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α Understand the need to transition to IPSAS 

Accrual ,benefits of IPSAS Accrual and the 

scope of IPSAS 33

α Transitional exemptions  that impact on the 

fair presentation of the financial statements 

and those that do not

α Deemed Costs

α Disclosures on First time Adoption
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The information contained in the reports 

prepared on an accrual basis of accounting 

promotes accountability and decision-making 

since users of the Financial reports can  assess 

the financial position, financial performance, and 

cash flows of the entity  &Make decisions about 

providing resources to, or doing business with, the 

entity. 
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 The government wants to build a bridge which 

will take two years to complete. The 

government pays the contractor 50percent of 

the costs upfront and the remaining 50percent 

of costs on delivery . The bridge is expected to 

last 100 years and will cost Kshs 20Billion.

 Question:How do you account under cash vs 

accrual?
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Cash basis:
 Under cash accounting Kshs 10Billion hits the statement 

of cash payments and receipts  in both i.e years 1 and 
2.

Full Accrual:
 Under accrual accounting, only Kshs 200,000 hits the 

statement of financial performance as amortization 
charge(Depreciation)for100years as while the entire 
amount of Kshs20B is also accounted for in balance  
sheet.

 Conclusion: Cash accounting reflects the cashflows of the 
transactions while accrual accounting reflects the usage 
of the asset
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 Recognize the total costs, including depreciation of 
physical assets and amortization of intangible 
assets, of carrying out specific activities 

 Accrual accounting provides comprehensive 
information on current cash flows and certain 
projected cash flows(cash flows associated with 
debtors and creditors) which  leads to better cash 
management and may assist in the preparation of 
more accurate cash budgets 
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 (a) Shows how an entity financed its activities and 
met its cash requirements; (b) Allows users to 
evaluate an entity’s ongoing ability to finance its 
activities and to meet its liabilities and 
commitments; (c) Shows the financial position of an 
entity and changes in financial position; (d) 
Provides an entity with the opportunity to 
demonstrate successful management of its 
resources; and (e) Is useful in evaluating an entity’s 
performance in terms of its service costs, 
efficiency, and accomplishments.
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The objective of IPSAS 33  is to provide guidance to a 
first-time adopter that prepares and presents financial 
statements following the adoption of accrual basis IPSASs, 
in order to present high quality information: 
 (a) That provides transparent reporting about a first-

time adopter’s transition to accrual basis IPSASs; 
 (b) That provides a suitable starting point for 

accounting in accordance with accrual basis IPSASs 
irrespective of the basis of accounting the first-time 
adopter has used prior to the date of adoption; and 

 (c) Where the benefits are expected to exceed the 
costs. 
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 IPSAS 33 applies to entities that are adopting 

accrual-based IPSASs for the first time, during 

the period that they transition to accrual-based 

IPSASs.

 It provides a comprehensive coverage of 

transition issues ,Exemptions and Guidance 
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 The period of transition is the period during 

which a first-time adopter applies one or more 

of the exemptions in the standards before it 

fully complies with accrual-based IPSASs, and 

before it is able to make an explicit and 

unreserved statement of compliance with 

IPSASs.
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 An example of the date of adoption; If an 

entity makes a decision to adopt accrual basis 

IPSASs as its basis for financial reporting for 

the period ended 31 December 2017, then the 

date of adoption will be the start of that 

reporting period, namely 1 January 2017, at 

which point an opening statement of financial 

position is required.
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 A first-time adopter of accrual basis IPSASs 

shall prepare and present an opening 

statement of financial position as at the date 

of adoption of the IPSASs. However it may 

take advantage of exemptions that are 

allowed
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 The basic rule to follow here is that any exemption 
allowed is limited to three years from the date of 
adoption by IPSAS 33.

 There are two types of transitional exemptions: -
(1) Transitional exemptions that do not affect fair 

presentation and compliance with accrual-based 
IPSASs during the period of adoption 

(2) Transitional exemptions that affect fair 
presentation and compliance with accrual-based 
IPSASs during the period of transition. 
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 A first-time adopter may elect to measure the following assets 
and/or liabilities at their fair value when reliable cost 
information about the assets and liabilities is not available, 
and use that fair value as the deemed cost for: 

(a) Inventory (see IPSAS 12); 
(b) Investment property, if the first-time adopter elects to use the 
cost model in IPSAS 16; 
(c) Property, plant and equipment (see IPSAS 17); 
(d) Intangible assets, other than internally generated intangible 
assets (see IPSAS 31) that meets: 
(e) Financial Instruments (see IPSAS 29); or 
(f) Service concession assets (see IPSAS 32). 
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Where a first-time adopter has not recognized assets and/or liabilities 
under its previous basis of accounting, it is not required to recognize 
and/or measure the following assets and/or liabilities for reporting 
periods beginning on a date within three years following the date of 
adoption of IPSASs: 
(a) Inventories (see IPSAS 12, Inventories); 
(b) Investment property (see IPSAS 16, Investment Property); 
(c) Property, plant and equipment (see IPSAS 17, Property, Plant and 
Equipment); 
(d) Defined benefit plans and other long-term employee benefits (see 
IPSAS 25, Employee Benefits); 
(e) Biological assets and agricultural produce (see IPSAS 27, Agriculture); 
(f) Intangible assets (see IPSAS 31, Intangible Assets); 
(g) Service concession assets and the related liabilities, either under the 
financial liability model or the grant of a right to the operator model (see 
IPSAS 32, Service Concession Arrangements: Grantor); 
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Transitional exemptions under IPSAS 33

Exemptions that affect fair 

presentation and compliance 

with accrual based IPSASs 

Exemptions that do not affect 

fair presentation and 

compliance with accrual-based 

IPSASs 

During the period of transition the 

entity will not be able to make an 

explicit and unreserved statement 

of compliance with accrual-based 

IPSASs

During the period of adoption 

the entity will be able to make 

an explicit and unreserved 

statement of compliance with 

accrual-based IPSASs 

Transitional IPSAS financial 

statements 
First IPSAS financial statements 



 An entity’s transitional IPSAS financial statements are the 

annual financial statements in which an entity transitions to 

accrual basis IPSASs and adopts certain exemptions in this 

IPSAS that affect the fair presentation of the financial 

statements and its ability to assert compliance with accrual 

basis IPSASs. If a first-time adopter adopts the exemptions in 

this IPSASs that affect fair presentation and compliance with 

accrual basis IPSASs), it will not be able to make an explicit 

and unreserved statement of compliance with other accrual 

basis IPSASs until the exemptions that provided the relief in this 

IPSAS have expired and/or when the relevant items are 

recognized, measured and/or the relevant information has 

been presented and/or disclosed in accordance with the 

applicable IPSASs (whichever is earlier). 
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 If an entity uses Transitional exemptions that 

affect fair presentation and compliance with 

accrual-based IPSASs during the period of 

transition, it cannot make an explicit and 

unreserved statement of compliance with 

IPSAS. 
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 The financial statements have been prepared in accordance 
with accrual basis International Public Sector Accounting 
Standards (IPSASs).

 IPSAS 33 allows a first-time adopter a period of up to 
three years to recognise and/or measure certain assets 
and/or liabilities. In its transition to accrual basis IPSASs, the 
entity took advantage of this transitional exemption for 
Property, Plant and Equipment. As a result, it is unable to 
make an explicit and unreserved statement of compliance 
with accrual basis IPSASs in preparing its transitional IPSAS 
financial statements for this reporting period. The entity 
intends to recognise and/or measure its Property, Plant and 
Equipment by 20XX. 
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 Deemed cost is defined as a surrogate for 
acquisition cost or depreciated cost at a given 
date.

 If a first-time adopter has not previously collected 
the information required, recreating it can be 
costly and/or impractical. In such cases IPSAS 33 
allows the application of fair value as a suitable 
alternative as a ‘deemed cost’ (or, if you prefer, a 
substitute for historic cost). However it may only be 
used when reliable historic cost information is not 
available. 
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 Deemed cost can only be determined where the 
acquisition cost of the asset and/or the liability is 
not available.

 Deemed cost assumes that the entity had initially 
recognized the asset and/ or the liability at the 
given date.

 Subsequent depreciation or amortization is based 
on that deemed cost on the premise that the 
acquisition cost is equal to the deemed cost. 
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Asset category Initial Measurement

First time adoption

Initial Measurement

Subsequent periods

Subsequent measurement

Property, plant and equipment Deemed cost – actual cost 

where historical records are 

available or Estimated fair 

value (applied retrospectively 

apart from impairment of non-

cash generating assets)

Cost or Fair value if acquired in 

a non-exchange transaction

Cost less accumulated 

depreciation and impairment 

losses or Fair value at date of 

revaluation less subsequent 

accumulated depreciation and 

impairment losses

Inventories Deemed cost – actual cost 

where historical records are 

available or estimated fair 

value (net realizable value / 

current replacement cost) 

(applied retrospectively)

Cost or Fair value if acquired in 

a non-exchange transaction

Lower of cost or net realizable 

value / current replacement 

cost.

Investment property Deemed cost – actual cost 

where historical records are 

available or Estimated fair 

value (applied retrospectively 

apart from impairment of non-

cash generating assets)

Cost or Fair value if acquired in 

a non-exchange transaction

Lower of cost or net realizable 

value / current replacement 

cost.

Agricultural produce Fair value less cost to sell, at the 

point of harvest. (applied 

prospectively)

Fair value less cost to sell, at the 

point of harvest.

Generally accounted for as 

inventory—refer to IPSAS 12.



 The use of deemed cost is not considered a 

revaluation or the application of the fair value 

model for subsequent measurement in 

accordance with other IPSASs.
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 For example, a first-time adopter may elect to 
measure property, plant and equipment at 
deemed cost at the date of adoption of IPSASs 
because cost information about the item of 
property, plant and equipment was not available 
on that date, and use fair value as its deemed 
cost at that date. Any subsequent depreciation is 
based on the fair value determined at that date 
and starts from the date that the deemed cost has 
been determined. 
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A first-time adopter may elect to measure the following 
assets and/or liabilities at their fair value when reliable 
cost information about the assets and liabilities is not 
available, and use that fair value as the deemed cost for: 
 (a) Inventory (see IPSAS 12); 
 (b) Investment property, if the first-time adopter elects 

to use the cost model in IPSAS 16; 
 (c) Property, plant and equipment (see IPSAS 17); 
 (d) Intangible assets, other than internally generated 

intangible assets (see IPSAS 31) that meets: 

 (e) Financial Instruments (see IPSAS 29); or 
 (f) Service concession assets (see IPSAS 32). 
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 This date may be varied depending on whether or 
not the entity takes advantage of the three-year 
exemptions allowed by IPSAS 33. If the entity 
does do so, deemed cost can be determined at 
any date during this period or when the 
exemption expires (whichever is earlier). If 
however the exemptions are not utilised then the 
date at which the deemed cost shall be 
determined is at the beginning of the earliest 
period for which the first-time adopter presents 
financial statements.

20/06/2017 Uphold Public Interest 26



 An entity makes a decision to adopt accrual basis 
IPSASs on 1st January 2016 but opts to adopt the 
transitional exemptions for its property, plant and 
equipment. Assuming that the full three year 
period is used, then the deemed cost may be 
calculated any time between 1st January 2016 
and 31st December 2018. If however the entity 
does not intend to utilise the three-year exemption 
and to prepare its first IPSASs accrual basis 
financial statements for the year-ended 31st 
December 2016 then the deemed cost must be 
calculated as at 1st January 2016. 
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Where a first-time adopter has not recognized assets and/or liabilities under its 
previous basis of accounting, it is not required to recognize and/or measure the 
following assets and/or liabilities for reporting periods beginning on a date within 
three years following the date of adoption of IPSASs: 
(a) Inventories (see IPSAS 12, Inventories); 
(b) Investment property (see IPSAS 16, Investment Property); 
c) Property, plant and equipment (see IPSAS 17, Property, Plant and Equipment); 
(d) Defined benefit plans and other long-term employee benefits (see IPSAS 25, 
Employee Benefits); 
(e) Biological assets and agricultural produce (see IPSAS 27, Agriculture); 
(f) Intangible assets (see IPSAS 31, Intangible Assets); 
(g) Service concession assets and the related liabilities, either under the financial 
liability model or the grant of a right to the operator model (see IPSAS 32, Service 
Concession Arrangements: Grantor); and 
(IPSAS 29) There is no need to change current accounting practices until the deadline 

for the transitional reliefs to expire has passed or the full move to complete accrual 
basis IPSAS is made, whichever is sooner. However it is permissible to make transitional 
changes on a class-by-class basis.
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Preparing the Opening statement of financial 

position

This opening statement of financial position is 

considered as the starting point for accounting 

in compliance with accrual-based IPSASs.

first-time adopters to prepare and present an 

opening statement of financial position at the 

date of adoption of IPSASs. 
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 On the date of adoption of accrual basis 

IPSASs, a first-time adopter shall apply the 

requirements of the IPSASs retrospectively 

except if required, or otherwise permitted, in 

this IPSAS. 
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 Under the accrual basis of accounting, financial statements will 

include a statement of financial position which requires entities 

to maintain complete records of assets and liabilities. 

 This facilitates better management of assets, including 

identification and disposal of surplus assets, and better 

management of risks such as fluctuations in the value of 

liabilities.The identification of assets and the recognition of 

depreciation and amortization also helps managers to 

understand the impact of using fixed assets in the delivery of 

services and make decisions on how to manage  costs and 

deliver services.
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 Accrual accounting provides information on 

revenues and expenses, including the impact of 

transactions where cash has not yet been 

received or paid. Accurate information on 

revenues is essential for assessing the impact of 

taxation and other revenues on the 

government’s fiscal position. 
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 Accrual accounting provides better information 

than cash accounting on the actual cost of 

specified services delivered by entities and 

whether current resources are sufficient to 

sustain the level of service delivery.
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Accrual accounting provides comprehensive 

information on current cash flows and certain 

projected cash flows, including the cash flows 

associated with debtors and creditors. It can 

therefore lead to better cash management and 

may assist in the preparation of more accurate 

cash budgets. 
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 IPSASs specify the required accounting 

treatment for certain transactions and events. In 

the absence of an IPSAS, an entity needs to 

develop policies based on other authoritative 

guidance in accordance with IPSAS 3, 

Accounting Policies, Changes in Accounting 

Estimates and Errors
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 IPSAS 1, Presentation of Financial Statements 
requires the disclosure of significant accounting 
policies in the notes to the financial statements. 
IPSAS 1, paragraph 134, states, “In deciding 
whether a particular accounting policy should be 
disclosed, management considers whether 
disclosure would assist users in understanding how 
transactions, other events and conditions are 
reflected in the reported financial performance 
and financial position.”
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 As part of the transition to accounting on the 
accrual basis, an entity needs to:

(a) Consider the impact of its transition path on its 
accounting policies;

(b) Determine the point at which it intends to assert 
full compliance with IPSASs

(c) Decide whether to take advantage of any of 
the transitional provisions in IPSASs; 

(d) Decide how to deal with adjustments to opening 
balances and comparative information at the 
first application of IPSASs. 
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In such cases when a first-time adopter takes 

advantage of the transitional exemptions there 

should also be disclosure of:-

 The extent to which it has taken advantage of 

the transitional exemptions that affect the fair 

presentation of the financial statements and 

the entity’s ability to assert compliance with 

accrual basis IPSASs
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 The extent to which it has taken advantage of 

the transitional exemptions that do not affect 

the fair presentation of the financial statements 

and its ability to assert compliance with 

accrual basis IPSASs. 
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 Progress made towards recognising, measuring, presenting 

and/or disclosing assets, liabilities, revenue and/or expenses 

in accordance with the requirements of specific IPSASs

 The assets, liabilities, revenue and/or expenses that have 

been recognised and measured under accounting policies that 

are not consistent with the requirements of the applicable 

IPSASs 

 Assets, liabilities, revenue and expenses that have not been 

measured, presented and/or disclosed in the previous 

reporting period but which are now in this latest set of 

financial statements
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 The nature and amount of any adjustments 

recognised during the reporting period 

 An indication of how and by when the entity 

intends to comply in full with the requirements 

of the applicable IPSASs.
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1. Gap Analysis-An entity needs to have a clear 
understanding of the gap between the current 
system of financial reporting and the desired 
system of financial reporting (whether this be full 
accrual IPSAS or the Cash Basis IPSAS). Regional 
teams within The World Bank  developed a 
diagnostic assessment tool called the “Gap 
Analysis” which facilitates a comparison of a 
country’s public sector accounting and auditing 
standards and practices with international 
standards. 
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2. Step-by-Step Implementation – An entity can 
chose to to move to the full accrual basis by 
recognizing assets and liabilities in stages For 
example, it is possible to focus first on the 
recognition of short-term assets and liabilities such 
as debtors and creditors. Recognition of property, 
plant and equipment would often occur next, 
although recognition of property, plant and 
equipment may occur in stages with those assets that 
are readily identified and measured being 
recognized first. 
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3. Whole-of-Government Reporting Where a government 
decides to implement whole-of-government reporting, there 
are a number of paths it can take. The first accrual whole-of-
government reports can be required at the same time as the 
first accrual reports from individual entities or they may be 
delayed for a period to allow more time to focus on the 
transition by individual entities, the boundaries of the reporting 
entity and other consolidation issues. Consolidated accrual 
reports for various sub-sectors of the whole-of-government 
reporting entity could be produced as an interim step, 
followed by complete government reports. Another option 
would be to prepare a consolidated cash flow statement as an 
interim step. 
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4. Reform Period- the resources available or the 

extent of political commitment determines the 

period over which reforms occur. The length of 

this period may differ from jurisdiction to 

jurisdiction. Reform periods may be short (say, 

one to three years), medium (say, four to six 

years) or long (say, over six years). 
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 An entity may decide to defer the application 

of the accrual basis of accounting to the 

recognition of certain transactions or balances 

for a set period of time. If it does so, it needs 

to decide how to: (a) Communicate this process 

to readers of financial statements so that they 

can make best use of the reported information; 

and (b) Present changes in amounts reported 

due to changes in accounting policies.
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