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Scope: This bi-annual newsletter outlines areas of particular importance in public sector financial reporting. Please distribute to both budget and financial reporting areas of Victorian public sector entities.
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Overview

For the year ending 30 June 2012, there are no significant changes expected for financial reports of departments and agencies prepared under the Australian Accounting Standards (AAS) and the Financial Management Act 1994.
As part of the yearly review and maintenance of Financial Reporting Directions (FRDs), several FRDs will be updated to ensure they remain appropriate and relevant for 2011-12 reporting (refer below). Also, consistent with previous years, as any government policy changes occur and related reporting issues come to light, further reporting requirements may need to be communicated through FRDs. Departmental CFOs will be kept informed of any potential changes resulting from policy changes should they arise. All reporting changes arising from the above, in addition to other general improvements for the 2011-12 reporting period will be reflected in the 2011-12 Model Report as discussed below. 
At the time of writing this newsletter, the tabling date for the 2011‑12 annual reports is yet to be confirmed but is expected to be consistent with the previous year. CFOs will be advised in the usual way once this information is determined. 
Looking forward, entities and departments should continue to maintain awareness of developments regarding future changes to accounting standards, some of which are summarised in this and previous newsletters. While these changes (often referred to as the "second wave of IFRS") are not expected to be mandatory until 2013-14 at the earliest, in totality the changes may have significant effects on the presentation of financial statements and notes, which require early preparation, training and implementation planning by entities.  

The above matters are discussed more fully in the articles in the following pages.
2011-12 Reporting Year 
2011-12 Financial Reporting Legislation 
The Financial Management Act 1994 continues to be the principal legislation governing Victorian public sector financial reporting for 2011-12.
Financial Reporting Directions (FRDs) and Guidance Notes 
Expected revisions to existing FRDs for the 2011-12 year include:
· FRD 120F Accounting and reporting pronouncements applicable to the 2011-12 reporting period. This FRD will contain both the accounting and reporting pronouncements applicable to 2011-12 reporting and the issued but not yet effective pronouncements.
· FRD 119(A) Contributions by Owners, updated to reflect changes made in AASB 1004 Contributions (Dec 2007), that requires all restructures of administrative arrangements to be effected through equity. This will supersede the current FRD requirement that such transfers could only be effected through equity upon determination via an allocation statement. 
· FRD 19 Private Provision of Public Infrastructure (BOO/BOOT) will be reviewed to improve disclosures of public private partnership projects. An illustration of the entity disclosure will be provided in the 2012 edition of the Model Report, and the 


FRD will further clarify reporting requirements for the State’s Annual Financial Report.   
· Other FRDs will be reviewed to ensure applicability for 30 June 2012 reporting.
In addition, and as discussed in the overview above, further changes may be required to FRDs for 2011-12 reporting related to the implementation of government policy by departments. 
Model Report for Victorian Government Departments (the Model)

The Department of Treasury and Finance (DTF) is looking to release the 2011-12 Model by March 2012.  

Key changes to the Model include:

· improved disclosure and guidance regarding public private partnerships commitments;
· improved guidance in relation to executive remuneration disclosure requirements;
· potential changes to diversity reporting requirements in the Report of Operations due to the withdrawal of the Premiers Circular 2009/2;  
· general improvements to the commentaries, and minor changes to the presentation of financial statements, note disclosures and source referencing to reflect minor changes in AASs, user feedback and external reviews.
In addition, the Government has previously expressed a commitment to increasing the transparency of expenditures relating to all contractors and consultants. This issue is still being worked through, and once the requirements have been finalised, FRD 22B Standard Disclosures in the Report of Operations and illustrations in the Model will be amended accordingly. At this stage, it is brought to your attention for early planning purposes. 
Other Guidance 
Long Service Leave Discount Rates 
The Long Service Leave (LSL) discount rates are published quarterly (and monthly during the last quarter of 2011-12) to assist entities in ascertaining their financial position prior to and at year end. The rates for 31 December 2011 were published on the DTF website on 4 January 2012.  The final set of rates for the financial year ending 30 June 2012 will be published in early July 2012. If the June rates result in a provision significantly different from that calculated using the earlier rates, the June rates must be applied.
Budget and Financial Management Guidances (BFMGs) 
There have been no amendments to or new BFMGs issued since the last newsletter.



2012 Key Financial Publication Dates for the State of Victoria 
The following table shows the remaining indicative key publication tabling dates for 2011-12.
	Reporting Year
	Publication
	Preliminary tabling dates 
Actual dates to be confirmed

	2011-12
	Mid-Year Report
	By the 15 March 2012

	2012-13
	Budget Papers
	1 May 2012

	2011-12
	Annual Financial Report
	TBA expected September, subject to Premier’s Circular. Legislated due date is 15 October 2012

	2011-12
	Department & Entity Reporting
	TBA expected to be tabled progressively on or before the last sitting day in September (i.e. 13 September 2012), subject to Premier’s Circular.


AASB standards issued from July 2011 to December 2011 

(Not effective for the 2011-12 reporting period but effective for the 2013-14 reporting period)
· AASB 10 Consolidated Financial Statements, operative from 1 January 2013. This Standard establishes principles for the presentation and preparation of consolidated financial statements when an entity controls one or more other entities and replaces those requirements in AASB 127 Consolidated and Separate Financial Statements and Interpretation 112 Consolidation – Special Purpose Entities. Not-For-Profit (NFP) entities are not permitted to apply this Standard prior to the mandatory application date. The AASB is currently undertaking a paragraph-by-paragraph review of AASB 10 to assess the applicability of the principles in AASB 10 in a NFP context (refer to ‘Looking Forward’ section for AASB’s project on Control in the NFP sector). 
· AASB 11 Joint Arrangements, operative from 1 January 2013. This Standard establishes principles for financial reporting by entities that have an interest in arrangements that are controlled jointly, and replaces those requirements in AASB 131 Interests in Joint Ventures. NFP entities are not permitted to apply this Standard prior to the mandatory application date.  Under AASB 11, an entity shall assess whether a joint arrangement is a joint operation or joint venture which depends on the rights and obligations of the parties to the arrangements. If the joint arrangement is assessed to be a joint operation, it shall be accounted for as per AASB 11. If the joint arrangement is assessed to be a joint venture, it shall be accounted for as per AASB 128 Investments in Associates and Joint Ventures (see below).
· AASB 12 Disclosure of Interests in Other Entities, operative from 1 January 2013. This Standard requires an entity to disclose information that enables users of its financial statements to evaluate the nature of, and risks associated with, its 

interests in other entities and the effects of those interests on its financial position, financial performance and cash flows. This Standard replaces the disclosure requirements in AASB 127 and AASB 131. NFP entities are not permitted to apply this Standard prior to the mandatory application date.
· AASB 13 Fair Value Measurement, operative from 1 January 2013. This Standard outlines the general requirements for measuring the fair value of assets and liabilities and replaces the existing definition and fair value guidance in other Australian Accounting Standards and Interpretations. One significant aspect of AASB 13 is the introduction of a 'fair value hierarchy' which was previously only applicable to financial instruments. Through the ‘fair value hierarchy', AASB 13 seeks to increase consistency and comparability in fair value measurements and related disclosures. The hierarchy ranks the inputs used in valuation techniques into three levels – Level 1(unadjusted quoted prices in active markets for identical assets or liabilities), Level 2 (observable inputs other than those in Level 1) and Level 3(unobservable inputs). Disclosure for fair value measurements using unobservable inputs are relatively onerous compared to disclosure for fair value measurements using observable inputs. Consequently, the Standard may increase the disclosures for public sector entities that have assets measured using depreciated replacement cost.
· AASB 119 Employee Benefits, operative from 1 January 2013. This Standard replaces AASB 119 (December 2004, as amended) with updated accounting and disclosure requirements for employee benefits. The revised Standard changes the methodology applied to the calculation of superannuation expenses relating to defined superannuation plans. In particular, there is now a split between superannuation interest expense (classified as transactions) and actuarial gains and losses (classified as other economic flows) as reported on the comprehensive operating statement. While the total superannuation expense will not change under the revised Standard, the revised methodology is expected to have a negative impact on the general government sector’s net result from transactions. Since actuarial gains and losses of Victorian Public Sector (VPS) superannuation defined benefit plans generally are not presented at agency level (refer to FRD 112 Defined Benefits Superannuations Obligations), this amendment will have a minimal impact for entities in the VPS.
· AASB 127 Separate Financial Statements, operative from 1 January 2013. This Standard prescribes the accounting and disclosure requirements for investments in subsidiaries, joint ventures and associates when an entity prepares separate financial statements and replaces AASB 127 (March 2008, as amended). NFP entities are not permitted to apply this Standard prior to the mandatory application date.
· AASB 128 Investments in Associates and Joint Ventures, operative from 1 January 2013. This Standard replaces AASB 128 Investments in Associates (July 2004, as amended) and sets out the requirements for the application of the equity method when accounting for investments in associates and joint ventures. NFP entities are not permitted to apply this Standard prior to the mandatory application date.
Several other amending standards have been issued since 1 July 2011 having insignificant impacts on public sector reporting.

Looking Forward 
International
Revenue

The International Accounting Standards Board (IASB) and the Financial Accounting Standards Board (FASB) together initiated a joint project to clarify the principles for recognising revenue from contracts with customers. It applies to all contracts with customers except leases, financial instruments and insurance contracts. If adopted, the proposed standard would replace IAS 18 Revenue, IAS 11 Construction Contracts and related Interpretations.
The Boards issued an exposure draft in June 2010 and decided to issue a revised exposure draft for public comment.  The core principle of this revised proposed standard is the same as that of the June 2010 exposure draft: that an entity would recognise revenue from contracts with customers when it transfers promised goods or services to the customer (on satisfaction of agreed performance obligations). The amount of revenue recognised would be the amount of consideration promised by the customer in exchange for the transferred goods or services.  
However, the Boards decided to further refine their original proposals due to feedback from constituents.  In particular, the Boards:

· added guidance on how to determine when a good or service is transferred over time; 

· simplified the proposals on warranties; and

· simplified how an entity would determine a transaction price (including collectability, time value of money, and variable consideration). 
Comments for the revised exposure draft are due by 13 March 2012.  A final standard is expected to be issued in second half of 2012.
The AASB has decided to base a new standard for Income of Not For Profits on this IASB Revenue project (refer below for details).
Leases

The aim of this joint IASB and FASB project is to develop a new approach to lease accounting that would ensure that all assets and liabilities arising under lease contracts are recognised in the balance sheet. The IASB is proposing a single ‘right-of-use’ model to replace the current operating and finance lease models under IAS 17 Leases.  The asset recognised by the lessee would be the intangible right-of-use asset with a corresponding liability to make the lease payments. On the other hand, the lessor would derecognise the corresponding asset and recognise both a residual asset and a receivable for lease payments.
The Boards issued an exposure draft in August 2010 and are currently in the process of deliberating proposals for a revised exposure draft.  Anticipated revisions to the August 2010 exposure draft to be incorporated in the revised exposure draft include:

· 

expensing rather than capitalising of short-term leases; and

· a single lessor model (derecognition model) for accounting of leases instead of two models proposed in the August 2010 exposure draft.

The revised exposure draft is expected to be issued first half of 2012 and a final standard is expected to be issued by the end of 2012.
IPSASB Conceptual Framework

The IPSASB issued three consultation documents in April 2011 on its draft Public Sector Conceptual Framework.  The period for comment has closed and the IPSASB Board is currently reviewing responses.

The IPSASB is also currently considering a further draft of the Phase Four Consultation Paper dealing with Presentation, which inter alia, refines and reduces the number of presentation concepts.
Domestic

GAAP/GFS Harmonisation ​ Post-implementation review of AASB 1049 Whole of Government and General Government Sector Financial Reporting
In early 2011, the AASB issued ED 211 Proposed Amendments to AASB 1049 with a view of improving AASB 1049 at an operational level. Two sets of proposals have been included in the ED: 

a) The first set of proposals clarifies the definition of ABS GFS manual and outlines guidance on the orderly adoption of the changes to the Manual;
b) The second set of proposals provides clarification on certain aspects of the requirements in AASB 1049, such as to clarify the requirements for the presentation of key fiscal aggregates and any other fiscal aggregates that are disclosed. 

An Amending Standard AASB 2011-3 in response to the first set of the proposals was issued in July 2011 to become effective in 1 July 2012 with early adoption permitted. 
Another Amending Standard AASB 2011-13 corresponding to the second set of the proposals was issued in December 2011, which will become effective from 1 July 2012 with early adoption permitted. The proposed amendments are unlikely to have significant impact on VPS entities.
GAAP/GFS Harmonisation – Financial reporting for entities within the General Government Sector

The AASB issued ED 212 Not-for-Profit Entities within the General Government Sector in June 2011. Given the nature of the proposals and the diverse views 


expressed by the constituents, the AASB has decided to handle these comments on an issue-by-issue basis over several meetings to be held in 2012. The timing of a new standard is subject to the progress of the AASB's deliberations on the proposals.

Control in the not-for-profit public and private sector – AASB 10 Consolidated Financial Statements
The AASB has commenced a paragraph-by-paragraph review of AASB 10 and acknowledged the applicability of the principles in AASB 10 in the NFP environment. Nevertheless, the AASB is of the view that certain aspects of the principles in AASB 10 would warrant NFP-specific implementation guidance. In particular, explanation would be included in AASB 10 on how certain terms that are for-profit oriented would be applied in a NFP context. The implementation guidance would also focus on how the notion of control, as outlined in AASB 10, would apply in the public sector. The AASB plans to consider a first draft of an Exposure Draft reflecting the above decisions, together with some worked examples, at its February 2012 meeting and a new Standard is expected in late 2012.
Income for Not-For-Profits
The AASB has decided to base a new standard for Income of NFPs on the IASB Revenue project mentioned earlier in the newsletter.  Under the proposed model, most revenue transactions (i.e. exchange and non-exchange transactions) for NFPs are recognised when the entity satisfies a performance obligation by transferring promised goods or services to the customer.  More importantly, this proposed income standard for NFPs would replace AASB 1004 Contributions.

The AASB is in the final stages of deliberations in preparation of issuing an ED and, in addition to the accounting of grants based on performance obligation, has made several key decisions.  For example, the AASB decided that recognition of donated services should not be optional, and that these services should be recognised at fair value when fair value can be measured reliably.  
An exposure draft is expected to be issued in the first half of 2012.

The Heads of Treasuries Accounting and Reporting Advisory Committee (HoTARAC) is in the process of preparing a letter to the AASB to detail its preliminary thoughts and comments on the proposed new income model for the NFPs as outlined in the AASB’s draft Basis for Conclusions on this topic.  The letter is expected to be finalised and sent to the AASB prior the issuance of the forthcoming ED. 



ED 214 Extending Related Party Disclosures to the Not-for-Profit Public Sector

Currently, NFP entities are exempted from the requirements of AASB 124 Related Party Disclosures.  The AASB has released ED 214 which proposed to extend the requirements of AASB 124 to NFP entities unamended. The proposed requirements would require related party transactions between a Minister and all of his or her related entities to be disclosed provided that the transaction is considered to be material. While the materiality test may provide some relief, the often complex relationships between Ministers and public sector entities is likely to result in implementation difficulties without some specific public sector exemptions or implementation guidance. The comment deadline for the ED 214 is 31 January 2012.
How to contact us

AccPol Letter Box

Departments are encouraged to direct enquiries to accpol@dtf.vic.gov.au, supported by the facts and with clear referencing to Accounting Standards, FRDs and other authoritative pronouncements related to their queries. 

Useful Websites

AASB – www.aasb.com.au for information on AASB pronouncements, discussion papers and ED publications.
International Public Sector Accounting Standards Board (IPSASB) – www.ifac.org/PublicSector/ for information on IPSASB and IPSASB pronouncements. 

DTF Websites

DTF (for all internet users) – www.dtf.vic.gov.au covering FRDs, guidance notes (including the Model Report), Accounting Policy Updates, the LSL Model and applicable discount rates. From the menu on the left hand side on the home page users should select, ‘Budget and Financial Management’, then ‘Financial Reporting Policy’
BFM (for VPS users) – http://bfm.dtf.vic.gov.au covering policy and guidance material relating to Budgeting, the Business Management System (BMS), Compliance and Financial Reporting (including FRDs, the Model Report, LSL Models and applicable discount rates, and Valuer-General Building and Land Indices). 

For assistance with technical difficulties using either websites, e.g. broken web links, please contact the DTF web team at dtfweb@dtf.vic.gov.au.

About the Accounting Policy Update

The Accounting Policy Update is published by the Accounting Policy team of the DTF’s Budget and Financial Management Division twice a year. The aim of the newsletter is to provide a summary of changes in financial reporting requirements affecting public sector entities, outlining any financial reporting related policy decisions reached by


DTF and to inform readers of other developments that are under consideration by the AASB. 

Disclaimer: No responsibility is taken for any action(s) taken on the basis of information contained herein nor for any errors or omissions in that information.
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