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Introduction

Over the past year, the Public Sector Accounting Board (PSAB) has made a number of revisions to the Public Sector Accounting Handbook.  
These changes will be discussed in this publication.  This publication is intended for public sector organizations following PSAB, including 
Government Not-for-Profit Organizations (GNPOs).  It is not intended for private sector organizations following other accounting standards 
including private sector Not-for-Profit Organizations (NPOs)1.  

Government Organizations

There are three types of government organizations:

•	 Government Business Enterprises (GBEs): 

•	 GBE’s, other than those subject to rate regulation, began following International Financial Reporting Standards (IFRS) for fiscal 
periods beginning on or after January 1, 2011.

•	 Other Government Organizations (OGOs):

•	 OGO’s transitioned to PSAB or IFRS for fiscal periods beginning on or after January 1, 2011. 

•	 Government Not-for-Profit Organizations: 

•	 GNPOs will transition to PSAB with or without the 4200 series of standards (not-for-profit specific standards) for fiscal periods 
beginning on or after January 1, 20122. 

First-time Adoption of Public Sector Accounting Standards by Government Organizations

Section PS2125, First-time Adoption of Public Sector Accounting Standards by Government Organizations, applies to government 
organizations adopting PSAB for the first time such as GNPOs.    

In preparation of the first financial statements in accordance with PSAB, government organizations would apply PSAB standards 
retroactively with restatement of prior periods, but to save preparers time, cost and difficulty in obtaining the necessary information to 
apply certain aspects of PSAB retroactively, the standard allows government organizations a choice to adopt the aspects of one or more of 
the following exemptions either prospectively or retroactively:

•	 Retirement and post-employment benefits

•	 Upon first-time adoption an organization may elect to delay application of the requirements in PS3250, Retirement Benefits, and 
PS3255, Post-Employment Benefits, Compensated Absences and Termination Benefits, related to the discount rate used until the 
earlier of the date of their next actuarial valuation or within three years of their date of transition to PSAB.  A first-time adopter 
may also elect to recognize all cumulative actuarial gains and losses at the date of transition directly in accumulated surplus / 
deficit.  If these elections are used, they must be applied to all plans.  
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1 For information on changes to accounting standards applicable for private sector NPOs, please refer to our publication “Accounting Standards for Not-for-Profit Organizations (ASNPO) Update 2012.” 
2 See the “Introduction to Accounting Standards that Apply Only to Government Not-for-Profit Organizations” in the Public Sector Accounting Handbook for information on the applicability of certain 
CICA Public Sector Accounting Handbook Sections for GNPOs that choose to follow PSAB with the 4200 series.

http://www.bdo.ca/en/Library/Services/assurance-and-accounting/Documents/Publications/Accounting-Standards-for-Not-for-Profit-Organizations-Update-2012.pdf
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•	 Business combinations

•	 A first-time adopter can elect not to comply with the requirements in PS2510, Additional Areas of Consolidation, on how to 
account for an acquisition by a government organization when using the purchase method, other than paragraph 23, for an 
acquisition incurred prior to the date of transition to PSAB.  If this exemption is used, then the purchase method in PS2510 is 
applied to acquisitions subsequent to the date of transition.  The first-time adopter must exclude any item recognized under its 
previous financial reporting standards that does not qualify for recognition as an asset or liability under PSAB from its opening 
statement of financial position.  If an organization uses this exemption it must be applied to all business combinations prior to the 
date of transition.

•	 Investments in government business enterprises and government business partnerships 

•	 A first-time adopter can elect to account for GBEs using the modified equity method on a prospective basis from the date of 
transition.  This election must be applied to all investments in government business enterprises.  A similar election can be made for 
government business partnerships.

•	 Tangible capital asset impairment

•	 Upon first-time adoption an organization may use this exemption so it does not need to comply with the requirements in PS3150, 
Tangible Capital Assets, regarding write-downs of tangible capital assets incurred prior to the date of transition to PSAB.  The 
organization would then apply the requirements in PS3150 on a prospective basis from the date of transition.   

The standard also has an exception prohibiting retroactive application for accounting estimates.

The following is a discussion of new standards the Public Sector Accounting Board issued which are in effect for year ends beginning on or after 
April 1, 2012.  This means government organizations will be applying the following standards for the first time for March 31, 2013 year ends (for 
organizations with calendar year ends, December 31, 2013 will be the first year end for which the following standards will be applicable).  

Subsequent Events 

In March 2012, the Board added a paragraph to Section PS2400, Subsequent Events, to clarify the meaning of the date of completion to be 
consistent with recent changes to Canadian Assurance Standards.  Financial statements are considered complete when:

•	 A complete set of financial statements, including all required note disclosures, has been prepared;

•	 All final adjusting journal entries have been reflected in the financial statements;

•	 No changes to the financial statements are planned or expected; and

•	 The financial statements meeting the above requirements have been approved in accordance with the government’s process to finalize 
its financial statements.

The financial statement completion date is a critical date, as it is the date to which subsequent events must be considered.

Government Transfers 

In March 2011, the Board issued Section PS3410, Government Transfers, which replaces the previous PS3410.  The Section applies to all 
governments and government organizations using public sector accounting standards.  However, GNPOs choosing to apply PSAB with the 
4200 series of standards will follow the guidance in PS4210, Contributions – Revenue Recognition, to account for amounts received from a 
government.  This standard is effective for years beginning on or after April 1, 2012.  Entities can choose to adopt the standard retroactively 
to prior periods or prospectively. 

The highlights of the standard are as follows:

Transferor:

•	 A transferring government or government organization recognizes an expense when the transfer is authorized and the recipients have 
met any eligibility criteria.  
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Recipient:

•	 A recipient government or government organization recognizes the transfer as revenue when the transfer is authorized by the financial 
statement date by the transferring government (organization) and all eligibility criteria have been met, unless it meets the definition of a 
liability for the recipient.  

•	 A liability related to the transfer may result from:

•	 Receiving a transfer prior to meeting any eligibility criteria;

•	 Specific stipulations contained in the transfer agreement; or

•	 Unclear stipulations but the recipient creates a liability through its own actions and communications related or unrelated to the 
terms of the transfer by the financial statement date.

For a more detailed look at Government Transfers please refer to our publication “A New Government Transfers Standard.” 

Tax Revenue 

PS3510, Tax Revenue, replaces its predecessor section and is effective for fiscal years beginning on or after April 1, 2012; early adoption is 
encouraged.  The Section establishes standards on how to account for and report tax revenue in government financial statements.  The main 
features of the new Section PS3510 are as follows:

•	 Tax revenue is grossed up for transfers made through the tax system;

•	 Tax revenue is not grossed up for the amount of tax concessions (that are often referred to as tax expenditures);

•	 Tax revenue is recognized when it is authorized and the taxable event occurs; and

•	 Tax revenue is recognized by the government that imposes the tax except in flow-through arrangements.

A taxable event is the moment that the government, legislature, council or other authority has determined something will be subject to 
taxation.  These events are non-exchange transactions.  There is nothing received in exchange for paying the tax.  Some examples of a 
taxable event are:

•	 Income tax is the earning of taxable income during the taxation period by the taxpayer;

•	 Value-added or sales tax is the purchase or sale of taxable goods and services during the taxation period; and

•	 Customs duty is the movement of dutiable goods or services across the customs boundary.

Changes Related to Financial Instruments

In June 2011, the Board introduced PS3450, Financial Instruments; PS2601, Foreign Currency Translation, which replaced PS2600; and 
PS1201, Financial Statement Presentation, which replaced PS1200.  The Board also amended PS1000, Financial Statement Concepts, and 
PS1100, Financial Statement Objectives as a result of PS3450 and PS1201. 

•	 There are two different dates for which the above sections are applicable depending on the type of organization:

•	 For GNPOs and OGOs, PS3450, PS2601 and PS1201 are effective for fiscal years beginning on or after April 1, 2012.

•	 For Governments, PS3450, PS2601 and PS1201 are effective for fiscal years beginning on or after April 1, 2015.  

•	 Early adoption is permitted; however, an entity must adopt all three sections at the same time. 

The revised PS1201 and the newly introduced PS3450 and PS2601 will be discussed in detail below.

Financial Instruments

PS3450, Financial Instruments, is a new Section which establishes how to account for and report all types of financial instruments, including 
derivatives.  Financial instruments are contracts that give rise to a financial asset of one entity and a financial liability or equity instrument of 
another entity.  

For a detailed look at PS3450 please see our publication “A Guide to Accounting for Financial Instruments in the Public Sector.” 

http://www.bdo.ca/en/Library/Services/assurance-and-accounting/Documents/Publications/A-New-Government-Transfers-Standard.pdf
http://www.bdo.ca/en/Library/Services/assurance-and-accounting/Documents/Publications/A-Guide-to-Accounting-for-Financial-Instruments-in-the-Public-Sector.pdf
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The main features of the new standard are as follows:

Recognition

A government organization recognizes a financial asset or a financial liability on its Statement of Financial Position when, and only when, it 
becomes a party to the contractual provisions of the instrument.  When a government organization becomes party to the contract, it must 
assess if embedded derivatives exist as they must be recognized separately.  

Measurement

There are two measurement categories for financial instruments: 

•	 Fair value; or 

•	 Cost or amortized cost.

The following items are measured at fair value: 

•	 Portfolio investments in equity instruments quoted in an active market; and

•	 Almost all derivatives, which include embedded derivatives not closely related to the host contract.

A government organization that defines and implements a risk management or investment strategy to manage and evaluate the 
performance of a group of financial assets, financial liabilities or both on a fair value basis, may elect to include these items in the fair value 
category.  This is an irrevocable classification.

Presentation

The Statement of Remeasurement Gains and Losses is used to report all unrealized gains and losses arising due to fair value remeasurement, 
until an item is derecognized or impaired.  Once the item is removed, the accumulated remeasurement gain / loss is moved to the 
Statement of Operations.

Disclosures

Extensive disclosures are required for items reported on as well as the nature and extent of risks arising from financial instruments.

Transitional provisions

PS3450 is applied prospectively and comparative periods are not restated and this fact must be disclosed in the financial statements.  At the 
beginning of the year PS3450 is initially applied, a government or government organization:

•	 Recognizes all financial assets and financial liabilities on its statement of financial position and classifies items in accordance with the 
standard.

•	 Identifies those financial assets and financial liabilities to be measured at fair value.

•	 Any adjustment of the previous carrying amount is recognized as an adjustment to the accumulated remeasurement gains and losses at 
the beginning of the year.

•	 Recognizes an amount in accumulated remeasurement gains and losses equal to the closing accumulated other comprehensive income.

In addition, when a government organization applies this Section in the same period as it adopts Public Sector Accounting Standards for 
the first time, this Section cannot be applied retroactively.  Comparative amounts are presented in accordance with the accounting policies 
applied by the government organization immediately preceding its adoption of Public Sector Accounting Standards. 

Financial Statement Presentation

PS1201, Financial Statement Presentation, replaces previous Section PS1200.  Under the revised Section a new primary financial statement, 
the Statement of Remeasurement Gains and Losses, has been created. 
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The following revisions to this Section will be reported in the new Statement of Remeasurement Gains and Losses:

•	 Remeasurement gains and losses; and

•	 Other comprehensive income that arises when a government includes results of GBEs and government business partnerships in its 
summary financial statements.

Under the revised section, the accumulated surplus or deficit will be presented as the total of the accumulated operating surplus or deficit 
and the accumulated remeasurement gains and losses.

It should be noted that the guidance in PS1201 is not applicable to GNPOs applying the 4200 series of standards, other than for the 
Statement of Remeasurement Gains and Losses and the Cash Flow Statement.  GNPOs applying the 4200 series would look to Section 
4200, Financial Statement Presentation by Not-for-Profit Organizations, for guidance on preparing all the other financial statements.

Foreign Currency Translation

PS2601, Foreign Currency Translation, replaces previous Section PS2600.  This Section establishes standards on how to account for and 
report transactions denominated in a foreign currency in a government’s financial statements.  Highlights of the main changes to the revised 
Section are as follows:  

•	 The currency risk definition has been amended to agree with the definition in PS3450, Financial Instruments.

•	 At each financial statement date subsequent to initial recognition, non-monetary items denominated in a foreign currency that are 
included in the fair value category in accordance with Section PS3450, Financial Instruments, are adjusted to reflect the exchange rate at 
that date.

•	 Exchange gains and losses are recognized in the Statement of Remeasurement Gains and Losses, instead of the Statement of Operations, 
until the period of settlement.

•	 All derivatives are fair valued with the amount of fair value changes going to the Statement of Remeasurement Gains and Losses.

•	 Deferral and amortization of foreign exchange gains and losses related to long-term foreign currency denominated monetary items has 
been discontinued.

•	 The following two items have been removed from the section:

•	 The exception to the measurement of items on initial recognition that applies when synthetic instrument accounting is used; and

•	 Hedge accounting and the presentation of items as synthetic instruments.

Other Changes

In addition, various changes were made to other standards to ensure consistency with PS3450.

Issued But Not Yet Effective

The following is a discussion of standards the Public Sector Accounting Board issued which are not yet effective.  This means organizations 
will be applying the following standards for the first time for March 31, 2015 year ends (for organizations with calendar year ends, December 
31, 2016 will be the first year end for which the following standards will be applicable).  

Liability for Contaminated Sites

In 2010, the Board issued PS3260, Liability for Contaminated Sites.  This standard will be effective for years beginning on or after April 1, 
2014, early adoption is encouraged.  While this standard is not effective for some time, its complexity requires entities to begin considering 
the impact of the standard as soon as possible.  

The standard explains when environmental obligations meet the definition of a liability; what is considered contamination; when an entity 
becomes responsible; how environmental liabilities should be measured given the uncertainties; and the disclosure requirements.
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A liability for remediation may occur in the following situations:

•	 An operation of the government organization that is no longer in productive use (abandoned military installations);

•	 An operation of entities outside the government reporting entity that is no longer in productive use for which the government accepts 
responsibility (abandoned gas station);

•	 Changes to environmental standards relating to an operation that is no longer in productive use (new regulations requiring the 
destruction of stored PCBs); and

•	 An unexpected event resulting in contamination (accidental toxic chemical spill or natural disaster).

An entity will recognize a liability for remediation of a contaminated site when all of the following are satisfied at the financial 
reporting date:

•	 An environmental standard exists;

•	 Contamination exceeds an existing environmental standard;

•	 The entity is directly responsible or accepts responsibility for the contamination or damage; 

•	 It is expected that future economic benefits will be given up; and

•	 A reasonable estimate of the amount can be made.

Determining if contamination exists may take time and as a result, entities should start the process now.  To assess if an environmental 
standard is exceeded may require site assessments and the use of experts.  Uncertainty about the existence or non-existence of 
contamination does not eliminate the need to determine whether a liability exists and would be recognized.  Recognition depends on 
the probability that future site investigations will confirm contamination exceeding an environmental standard existed at the financial 
statement date. 

The estimate of a liability includes the costs to bring the site up to current minimum standards for its use prior to contamination.  The 
liability is estimated based on information available at the financial statement date.  It represents management’s best estimates at the 
financial statement date of the amount required to remediate contaminated sites (i.e. the amount that a government would rationally 
pay to settle or otherwise extinguish the liability at the financial statement date based on the best estimate of expenditures required to 
complete the remediation).  To arrive at the estimate, the entity will have to use its professional judgment supplemented by experience, 
third party quotes and perhaps independent experts’ reports.

For a more detailed look at this standard, please see our publication “Liability for Contaminated Sites”  

Future Projects 

Exposure Draft – Section PS3450, Financial Instruments: Income on Externally Restricted Assets

This Exposure Draft proposes that when there is an external restriction on a financial asset measured at fair value and the income on that 
financial asset is also externally restricted, the change in fair value is accounted for as a liability.  This amendment is very relevant to GNPOs 
transitioning to PSAB that have restricted assets, such as endowment funds.  

The changes resulting from this Exposure Draft would be effective for GNPOs and OGOs for fiscal years beginning on or after April 1, 2012, 
and for Governments for fiscal years beginning on or after April 1, 2015.

Exposure Draft – Related Party Transactions

This Exposure Draft proposes the creation of a new standard on related party transactions, as currently PSAB does not contain such a 
standard.  

Under the Exposure Draft, related parties are defined as: entities that control or are controlled by a reporting entity; entities subject to 
common control; entities that have shared control over or that are subject to shared control of a reporting entity; and key management 
personnel and close members of their family.  

Under the new standard related party transactions, excluding contributed goods and services, should be recognized on a gross basis by 
both the provider and recipient organizations.  A reporting entity may either disclose contributed goods and services or recognize them as 
revenue or expense.  Related party transactions which are recognized should be recorded at the exchange amount.  Under this new Section, 
only related party disclosures that are material require disclosure.

This new Section would be effective for fiscal years beginning on or after April 1, 2015. 

http://www.bdo.ca/en/Library/Services/assurance-and-accounting/Documents/Publications/Liability-for-Contaminated-Sites-2011.pdf
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Exposure Draft – Appropriations   

This Exposure Draft proposes creation of a new Section entitled “Use of Appropriations”.  An appropriation is an authority provided by a 
government to a public sector entity to spend, but unlike a transfer, no resources actually pass to the entity.  Under the Exposure Draft, 
this new Section would apply to government organizations following PSAB that directly access funding from the consolidated revenue fund 
or its equivalent under the authority of appropriations.  However, public sector entities that receive an actual transfer of resources would 
continue to apply PS3410, Government Transfers.  The proposed standard is applicable to organizations that prepare departmental financial 
statements.

This new Section would be effective for fiscal years beginning on or after April 1, 2015

Joint Not-for-Profit Review 

The Accounting Standards Board which develops accounting standards for private sector NPOs and the Public Sector Accounting Board 
which establishes accounting standards for governments and government organizations, including GNPOs, have established a Joint Not-
for-Profit Task Force to improve accounting standards for future reporting of both private and public sector NPOs.  Currently the task force 
is reviewing the content of the 4400 series of Sections in Part III of the CICA Handbook – Accounting and the 4200 series of Sections in 
the CICA Public Sector Accounting Handbook.  Deliberations are in progress and a statement of principles is expected to be approved and 
released in the near future.

Conclusion

As we head closer to the end of the first year where GNPOs will be adopting PSAB for the first time and organizations already following 
PSAB will be adopting new and revised standards, now is the time to check with your BDO advisor about how the changes made to the 
standards affect your organization.

The information in this publication is current as of November 22, 2012.
This publication has been carefully prepared, but it has been written in general terms and should be seen as broad guidance only. The publication cannot be relied upon to cover specific situations and 
you should not act, or refrain from acting, upon the information contained therein without obtaining specific professional advice. Please contact BDO Canada LLP to discuss these matters in the context 
of your particular circumstances. BDO Canada LLP, its partners, employees and agents do not accept or assume any liability or duty of care for any loss arising from any action taken or not taken by 
anyone in reliance on the information in this publication or for any decision based on it.
BDO Canada LLP, a Canadian limited liability partnership, is a member of BDO International Limited, a UK company limited by guarantee, and forms part of the international BDO network of 
independent member firms. BDO is the brand name for the BDO network and for each of the BDO Member Firms.


