report on operations
issued in conjunction with, but not as part of the financial statements. Such
disclosures may also be included in budget execution reports, with appropriate cross
referencing.

Comparable Basis

48. All comparisons of budget and actual amounts shall be presented on a
comparable basis to the budget.

13/17
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49. The comparison of budget and actual amounts will be presented on the same
accounting basis (accrual, cash, or other basis), same classification basis, and for the
same entities and period as for the approved budget. This will ensure that the
disclosure of information about compliance with the budget in the financial
statements is on the same basis as the budget itself. In some cases, this may mean
presenting a budget and actual comparison on a different basis of accounting, for a
different group of activities, and with a different presentation or classification
format than that adopted for the financial statements.

50. Entities may adopt different bases of accounting for the preparation of their
financial statements and for their approved budgets. For example, a government
may adopt the accrual basis for its financial statements and the cash basis for its
budget. In addition, budgets may focus on, or include information about,
commitments to expend funds in the future and changes in those commitments,
while the financial statement will report assets, liabilities, net assets/equity,
revenues, expenses, other changes in net assets/equity, and cash flows. However, the
budget entity and financial reporting entity will often be the same. Similarly, the
period for which the budget is prepared and the classification basis adopted for the
budget will often be reflected in the financial statements. This will ensure that the
accounting system records and reports financial information in a manner that
facilitates the comparison of budget and actual data for management and for
accountability purposes, for example, for monitoring progress of execution of the
budget during the budget period and for reporting to users.

51. In some situations, budgets may be prepared on a cash basis or accrual basis
consistent with a statistical reporting system that encompasses entities and activities
different from those included in the financial statements.

Multi-year Budgets

52. Some entities approve and make publicly available multi-year budgets, rather
than separate annual budgets. Conventionally, multi-year budgets comprise a series
of annual budgets or annual budget targets. The approved budget for each component
annual period reflects the application of the budgetary policies associated with the
multi-year budget for that component period. In some cases, the multi-year budget
provides for a roll forward of unused appropriations in any single year.

53. Entities with multi-year budgets may take different approaches to determining
their original and final budget, depending on how their budget is passed. For example,
a government may pass a biennial budget that contains two approved annual budgets,
in which case an original and final approved budget for each annual period will be
identifiable. If unused appropriations from the first year of the biennial budget and
permitted to be spent in the second year, the original budget for the second year
period will be increased by these carry over amounts. Where multi-period budgets
are adopted, entities are encouraged to provide additional note disclosure about the
relationship between budget and actual amounts during the period.

Note Disclosure of Budgetary Basis, Period and Scope

54. An entity shall explain in the notes to the financial statements the budgetary
basis and classification basis adopted in the approved budget.
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55. There may be differences between the accounting basis (cash, accrual, or some
modification thereof) used in preparation and presentation of the budget and the
accounting basis used in the financial statements. These differences may occur when
the accounting system and the budget system compile information from different
perspectives — the budget may focus on cash flows, or cash flows plus certain
commitments, while the financial statements report cash flows and accrual
information.

56. Formats and classification schemes adopted for presentation of the approved
budget may also differ from the formats adopted for the financial statements. An
approved budget may classify items on the same basis as is adopted in the financial
statements, for example, by economic nature (compensation of employees, use of
goods or services, etc.), or function (health, education, etc.). Alternatively, the
budget may classify items by specific programs (for example poverty reduction, or
control of contagious diseases), or program components linked to performance
outcome objectives (for example, students graduating from tertiary education
programs, or surgical operations performed by hospital emergency services), which
differ from classifications adopted in the financial statements. Further, a recurrent
budget for on-going operations (for example, education or health) may be approved
separately from a capital budget for capital outlays (for example, infrastructure or
buildings).

57. IPSAS 1 requires entities to present, in notes to the financial statements
information about the basis of preparation of the financial statements and the
significant accounting policies adopted. Disclosure of the budgetary basis and
classification basis adopted for the preparation and presentation of approved
budgets will assist users to better understand the relationship between the budget
and accounting information disclosed in the financial statements.

58. An entity shall disclose in notes to the financial statements the period of the
approved budget.

59. Financial statements are presented at least annually. Entities may approve
budgets for an annual period or for multi-year periods. Disclosure of the period
covered by the approved budget, where that period differs from the reporting period
adopted for the financial statements, will assist the users of those financial
statements to better understand the relationship of the budget data and budget
comparison to the financial statements. Disclosure of the period covered by the
approved budget, where that period is the same as the period covered by the
financial statements, will also serve a useful confirmation role, particularly in
jurisdictions where interim budgets and financial statements and reports are also
prepared.

Reconciliation of Actual Amounts on a Comparable Basis and
Actual Amounts in the Financial Statements

60. The actual amounts presented on a comparable basis to the budget shall, where
the financial statements and the budget are not prepared on a comparable basis, be
reconciled to the following actual amounts presented in the financial statements,
identifying separately any basis, timing, and entity differences.

15/17



ISBA/21/FC/6

16/17

A. If the accrual basis is adopted for the budget, total revenues, total
expenses, and net cash flows from operating activities, investing activities, and
financing activities; or

B. If a basis other than the accrual basis is adopted for the budget, net cash
flows, from operating activities, investing activities, and financing activities.

61. The reconciliation shall be disclosed on the ace of the statement of comparison
of budget and actual amounts, or in the notes to the financial statements.

62. Differences between the actual amounts identified consistent with the
comparable basis, and the amounts recognized in the financial statements, can
usefully be classified into the following:

A. Basis differences, which occur when the approved budget is prepared on
a basis other than the accounting basis. For example, where the budget is prepared
on the cash basis or modified cash basis and the financial statements are prepared on
the accrual basis;

B. Timing differences, which occur when the budget period differs from the
reporting period reflected in the financial statements; and

C. Entity differences, which occur when the budget omits programs or
entities that are part of the entity for which the financial statements are prepared.

63. There may be differences in formats and classification schemes adopted for
presentation of financial statements and the budget.

64. The reconciliation required by this Standard will enable the entity to better
discharge its accountability obligations, by identifying major sources of difference
between the actual amounts on a budget basis and the amounts recognized in the
financial statements. This Standard does not preclude reconciliation of each major
total and subtotal, or each class of items, presented in a comparison of budget and
actual amounts with the equivalent amounts in the financial statements.

65. For some entities adopting the same basis of accounting for preparation of
both the budget documents and the financial statements, only the identification of
differences between the actual amounts in the budget and the equivalent amounts in
the financial statements will be required. This will occur where the budget (a) is
prepared for the same period, (b) encompasses the same entities, and (c) adopts the
same presentation as the financial statements. In these cases, a reconciliation is not
required.

66. For other entities adopting the same basis of accounting for the budget and the
financial statements, there may be a difference in presentation format, reporting
entity, or reporting period. For example, the approved budget may adopt a different
classification or presentation format to the financial statements, may include only
non-commercial activities of the entity, or maybe a multi-year budget. A
reconciliation would be necessary where there are presentation, timing, or entity
differences between the budget and the financial statements prepared on the same
accounting basis.

67. For those entities using the cash basis (or a modified cash or modified accrual
basis) of accounting for the presentation of the approved budget and the accrual
basis for their financial statements, the major totals presented in the statement of
budget and actual comparison will be reconciled to net cash flows from operating
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activities, net cash flows from investing activities, and net cash flows from
financing activities as presented in the cash flow statement prepared in accordance
with IPSAS 2, Cash Flow Statements.

68. The disclosure of comparative information in respect of the previous period in
accordance with the requirements of IPSAS 24 is not required.

69. This standard requires a comparison of budget and actual amounts to be
included in the financial statements of entities that make publicly available their
approved budget(s). It does not require the disclosure of a comparison of actuals of
the previous period with the budget of that previous period, nor does in require that
the related explanations of differences between the actuals and budget of that
previous period be disclosed in the financial statements of the current period.
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