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Harmonization of Accounting Law for the Public Sector of the European Union. The 

suitability of IPSAS (International Public Sector Accounting Standards) as a general 

framework of reference for the future development of EPSAS (European Public Sector 

Accounting Standards). 

 

 

 

Executive Summary 

 

On the basis of Article 3 of Directive 2011/85/EU on requirements for budgetary frameworks of 

the Member States, the European Commission, via Eurostat, is analyzing the possible 

development of an ad hoc European accountancy framework for the public sector, which would 

materialize on specific standards, the European Public Sector Accounting Standards (EPSAS), 

serving to the particularities of the European Public Sector. 

 

This EPSAS framework, de lege ferenda, would be an integrated and autonomous regulatory 

framework independent from -although inspired by- the International Public Sector Accounting 

Standards -IPSAS-, developed by the IPSASB-IFAC, which can be considered at present as the 

only internationally generally accepted framework for the public sector entities).  

 

The “EPSAS project” is being performed in a two-phases approach:  

-Phase 1 (currently ongoing): Increase fiscal transparency in the Member States in the short to 

medium term, by promoting accruals accounting and, in parallel, develop the EPSAS framework. 

-Phase 2: Address comparability within and between Member States by implementing EPSAS.  
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I.-Introduction. Legal basis of the “EPSAS project”. 

 

Article 3 of Directive 2011/85/EU (Council Directive 2011/85/EU of 8 November 2011 on 

requirements for budgetary frameworks of the Member States, hereinafter referred to as “The 

Budgetary Frameworks Directive”) requires Member States “(…) to have in place public 

accounting systems comprehensively and consistently covering all sub-sectors of general 

government and containing the information needed to generate accrual data with a view to 

preparing data based on the ESA 95 standard.  Those public accounting systems shall be subject 

to internal control and independent audits (…)”. (ESA: European System of National and Regional 

Accounts. Currently, reference shall be understood as made to ESA 2010 Standard). 

 

The Budgetary Frameworks Directive explicitly requested the European Commission to assess 

the suitability of International Public Sector Accounting Standards (IPSAS) for the Member States. 

In effect, in accordance with Article 16. 3 of the Directive “By 31 December 2012, the Commission 

shall assess the suitability of the International Public Sector Accounting Standards for the Member 

States”.  In response, the Commission addressed this mandate in its report of 6 March 2013 to 

the Council and the European Parliament “Towards implementing harmonised public sector 

accounting standards in Member States. The suitability of IPSAS for the Member States.”1  

 

 

 

____________________________________________________________________________ 

1 European Commission; Report from the Commission to the Council and the European Parliament "Towards 

implementing harmonised public sector accounting standards in Member States. The suitability of IPSAS for the 

Member States (COM(2013) 114 final)"; European Commission, Brussels, 6 March 2013. As mentioned at the 

beginning of this report, under the point “Legal background and context”, “This report fulfils the Commission’s obligation, 

under Article 16(3) of Council Directive 2011/85/EU of 8 November 2011 on requirements for budgetary frameworks of 

the Member States, to assess the suitability of the International Public Sector Accounting Standards (IPSAS) for the 

Member States by 31 December 2012. It is based on information received through consultation with Commission 

services, international organisations such as the IMF, expert practitioners and other interested parties within the 

Member States and beyond, as well as the IPSAS Board, the standard-setter for these standards”. 
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The Commission stated in this report of 2013 that “Harmonised micro-accounting systems for all 

public-sector entities (i.e. general government) in all EU Member States, combined with internal 

control and external audit, seems the only effective way forward to compile accruals-based debt 

and deficit data of the highest quality standards in accordance with existing legal requirements. 

This is also one of the key ideas behind Directive 2011/85/EU”. Within the legal requirements, it 

can be underlined the obligation set out under Article 126 of the Treaty on the Functioning of the 

European Union (TFEU) for the Member States to avoid excessive government deficits. 

 

Account taken, on the one hand, to the fact that the control of public finances -and therefore the 

reliability of the accountancy and financial records- is of capital importance for the current 

functioning of the economic system of the European Union, and on the other hand to the fact that 

there is general acceptance that a system of accruals accounting, recording all the relevant assets 

and liabilities on an entity,  is the one offering the highest possibility of providing a true and fair 

view of the financial situation and performance of an entity, it is considered a key project for the 

European Union in the finance area to analyze the possible development of an ad hoc European 

accountancy framework for the public sector, which would materialize on specific standards, the 

European Public Sector Accounting Standards (EPSAS), serving to the particularities of the 

European Public Sector  (as an integrated and autonomous regulatory framework independent 

from -although inspired by- the International Public Sector Accounting Standards -IPSAS-, 

developed by the IPSASB-IFAC, which can be considered at present as the only generally 

accepted framework for the public sector entities). IPSAS are based on the IFR (International 

Financial Reporting Standards) which are widely applied in theprivate sector (compulsory 

application for listed companies in the EU). 

 

On the described framework is enclosed the ambitious ongoing EPSAS project, coordinated by 

the European Commission via Eurostat, which would eventually/probably lead to the development 

for the European Union Public Sector of a set of high-quality accounting standards, significantly 

helping in achieving the key objectives stated in the Treaties and relevant Regulations and 

Directives in terms of control and reliability of public finances. 
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II.- The IPSAS as the general framework of reference for the development of EPSAS: the 

report of the European Commission of 6 March 2013. 

 

Following on the mandate given by the Budgetary Frameworks Directive, in the report of the 

European Commission of 6 March 2013, and related Commission Staff Working Document2, a 

first analysis is made about the suitability (or not) of the IPSAS accountancy framework for the 

particular needs of the Public Sector, account taken, - as already advanced in the previous point 

I-, of the fact that the IPSAS are currently the only generally accepted accountancy framework of 

reference for the public sector3, 4, 5. 

____________________________________________________________________________ 

  

2 European Commission; Commission Staff Working Document accompanying the document “Report from the 

Commission to the Council and the European Parliament: Towards implementing harmonised public sector accounting 

standards in Member States. The suitability of IPSAS for the Member States (SWD(2013) 57 final)”; European 

Commission, Brussels, 6 March 2013. 

 

3 IPSAS are issued by the International Public Sector Accounting Standards Board. (www.ipsasb.org). As described at 

the website of this body, “Many governments, and international institutions have already adopted and implemented 

IPSAS. The next few years will see many more jurisdictions adopting and implementing the standards. The International 

Public Sector Accountability Index, which is regularly updated, provides information on IPSAS adoption and 

implementation in individual jurisdictions. Supranational and regional bodies also apply IPSAS, including the European 

Commission, the bodies of the United Nations System, the North Atlantic Treaty Organization (NATO) and the 

Organization for Economic Co-operation and Development (OECD)”. 

 

4 
As also explained in the Commission Staff Working Document of 5 June 2019 "Reporting on the progress as regards 

the European Public Sector Accounting Standards (EPSAS)", pag. 2, “IPSAS are a set of international accrual-based 

standards for public sector accounting promulgated by the International Public Sector Accounting Standards Board 

under the auspices of the International Federation of Accountants (IFAC). IPSAS are used as guidance by many 

governments around the world to improve public sector financial reporting. The Commission's own accounting rules for 

the EU Institutions and bodies are based on IPSAS and, IPSAS are main reference in the guidance for public sector 

accounting standards in over half of Member States. Taking that into account, the Commission closely co-operates with 

the IPSAS Board and is represented as an observer in its meetings”. European Commission-Eurostat; Commission 

Staff Working Document "Reporting on the progress as regards the European Public Sector Accounting Standards 

(EPSAS)" SWD(2019) 204 final; European Commission, Brussels, 5 June 2019. 

 
 
5 IPSAS are issued by the International Public Sector Accounting Standards Board (IPSASB). The IPSASB “(…)  is an 

independent private body created by the accountancy profession. The IPSASB was established in 2003 as one of four 

http://www.ipsasb.org/
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independent standard-setting bodies supported by the International Federation of Accountants (IFAC) (…) The IPSASB 

develops high-quality IPSAS, guidance, and resources for use by public sector entities in their general-purpose financial 

reporting. It aims to enhance the quality and transparency of public sector financial reporting (…). The IPSASB receives 

support (both direct financial and in kind) from the World Bank, the Asian Development Bank, the Chartered 

Professional Accountants of Canada, the South African Accounting Standards Board, and the governments of Canada, 

New Zeeland and Switzerland”. Schumesch, Patrice; De Greef, Anton and De Laet, Jan; “IPSAS in a nutshell From 

principles to practice”, pag. 23; PWC, Brussels, 2015. 

 

____________________________________________________________________________ 

The main conclusions and proposals for subsequent steps in the two mentioned documents of 

the European Commission, as regards the IPSAS model for the EPSAS project, can be 

summarised as follows: 

 
 

 At the time of the report, the national government accounting standards of 15 EU Member 

States made some link to IPSAS. Of these, nine had national standards based on or in 

line with IPSAS, five made some references to this framework, and one used it for some 

parts of local government. However, despite recognition of the high value of IPSAS, no 

Member State had implemented it in full. 

 

 On the one hand, it seemed clear that IPSAS could not easily be implemented in EU 

Member States without adjustments, if they would to be used on a compulsory basis. On 

the other hand, there was general support among stakeholders consulted about the 

possibility that IPSAS standards could be considered as the reference for potential EU 

harmonised public sector accounts, via the future development of a set of European Public 

Sector Accounting Standards (EPSAS).  

 

 

 Regarding the concerns or points for adjustment, in particular the following would need to 

be addressed: 

 

-Harmonization: the IPSAS standards would not describe sufficiently precisely the 

accounting practices to be followed, taking into account that some of them offer 

the possibility of choosing between alternative accounting treatments, which would 

limit harmonisation in practice; 
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-Coverage: the suite of standards could not be considered as complete in terms of 

coverage or its practical applicability to some important types of government flows, 

such as taxes and social benefits, and would not take sufficient account of the 

specific needs, characteristics and interests of public-sector reporting. A major 

issue was the capacity of IPSAS to resolve the problem of consolidating accounts 

on the basis of the definition used for general government, being it a core concept 

of fiscal monitoring in the EU; 

 
-Stability: IPSAS could not be regarded at that time as sufficiently stable, since it 

was expected that some standards would need to be updated as from 2014, once 

completed the work on the project related to the IPSAS conceptual framework; 

 

-Governance: lack of sufficient participation from EU public-sector accounting 

authorities in the governance of IPSAS; 

 

-Resources: the IPSAS Board seemed to have insufficient resources to ensure that 

it could meet with the necessary speed and flexibility the demand for new 

standards and guidance on potential emerging issues, in particular in the context 

of a crisis. 

 
 

 A potential first step of the EPSAS project would be to establish the European Union 

governance for this project with the objective of clarifying the conceptual framework 

and the aim of common EU public sector accounting. The establishment of the EPSAS 

governance structure would be guided by, but not follow exactly, the model used by 

the Commission in establishing the governance of IFRS in the EU context, because of 

the specificity of the public sector and the focus on intra-EU comparability. 

 

 EPSAS could initially be based on the adoption of a set of key IPSAS principles. 

EPSAS could also use IPSAS standards that were commonly agreed by Member 

States. EPSAS should, however, not regard IPSAS as a constraint for the 

development of its own standards. 
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 Without prejudice of EPSAS being independent from IPSAS, and that EPSAS 

standards may need to differ in some cases from IPSAS standards, it would be 

important not to create unnecessary divergence between EPSAS and IPSAS. This 

would probably require to establish and maintain close links to the IPSAS Board in 

order to inform its agenda and decision-making. It would be as well advisable not to 

create unnecessary divergence between EPSAS and IFRS, given that government-

controlled entities may already be required to report on an IFRS basis or according to 

national commercial accounting standards. Finally, EPSAS should also be developed 

with a view to minimising differences with the ESA (European System of National and 

Regional Accounts), in order to give the perspective, ultimately, of complete integrated 

systems applicable at micro and macro levels. 

 

 The development, endorsement and implementation of EPSAS would have to be a 

gradual process, which would take place over a considerable period of time, account 

taken of its complexity. The focus should first put on the accounting issues where 

harmonisation is most important, such as revenue and expenditure (taxes and social 

benefits, liabilities and financial assets).  

 

 The first key element in the roadmap to EPSAS could be a proposal for a Framework 

Regulation requiring the application of the accruals principle and incorporating a core 

of basic European Public Sector Accounting Principles. The Framework Regulation 

should also lay down the system of governance for EPSAS and the procedure for 

developing specific EPSAS standards. The EPSAS standard-setting body could then 

classify the 32 accruals IPSAS standards into three categories: 

 

-Standards that might be implemented with minor or no adaptation; 

-Standards that need adaptation, or for which a selective approach would be 

needed; and  

-Standards that are seen as needing to be amended for implementation. 

 

Member States would be then invited to put in place an implementation plan for all 

sub-sectors of general government. For example, the core set of EPSAS should be 

applicable to all public entities and, taking into account materiality, should cover the 

major part of government-sector expenditure in the Member States. 
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III.- Further analysis about the suitability of the IPSAS model: the report of PWC of 1 August 

2014 

 
 
Following-up on the roadmap designed by the report of the European Commission of 6 March 

2013, Eurostat commissioned the firm PWC to produce a report6  analysing the impact of potential 

implementation in the public sector of the European Union accrual accounting, considering  as 

well in this context the suitability for these purposes of the concrete IPSAS standards. 

 

For the purposes of the analysis intended, the following classification of the IPSAS standards was 

proposed: 

 

-Topics for which no standard exists yet, but for which a standard or implementation guidance is 

needed.  

-Standards that (may) need (some) amendments or for which implementation guidance is (may 

be) needed.  

-Standards that might be implemented with minor or no adaptation.  

 

 

 

 

6 “Collection of information related to the potential impact, including costs, of implementing accrual accounting in the 

public sector and technical analysis of the suitability of individual IPSAS standards”; PWC, Brussels, 1 August 2014 

(Report contracted by the European Commission-Eurostat). As stated at the beginning of the report, the study “(…) 

analyses the potential costs and benefits of implementing European Public Sector Accounting Standards (EPSAS) in 

the Member States and the suitability of IPSAS (International Public Sector Accounting Standards) for developing 

EPSAS. It aims to inform the EPSAS Communication, the related impact assessment and the EPSAS legislative 

proposal planned by the Commission. The study has been conducted through interviews within a sample of selected 

Member States and other key stakeholders, the use of survey questionnaires with Member States and various other 

sources of information, such as public debates and literature review”. 
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 Group/Category 1: Topics for which no standard exists yet but for which a standard or 

implementation guidance is needed. 

 

This category was not included in the initial classification of the IPSAS standards by the European 

Commission. According to the report of PWC, it was added to reflect the fact that accounting 

principles and/or implementation guidance are needed in specific circumstances or in respect of 

certain types of transactions that are significant for governments. This category included the 

following topics: 

 

 Framework/core EPSAS principles. 

 Social benefits. 

 Expenses from non-exchange transactions. 

 First-time adoption of EPSAS. 

 

 

 Group/Category 2: Standards that (may) need (some) amendments or for which 

implementation guidance is (may be) needed. 

 

According to the criterium of PWC, classification under this category would not mean that the 

standard should necessarily be changed, but that a detailed discussion would be needed on the 

principles, in order to get the acceptance of the Member States on the EPSAS accounting 

principles to be developed. 

 

The standards identified in the initial classification proposed by the Commission as “Standards 

that need adaptation, or for which a selective approach is needed” and “Standards that are seen 

as needing to be amended for implementation” were grouped in this single category for 

simplification purposes in the report of PWC, this without prejudice to the fact that the importance 

of the amendments that are possibly needed may vary from standard to standard. This category 

included the following standards: 

 

 IPSAS 6 ‘Consolidated financial statements’. 

 IPSAS 18 ‘Segment information’. 

 IPSAS 20 ‘Related party disclosures’. 

 IPSAS 22 ‘Disclosure of financial information about the general government sector’. 
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 IPSAS 23 ‘Revenue from non-exchange transactions’. 

 IPSAS 24 ‘Presentation of budget information in financial statements’. 

 IPSAS 25 ‘Employee benefits’. 

 IPSAS 29 ‘Financial instruments: recognition and measurement’. 

 IPSAS 30 ‘Financial instruments: disclosures’. 

 

 

 Group/Category 3: Standards that might be implemented by EU Member States with minor 

or no adaptation. 

 

This category included the following standards7: 

 

 IPSAS 1 ‘Presentation of financial statements’. 

 IPSAS 2 ‘Cash flow statements’. 

 IPSAS 3 ‘Accounting policies, changes in accounting estimate and errors’. 

 IPSAS 4 ‘The effects of changes in foreign exchange rates’. 

 IPSAS 5 ‘Borrowing costs’. 

 IPSAS 7 ‘Investments in associates’.  

 IPSAS 8 ‘Interests in joint ventures’.  

 IPSAS 9 ‘Revenue from exchange transactions’. 

 IPSAS 10 ‘Financial reporting in hyperinflationary economies’. 

_________________________________________________________________ 

 

7 Standards that are underlined were classified under category “Standards that need adaptation, or for which a selective 

approach is needed” in the Commission report of 6 March 2013 on the suitability of IPSAS (Annex 7.1 of the European 

Commission Staff Working Document accompanying the document “Report from the Commission to the Council and 

the European Parliament: Towards implementing harmonised public sector accounting standards in Member States. 

The suitability of IPSAS for the Member States (SWD(2013) 57 final)”; European Commission, Brussels, 6 March 2013). 

 

IPSAS 28 Financial Instruments: Presentation’, superseding, IPSAS 15, was as well marked in the report of PWC as 

belonging to the category “Standards that need adaptation, or for which a selective approach is needed” in the above-

mentioned Commission Staff Working Document. Nevertheless, under the referred to Working Document IPSAS 28 

was actually appearing under the category ‘Standards that are seen as needing to be amended for implementation’, 

although with an explanatory foot note indicating that “However, since IPSAS 28 deals with presentation it may be seen 

as less problematic than IPSASs 29 and 30”. 
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 IPSAS 11 ‘Construction contracts’. 

 IPSAS 12 ‘Inventories’. 

 IPSAS 13 ‘Leases’.  

 IPSAS 14 ‘Events after the balance sheet date’. 

 IPSAS 16 ‘Investment property’. 

 IPSAS 17 ‘Property, plant and equipment’.  

 IPSAS 19 ‘Provisions, contingent liabilities and contingent assets’. 

 IPSAS 21 ‘Impairment of non-cash-generating assets’.  

 IPSAS 26 ‘Impairment of cash-generating assets’.  

 IPSAS 27 ‘Agriculture’. 

 IPSAS 28 ‘Financial instruments: presentation.  

 IPSAS 31 ‘Intangible assets’.  

 IPSAS 32 ‘Concession arrangements: grantor’. 

 

 

IV.- Further analysis about the suitability of the IPSAS model:  EPSAS issue paper of 

2016 on narrowing down the options within IPSAS 

 

On 22 June 2016, a report is prepared by the firm Ernst & Young, on behalf of Eurostat, regarding 

the approach for narrowing down the options offered within the IPSAS accountancy framework8, 

in the context of the development of the EPSAS9. 

 

____________________________________________________________________________

8  European Commission-Eurostat; EPSAS Working Group “EPSAS issue paper on narrowing down the options within 

IPSAS”; European Commission, Luxembourg, 22 June 2016.  

 

9  As stated at the beginning of the report, under ‘Objectives and approach of this issue paper’, “The principal objective 

of this issue paper is to develop a stock-taking and an analysis for narrowing down of options within the suite of IPSAS. 

In order to be able to narrow down options within the suite of IPSAS, factors like the purpose of an option, its materiality 

and practicability, as well as comparability are considered. EY was asked by Eurostat to take into account existing 

analyses or inventories of options within the suite of IPSAS standards, to carry out an analysis of the importance of 

each of the most notable options provided and indicate their likely materiality from an EPSAS perspective”. 
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One of the main questions analysed in the issue paper, and on which we will focus under this 

point, was to determine for the most notable IPSAS options10, what would be the expected 

consequences of EPSAS of retaining a single option. Let’s keep in mind that, as analysed under 

point II above, one of the concerns expressed by the main stakeholders regarding the adoption 

of the ‘IPSAS model’ was the one of possible lack of sufficient harmonisation, account taken of 

the options for alternative accountancy treatment offered by the IPSAS. 

 

Under this background, the following were noted as the most notable IPSAS options existing at 

the time of the preparation of the issue paper: 

 

 IPSAS 6.5811  When separate financial statements are prepared, investments in 

controlled entities, jointly controlled entities and associates shall be accounted for:  

a) using the equity method described in IPSAS 7; 

b) at cost; or 

c) as a financial instrument in accordance with IPSAS 29. 

The same accounting treatment shall be nevertheless applied for each category of 

investments. 

 

____________________________________________________________________________ 

 

10  The reasoning used in order to identify the “most notable IPSAS options” is described under page 6 of the issue 

paper: “in defining the scope and content of the issue paper, it was highlighted by Eurostat that the focus should be on 

the most controversial options with the highest impact. Therefore, options that solely refer to presentation of information 

in financial statements are considered as not most notable. To identify the most notable options the following criteria 

were used: 

- Criterion 1: Discussions of options in relevant publications on IPSAS/development of EPSAS (…). 

- Criterion 2: Solely presentation of information in financial statements (i.e. the option does not address recognition or 

measurement issues of an accounting transaction) 

- Criterion 3: Practical relevance of an option 

- Criterion 4: Materiality of an option (see also Chapter 6 for more details on that criterion) (…)” 

 

11 As explained in the issue paper, IPSAS 6 remains applicable until IPSAS 34 and IPSAS 35 are applied or become 

effective, whichever is earlier (see IPSAS 34.34). According to IPSAS 34.32 and 35.79, IPSAS 34 and IPSAS 35 have 

to be applied for annual financial statements covering periods beginning on or after January 1, 2017. 
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 IPSAS 8.35/8.4312   A venturer shall recognize its interest in a jointly controlled entity 

using proportionate consolidation or the alternative method described in paragraph 43 

(IPSAS 8.43: “As an alternative to proportionate consolidation described in paragraph 35, 

a venturer shall recognize its interest in a jointly controlled entity using the equity method”). 

 

 IPSAS 17.2    An entity that prepares and presents financial statements under the 

accrual basis of accounting shall apply this Standard in accounting for property, plant, and 

equipment, except: (…) (b) In respect of heritage assets. However, the disclosure 

requirements of paragraphs 88, 89, and 92 apply to those heritage assets that are 

recognized. 

 

 IPSAS 17.42    An entity shall choose either the cost model in paragraph 43 or the 

revaluation model in paragraph 44 as its accounting policy, and shall apply that policy to 

an entire class of property, plant, and equipment. 

 

 IPSAS 31.71   An entity shall choose either the cost model in paragraph 73 or the 

revaluation model in paragraph 74 as its accounting policy. If an intangible asset is 

accounted for using the revaluation model, all the other assets in its class shall also be 

accounted for using the same model, unless there is no active market for those assets. 

 

 IPSAS 34.12 (in connection with IPSAS 6.58 -see footnote n° 11-)    When an entity 

prepares separate financial statements, it shall account for similar investments in 

controlled entities, joint ventures and associates either:  

a) At cost;  

b) In accordance with IPSAS 29; or  

c) Using the equity method as described in IPSAS 36. 

 
(There are nevertheless exceptions for those alternatives under IPSAS 34.13. and IPSAS 

34.14.). 

___________________________________________________________________________ 

 

12 As explained in the issue paper, IPSAS 8 remains applicable until IPSAS 36 is applied or becomes effective, 

whichever is earlier (see IPSAS 36.53). According to IPSAS 36.51, IPSAS 36 has to be applied for annual financial 

statements covering periods beginning on or after January 1, 2017. 
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Once identified the most notable options for alternative accounting treatment under the IPSAS, 

the issue paper estimates the expected consequences of EPSAS retaining a single alternative for 

the IPSAS options13. The following potential advantages and disadvantages were identified: 

 

Potential advantages: 

 

 Improved comparability and reduction of changes in accounting policies 
 
Entities’ financial statements would be more comparable across European Member States 

if only one accounting treatment was required for similar transactions (inter-entity 

comparability). Likewise, eliminating alternatives in the development of future EPSASs 

would also prevent entities from changing accounting policies in subsequent periods. This 

would strengthen the consistency and comparability of the entities’ financial statements 

over time (inter-temporal comparability). 

 
 Increased fiscal transparency 

 
Users would be expected to be able to obtain clearer and more comparable and consistent 

financial information for each public sector entity (However, the potential related 

shortcoming would be that the narrowing down of options could at the same time lead to 

a reduction of transparency as it would remove the possibility for preparers to choose the 

option that best reflects the “economic reality” of a transaction in the concrete 

circumstances). 

 

 

____________________________________________________________________________ 
 
13 The issue paper, together with generic information about the EPSAS project (namely the report of the European 

Commission of 6 March 2013 and related documents, analyses the particular case of three Members States of the 

European Union: France, Lithuania and UK -member of the EU at that time, before the materialisation of the Brexit-. In 

particular the issue paper, scrutinised how the most notable options are used in that three EU Member States, being 

the selection of them based on the fact that those Member States used the IPSAS/IFRS accounting framework as a 

basis for their national public sector accounting laws and/or regulations. 
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 Reduction of complexity and increased acceptance of EPSAS 

 
A single accounting treatment for each transaction/category of transactions would indeed 

help in terms of simplicity and clarity, and accordingly in terms of the training needed to 

get acquainted with the new EPSAS accountancy framework. Since, depending on the 

starting situation of the Member states, the training efforts/cost could be one of the 

significant EPSAS implementation cost, this could potentially favour greater acceptance 

(Nevertheless, here again it has to be considered that a narrowing down of options might 

limit the possibilities for preparers for providing information on the “economic reality” of a 

transaction). 

 

Potential disadvantages:  

 

 Efforts for first-time adopters and effects on accrual budgets through remeasurements of 

assets and/or liabilities 

 
Member States applying the other alternative (an alternative other than the one normalised 

as the unique correct accountancy treatment under EPSAS) would have to change its 

accounting policies and, as a consequence, entities might have to remeasure their assets 

and/or liabilities. This remeasurement effort may be considerable, depending on the 

situation of each Member state. In addition, for entities where budgets and accounts are 

on the same basis of budgeting/accounting remeasurement of assets and/or liabilities 

could also affect their budget, with all the related implications this may entail. 

 
 

 Less flexibility and reduction of possibilities for specific accounting treatments in specific 

circumstances 

 

Under specific circumstances, the availability of different alternatives for accounting 

treatment may allow the reporting entity to choose that option which may better reflect the 

economic substance of the corresponding transaction. Accordingly, the elimination of such 

flexibility may in some circumstances risk to even lead to a reduction in transparency. On 

the other hand, it is also to be considered the impact as regards the calendar for first 
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implementation of EPSAS, since establishing a single accountancy treatment may make 

it harder implementation for those jurisdictions which are using an alternative accounting 

treatment other than the one which could be finally defined under EPSAS. 

 
 

 

V.- Recent developments in the roadmap to EPSAS: EPSAS progress report of 2019 and 

updated analysis of 2020 on accounting maturities of EU governments and EPSAS 

implementation costs 

 

 

V.I The EPSAS progress report of 5 June 2019.14 

Following up on the conclusions resulting from the report of European Commission of 6 March 

2013, the services of the Commission have been intensively working on the first stage/phase15: 

increase fiscal transparency in the Member States in the short to medium term by promoting 

accruals accounting and, in parallel, develop the EPSAS framework (covering governance, 

accounting principles and standards). 

 

 

____________________________________________________________________________ 

14  European Commission-Eurostat; Commission Staff Working Document "Reporting on the progress as regards the 

European Public Sector Accounting Standards (EPSAS)" SWD(2019) 204 final; European Commission, Brussels 5 

June 2019. 

 

15  
A two-phase approach to EPSAS is intended to be followed: Phase 1: Increase fiscal transparency in the Member 

States in the short to medium term by promoting accruals accounting and, in parallel, develop the EPSAS framework 

(covering governance, accounting principles and standards); Phase 2: Address comparability within and between 

Member States by implementing EPSAS.  
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In this framework, an important element has been the work developed by the EPSAS Working 

Group, which was established in 2015, as an important element to share advice and expertise in 

the preparation of EPSAS, from all levels of government of the different Members States of the 

EU. The representatives/participants to the Working Group are primarily public sector accounting 

standard-setters and those responsible for public accounting in the Member States. Observers 

from the European Central Bank (ECB), World Bank, European Court of Auditors, Accountancy 

Europe (ACE) and IPSAS Board also attend.  

 
As explained in the report, the discussions within the Working Group have primarily concentrated 

on two aspects:  

 

 Developing the basis for future public sector standard setting in the EU, including a draft 

EPSAS Conceptual Framework16 and the process for developing standards (including 

governance); and  

 Gathering the evidence for assessing the costs and benefits associated with a future 

proposal on EPSAS.  

 

It is to be underlined as well the development of a Guidance for the first-time 

implementation of accruals accounting17, which intends to address the main issues faced 

by Member States when moving from cash-basis to accruals-basis accounting (in 

particular, as regards the preparation of a Balance Sheet) or when trying to improve the 

already existing accruals systems. 

____________________________________________________________________________ 

16 
European Commission-Eurostat; Draft EPSAS Conceptual Framework, Reflection paper for discussion; European 

Commission, Luxembourg,25 April 2018. 

17  
European Commission-Eurostat; EPSAS Working Group "Guidance for the first-time implementation of accrual 

accounting"; European Commission, Luxembourg, 5 April 2017. As stated under point 1 of the Guidance “Purpose of 

the Guidance”, “The guidance has the short-term aim of assisting public sector entities starting to work on accrual 

accounting reforms, as a step towards increasing fiscal transparency and the implementation of the future harmonised 

European Public Sector Accounting Standards (EPSAS). The compilation of the first EPSAS opening balance sheet 

will take place at a later point in time. The guidance is aimed primarily at entities moving to accrual from cash 

accounting, even if it may also be helpful for those already compiling accrual accounts or modified accrual accounts. 
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In particular this guidance is aimed at entities for which a balance sheet does not exist or its coverage is limited 

compared to the coverage of this guidance (…)”. 

_____________________________________________________________________________________________ 

 

At the level of concrete progress made at the EU in the roadmap to EPSAS, the progress report 

underlines the following facts (page 6, under “The State of Play of Public Sector Accounting in 

the EU”: “The use of accrual accounting for the public sector has increased significantly in recent 

years, following various global initiatives as well as discussion surrounding EPSAS. At the time 

of the IPSAS report in 2013, a majority of Member States had already implemented accruals 

accounting according to national standards, whereas Austria, Belgium, Cyprus, Ireland, Italy, 

Malta and Portugal were in the process of doing so. (…) Since the IPSAS report, Bulgaria, Czech 

Republic, Denmark, Estonia, Finland, some states in Germany (e.g. Hamburg and North Rhine-

Westphalia), Hungary, Italy, Latvia, Poland, Slovenia and Spain have all reported reforms to either 

improve their existing accrual accounting and associated systems (e.g. budgeting systems) or to 

implement accrual accounting”. 

 

Further to the positive statistical indicators, the report concludes as well on a perceived increasing 

acknowledgment of the benefits of accrual accounting for government entities in the Member 

States of the EU, and of comparable financial accounting and reporting practices. In addition, the 

benefits of comparability would not be limited to the scope of the EU, but also at global level, 

since, as also outlined, the trend towards accrual accounting is also expected to continue at global 

level, as accrual accounting is supported and promoted by other international institutions such as 

the International Monetary Fund, OECD and the World Bank18.  

 

_________________________________________________________________________________ 

18   In this regard, it is mentioned in the progress report, pag. 7,  that a joint report issued on 2018 by the International 

Federation of Accountants (IFAC) and the Chartered Institute of Public Finance and Accountancy (CIPFA) forecasted 

a rapid acceleration of accrual accounting and international standards adoption, according to which 65% of 

governments globally will report on an accrual basis by the end of 2023. 
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V.II   The updated analysis of 2020 on accounting maturities of EU governments and EPSAS 

implementation costs19. 

 

This updated analysis follows up on the one performed on 1 August 2014 also by PWC on behalf 

of the European Commission-Eurostat (see item III supra), taking into account both the evolution 

of the accounting systems at the public sector of the EU and the developments made during that 

time in the IPSAS framework. Here again, a key element used to estimate the cost of a future 

EPSAS reform within the EU is the accounting maturity of the governments in the scope of this 

reform, using as a parameter of reference the degree of compliance of the different accounting 

frameworks with the IPSAS framework. In effect, as stated in the updated analysis of 2020, under 

Background and methodology, pag. 4,  “Using the methodology of the 2014 PwC study, such an 

accounting maturity reflects the estimated degree of compliance of the government’s accounting 

rules with an IPSAS-based benchmark. Given that EPSAS do not exist yet, IPSAS have been 

taken as a proxy for EPSAS”. 

 

The updated study underlined the relevant progress made at the level of the EU (and the UK) in 

terms of accounting reforms, and which is leading to an increase in their accounting maturity score 

in 2018 compared to 2013, for all subsectors of government. Particularly relevant has been the 

increase in the accounting maturity degree at the level of the Central Governments, from 51% up 

to 65%20.  

____________________________________________________________________________ 

19  European Commission-Eurostat; “Updated accounting maturities of EU governments and EPSAS implementation 

cost” -paper by PWC on behalf of Eurostat-written consultation; European Commission, Luxembourg, 23 November 

2020. 

20 More concretely, according to the updated analysis, in the period 2013-2018 the (unweighted) estimated average 

accounting maturities have increased across all sub-sectors of government in the following terms: 

-Central governments from 51% up to 65%.  

-State governments from 43% up to 54%.  

-Local governments from 65% up to 73%.  

-Social security funds from 54% up to 57%.  
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Moreover, those average accounting maturity scores are expected to increase further, for all sub-

sectors of government, between 2018 and 2025 (e.g; at the level of the Central Governments, the 

average accounting maturity is expected to reach a 76% by 2025)21. 

At the level of accounting areas, the updated analysis of 2020 provides as well a picture of the 

degree of maturity of the accounting systems of the Central Governments22 of the Members States 

of the EU and of the UK in terms of alignment with the IPSAS framework, disaggregated for the 

main different accounting areas. In this context the highest level of maturity/alignment with the 

IPSAS framework is noted for the areas of: 

-Inventories (80%). 

-Fixed assets (79%). 

-Intangible assets (66%). 

On the contrary, the lowest accounting maturity level is noted for employee benefits accounting 

(36%), account taken in particular to the fact that only few governments apply the IPSAS 39 

principles in respect of defined benefit accounting schemes. 

 

Finally, at the level of potential cost of the implementation of the EPSAS project, the updated 

study of 2020 (following the same approach than the one original study developed in the year 

2014, but taking into account the updated degree of accounting maturity at the moment of the 

update) focusses on estimating the likely range of potential implementation costs at the EU level. 

Depending on the scenario and the reform cost taken as a benchmark, the cost estimate 

aggregated at EU level would range between € 0.8 billion and € 6.0 billion, which would represent 

an average cost ranging from 0,006% to 0,045% of the GDP (Gross Domestic Product). 

____________________________________________________________________________ 

21  According to the updated analysis, comparing the estimated figures to be reached by 2025 with the available data 

as of 2018, main evolutions since 2018 would be the following: 

-Central government: the average accounting maturity expected to be increased from 65% up to 76%. 

-State government: the average accounting maturity expected to be increased from 54% up to 59%. 

-Local government: the average accounting maturity expected to be increased from 73% up to 77%. 

-Social fund: the average accounting maturity expected to be increased from 57% up to 59%. 
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22  The reason for limiting this sub-analysis just to the central government level is justified in the updated report of 2020, 

pag. 26, on the basis of availability of relevant data: “The results presented focus solely on the central government 

level, as comprehensive data was received from all the EU-27 and the UK central governments to support the analysis 

at this level only. Information received from state and local governments as well as from social security funds, was not 

complete enough as to draw general conclusions for these levels”.  
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VI.- Conclusions 

 VI.I.- The strict control of public finances -and therefore the reliability of the accountancy and 

financial records- is of capital importance for the current functioning of the economic system of 

the European Union, in particular as regards ensuring budgetary discipline and control of public 

debt.  This relevance is made explicit in important normative initiatives at the level of the European 

Union, as the Budgetary Frameworks Directive -Council Directive 2011/85/EU- (Article 3), or the 

Treaty on the Functioning of the European Union (Article 126). 

 

VI.II.- There is general acceptance that a system of accruals accounting, recording all the relevant 

assets and liabilities of an entity, is the one offering the highest possibility of providing a true and 

fair view of the financial situation and performance of an entity. At present, in the context of the 

public sector, the International Public Sector Accounting Standards (IPSAS), developed by the 

IPSASB-IFAC, can be considered as the only internationally generally accepted accounting 

framework for the public sector entities. In this context, a key ongoing project for the European 

Union in the finance area is to analyze the possible development of an ad hoc European 

accountancy framework for the public sector, which would be materialized on specific standards, 

the European Public Sector Accounting Standards (EPSAS), serving to the particularities of the 

European Public Sector (an integrated and autonomous regulatory framework independent from, 

although inspired by, the IPSAS). This project is led by the European Commission, through 

Eurostat, and via the creation of a specific EPSAS working group, which is in function as from 

2015. 

 

VI.III.- While IPSAS standards can be considered as the most suitable framework of reference for 

potential EU harmonised public sector accounts, via the future development of a set of European 

Public Sector Accounting Standards (EPSAS), the EPSAS shall address the specific needs of the 

European public sector in terms of: 1 Harmonisation; 2 Coverage; 3 Stability; 4 Governance; and 

5 Resources. On the other hand, without prejudice of EPSAS being independent from IPSAS, in 

order to cover the mentioned ad hoc needs of the European public sector in terms of accounting 

normative: 
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-It would be important not to create unnecessary divergence between EPSAS and IPSAS for the 

sake of international comparability (besides the scope of the European Union), and  

-It would be as well advisable not to create unnecessary divergence between EPSAS and IFRS, 

given that government-controlled entities may already be required to report on an IFRS basis or 

according to national commercial accounting standards, and finally 

-EPSAS should also be developed with a view to minimising differences with the ESA (European 

System of National and Regional Accounts), in order to give the perspective, ultimately, of 

complete integrated systems applicable at micro and macro levels. 

 

VI.IV.-  A two-phase approach to EPSAS is being followed:  

-Phase 1: Increase fiscal transparency in the Member States in the short to medium term by 

promoting accruals accounting and, in parallel, develop the EPSAS framework (covering 

governance, accounting principles and standards);  

-Phase 2: Address comparability within and between Member States by implementing EPSAS.  

So far, the services of the European Commission have been intensively working on the first 

stage/phase, following up on the conclusions resulting from the report of European Commission 

of 6 March 2013 (“the IPSAS report”). In this framework, a key element has been the work 

developed since 2015 by the EPSAS Working Group, coordinated by Eurostat, as an important 

platform to share advice and expertise in the preparation of EPSAS, from all levels of government 

of the different Members States of the EU. 

 

 

VI.V.- An important progress has been reported by the European Commission-Eurostat in the 

period 2013-2018 in the degree of accounting maturities for all sub-sectors of government/public 

administration, measured as the estimated degree of compliance of the government’s accounting 

rules with an IPSAS-based benchmark, since given the fact that EPSAS do not exist yet, IPSAS 

have been taken as a proxy for EPSAS. Particularly relevant has been the progress made at the 

level of the Central governments, from 51% up to 65%. Moreover, those average accounting 

maturity scores are expected to increase further, for all sub-sectors of government, between 2018 

and 2025 (e.g; at the level of the Central Governments, the average accounting maturity is 
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expected to reach a 76% by 2025). These positive developments shall, no doubt, facilitate the 

arrival of the Phase 2 in the EPSAS project, via development and implementation of concrete 

EPSAS, as a key milestone for achieving further transparency and comparability of accounting 

records of the public sector within and between Member States of the European Union. 
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