[image: image2.emf][image: image1.emf]
[image: image1.emf][image: image2.emf]

[image: image3.emf]
Scope: This bi-annual newsletter outlines areas of particular importance in public sector financial reporting. This Newsletter is applicable to both budget and financial reporting areas of Victorian public sector entities.
[image: image4.jpg]



Inside this edition
1Overview


12012-13 reporting year


32013 key financial publication dates for the State of Victoria


4Key AASB Standards issued but not effective for 2012-13


5Looking forward


8How to contact us


8Useful websites


8DTF websites





Overview 
For the year ending 30 June 2013, 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), a few FRDs will be revised to ensure they remain appropriate and relevant for 2012-13 reporting. 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 2012-13 reporting period will be reflected in the 2012‑13 Model Report as discussed below. 
At the time of writing this Newsletter, the tabling date for the 2012-13 annual reports is yet to be confirmed, but is expected to be consistent with last year. CFOs will be advised once this has been determined. 

Looking forward, the application for a number of standards has been deferred to future reporting periods (mostly from 2014-15 onwards). However, entities and departments are still encouraged to monitor implications for the next few reporting periods to ensure a smooth transition (including requirements for comparative information). 

The above matters are discussed more fully in the following sections. 
2012-13 reporting year 
Revised Australian Accounting Standards 

Of the three revised Australian accounting standards effective from the 2012-13 reporting period, the main change results from the revised AASB 101 Presentation of Financial Statements (see below). Amendments arising from AASB 112 Income Tax and AASB 1049 Whole of Government and General Government Sector Financial Reporting are expected to have immaterial impacts on most entities’ 2012‑13 financial reporting. 
· Revised AASB 101 Presentation of Financial Statements is operative from 1 July 2012. A consequential change in AASB 1049 requires a changed in terminology from ‘other non-owner changes in equity’ to ‘other comprehensive income (OCI)’. In addition, the revised AASB 101 requires entities to sub-group items in the OCI section, based on whether they are subsequently reclassifiable to net result (i.e. profit or loss) or not. One example of a reclassifiable item could be the net gain realised on an available-for-sale financial asset once the financial asset is sold. The net gain realised will be reclassified to net result. All changes will be reflected in the 2012‑13 Model Report (see next page for details).
For a comprehensive list of all accounting standards applicable for the 2012-13 reporting period, please refer to the AASB’s website at www.aasb.com.au.

2012-13 financial reporting legislation 
The Financial Management Act 1994 continues to be the principal legislation governing Victorian public sector financial reporting for 2012-13.
Financial Reporting Directions (FRDs) and guidance notes 
Expected revisions to existing FRDs for the 2012-13 reporting period, subject to the Minister’s approval include:
· FRD 11A Disclosure of Ex gratia Payments, which will propose enhanced disclosure by entities regarding the nature, purpose and amount of ex gratia payments made to a third party;
· FRD 119A Contributions by Owners, which will streamline the policy and process requirements for transfers through contributed capital. Also, the transfer of negative net assets arising from a restructure of administrative arrangements will also be aligned with the requirements of AASB 1004 Contributions; and
· FRD 120G Accounting and reporting pronouncements applicable to the 2012-13 reporting period, which will contain both the accounting and reporting pronouncements that are applicable to the 2012-13 reporting period and those that are issued but not yet effective.
The Victorian Auditor-General’s Office (VAGO) has recently recommended an enhancement to the definition of remuneration in FRD 21B Disclosures of Responsible Persons, Executive Officers and Other Personnel (Contractors with Significant Management Responsibilities) in the Financial Report. The Department of Treasury and Finance (DTF) is currently considering the implication of this recommendation in the context of the AASB’s tentative decision to extend the requirements of AASB 124 Related Party Disclosures to not-for-profit entities from 1 January 2014.
Model Report for Victorian Government Departments (the Model) 
The Department of Treasury and Finance (DTF) is looking to release the 2012-13 Model by the end of March 2013. 
Key changes to the 2012-13 Model include:
· updates that are necessary to ensure compliance with financial reporting requirements. Where applicable, the amended AASB 101 requires a change in the terminology from ‘other non-owner changes in equity’ to ‘other comprehensive income (OCI). In addition, the line items within the OCI section of the Model’s operating statement will be sub-grouped based on whether they are subsequently reclassifiable to net result (profit or loss) or not; 

· responses to Government endorsed Public Accounts and Estimates Committee (PAEC) recommendations, for example, explanations required for significant variances arising from various budget targets, and additional disclosure on the natural disaster funding spent on different individuals or groups;
· responses to relevant VAGO recommendations, with enhanced disclosures on ex gratia payments and trust accounts; 
· additional disclosure on the remuneration of ‘other personnel’ relating to contractors with significant management responsibilities as outlined in FRD 21B Disclosures of Responsible Persons, Executive Officers and Other Personnel (Contractors with Significant Management Responsibilities) in the Financial Report; and
· 

general improvements to the commentaries, and updating the presentation of financial statements, note disclosures and source referencing to reflect changes in AASs, user feedback and external reviews.
Other guidance 
Long Service Leave discount rates
The Long Service Leave (LSL) discount rates are published quarterly (and monthly during the last quarter of 2012-13) to assist entities in ascertaining their financial position prior to and at year end. The rates for 31 December 2012 were published on the DTF website on 2 January 2013.  The final set of rates for the financial year ending 30 June 2013 will be published in early July 2013. 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.

2013 key financial publication dates for the State of Victoria 

The following table shows the remaining indicative key publication tabling dates for 2012-13.
	Reporting year
	Publication
	Preliminary tabling dates 
Actual dates to be confirmed

	2012-13
	Mid-Year Report
	The legislative due date is 15 March 2013.

	2013-14
	Budget papers
	7 May 2013.

	2012-13
	Annual Financial Report
	To be advised, but expected in September which is consistent with the previous year. Legislated due date is 15 October 2013.

	2012-13
	Department and entity reporting
	To be advised, but expected to be tabled progressively on or before the last sitting day in September (i.e. 19 September 2013).




Key AASB Standards issued but not effective for 2012-13
Effective from 2013-14

· AASB 13 Fair Value Measurement is operative from 1 January 2013. This Standard streamlines the guidance for measuring assets and liabilities at fair value as well as the resultant disclosure requirements. 
One of the potential impacts for Victorian public sector (VPS) entities relates to the valuation of non-financial assets. AASB 13 requires assessing an asset’s fair value based on its ‘highest and best use’ from a market participant’s perspective. For example, the current fair value of a building might vary if a market participant is able to identify better uses for the building. On the other hand, for assets with existing restrictive use, such as heritage buildings and botanic gardens, the fair value is unlikely to be affected by the new Standard given the restriction on its use. 
Moreover, the 'fair value hierarchy' that was previously introduced to financial instruments is now extended to all assets and liabilities by AASB 13. It 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). Given the high degree of judgements required in deriving Level 3 inputs, AASB 13 requires a significantly higher level of disclosure if entities use unobservable (Level 3) inputs on a recurring basis. 
· AASB 119 Employee Benefits is operative from 1 January 2013. This Standard replaces AASB 119 (December 2004, as amended) with updated accounting and disclosure requirements for employee benefits. 
One of the key changes relates to the calculation of the superannuation interest expense. In particular, the expected return on assets, which creates a partial offset to the interest expense, will effectively be calculated using a government bond yield rate rather than an assumed earning rate. Given that the Victorian State currently holds a substantial level of assets against its superannuation liability, based on the current valuation approach, the change arising from AASB 119 is expected to have a material impact on the State’s operating surplus. 
Nevertheless, since actuarial gains and losses of VPS superannuation defined benefit plans generally are not presented at agency level (refer to FRD 112 Defined Benefits Superannuation Obligations), this amendment will have a minimal impact for entities in the VPS.
The revised AASB 119 also clarifies the requirements in determining the short‑term employee benefits. Currently all annual leave provisions are classified as short-term employee benefits and measured on an undiscounted basis. However, the amendments to AASB 119 specify that classification of short-term employee benefits would be appropriate only when benefits are expected to be settled wholly within 12 months of the end of the annual financial period in which employees render the related services. Therefore, for the proportion of annual leave provisions that is not expected to be settled within 12 months, that proportion should be classified as ‘long-term benefits’ and measured on a discounted basis similar to ‘long-service leave’. 


Several other amending standards issued since 1 July 2012 are expected to have insignificant impacts on public sector reporting. These amending standards include:

· 2010-7 Amendments to Australian Accounting Standards arising from AASB 9 
· 2011-7 Amendments to Australian Accounting Standards arising from the Consolidation and Joint Arrangements Standards
· 2011-8 Amendments to Australian Accounting Standards arising from AASB 13
· 2012- 6 Amendments to Australian Accounting Standards – Mandatory Effective Date of AASB 9 and Transition Disclosures
· 2012-7 Amendments to Australian Accounting Standards arising from Reduced Disclosure Requitements
· 2012-8 Amendments to AASB 1049- Extension of Transitional Relief for the Adoption of Amendments to the ABS GFS Manual relating to Defence Weapons Platforms
· 2012-9 Amendment to AASB 1048 arising from the Withdrawal of Australian Interpretation 1039
· 2012-10 Amendments to Australian Accounting Standards – Transition Guidance and Other Amendments
· 2012-11 Amendments to Australian Accounting Standards – Transition Guidance and Other Amendments
Deferral of standards to 2014-15 and 2015-16
Since the last Newsletter, the AASB has deferred the mandatory application date of a series of standards for not-for-profit entities from 1 January 2013 to 1 January 2014 (i.e. 2014-15 reporting period). These standards include: 

· AASB 10 Consolidated Financial Statements;
· AASB 11 Joint Arrangements;
· AASB 12 Disclosure of Interests in Other Entities; 
· AASB 127 Separate Financial Statements; and 
· AASB 128 Investments in Associates and Joint Ventures.
In the meantime, the AASB is preparing to issue an exposure draft in the first quarter of 2013 and an amending standard subsequently to provide not-for-profit entities with relevant implementation guidance on AASB 10, which will also be useful in implementing the suite of other standards listed above.
Furthermore, the AASB has amended the mandatory application date of AASB 9 Financial Instruments from 1 January 2013 to 1 January 2015 (i.e. 2015-16 reporting period).
Looking forward 
International projects 
Revenue

Since the last Newsletter, the International Accounting Standards Board (IASB) and the Financial Accounting Standards Board (FASB) have undertaken re-deliberations on the feedback received on the revised Exposure Draft ED/2011/6 Revenue from Contracts with Customers released in November 2011. 


The boards have been discussing a possible re-introduction of a collectability threshold for revenue and a possible change of model to account for licences. However, the AASB has raised concerns over this new direction and has attempted to approach the IASB before the finalisation of this IFRS on Revenue from Contracts with Customers, which is targeted for issue in the first half of 2013 (refer to ‘Domestic projects’ for details).
Leases 
Following the last update, the IASB and the FASB have continued their deliberations concerning the feedback they received on ED/2010/9 Leases, with a view to revising the exposure draft for re-issue. 
The anticipated revisions are expected to include the requirement that one must expense rather than capitalise short-term leases costs.
The revised exposure draft is expected to be issued in the first quarter of 2013.
IPSASB conceptual framework
The International Public Sector Accounting Standards Board (IPSASB) has approved the first four chapters of their conceptual framework, including:
· the role and authority of the conceptual framework;
· the objectives and users of general purpose financial reporting;
· qualitative characteristics of information included in general purpose financial reports; and
· the concept of a ‘reporting entity’ for the public sector.

In addition, the IPSASB has issued two exposure drafts that relate to the conceptual framework, with a focus on the definition of the various elements of the financial statements and the measurement of assets and liabilities in the financial statements. 
Domestic projects
GAAP/GFS harmonisation – completion of phase 1
With the completion of the post-implementation review for the AASB 1049 Whole of Government and General Government Sector Financial Reporting, Phase 1 of this harmonisation project is now completed. Revisions to AASB 1049 as a result of this post-implementation review were made through two Amending Standards, AASB 2011-3 and AASB 2011-13, which became effective from 1 July 2012.
In addition, the Australian Bureau of Statistics is undertaking a review on its Government Finance Statistics (GFS) Manual, in light of the latest release of the System of National Accounts 2008 (SNA 2008) and the current project being undertaken by the International Monetary Fund (IMF) to update the IMF GFS Manual to align with SNA 2008. AASB staff will monitor the potential impacts on AASB 1049 emerging from this GFS Manual review. DTF is also monitoring the potential ABS GFS revision, which may affect the data required from entities for whole of government reporting.


GAAP/GFS harmonisation – Financial reporting for entities within the general government sector
Following the issuance of the AASB ED 212 Not-for-Profit Entities within the General Government Sector, the AASB has issued Fatal Flaw Drafts of AASB 105X Budgetary Reporting and AASB 2012-XX Amendments to AASB 1049 – Relocation of Budgetary Reporting Requirements for a 45-day comment period, with comments due by 31 January 2013. 

The draft standards require entities within the general government sector to disclose in their annual reports the original budgeted financial information presented to Parliament and provide explanations for any significant variances between actual and budgeted amounts. In Victoria, given the budgeted information is prepared at whole of government and portfolio entity level, the impacts arising from these future standards are considered immaterial on individual entities at this stage.
Control in the not-for-profit (NFP) public and private sector – AASB 10 Consolidated Financial Statements
Consistent with the previous section, the AASB has deferred the mandatory application date of AASB 10 from 1 January 2013 to 1 January 2014 for not-for-profit entities. In the meantime, an exposure draft proposing the implementation guidance to AASB 10 for not-for-profit entities is expected to be issued in the first quarter of 2013.
Income for NFPs
The AASB is preparing to issue an exposure draft on Income of NFPs based on the IASB Revenue project. 
As mentioned before, the AASB has expressed concerns over the direction of some of the IASB’s recent discussions on the Revenue project, including the possible reintroduction of a 'collectability threshold' for revenue and the introduction of 'rules-based' requirements relating to proxies for measuring an entity’s revenue performance.  The AASB has written to the IASB in an attempt to seek the IASB’s reconsideration of these issues before this important project is finalised.  
ED 214 Extending Related Party Disclosures to the NFP Public Sector
The AASB completed its review of the comments received in response to ED 214, which proposes that the disclosure of the remuneration of key management personnel (KMP) should apply to NFP entities. The Board has tentatively approved an extension of the requirements to NFP entities based on the proposals in ED 214, with the objective of improving the general purpose financial reporting by such entities.

Amendments to AASB 124 for the NFP entities are expected to become effective for annual reporting periods beginning on or after 1 July 2013. Therefore, it is recommended that entities become familiar with the standard to allow for sufficient time to compile comparative information.


How to contact us

AccPol letter box
When directing enquiries to DTF, Departments are requested to support their questions with the facts and with clear referencing to Accounting Standards, FRDs and other authoritative pronouncements related to their queries. Other entities are requested, in the first instance, to contract their portfolio department to resolve any accounting policy issues. 

Useful websites
AASB – www.aasb.com.au for information on AASB pronouncements, discussion papers and ED publications.

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 State Resource Information Management System (SRIMS), Compliance Framework and Financial Reporting Policy (including FRDs, the Model Report, Valuer-General Building and Land Indices and Long Service Leave Arrangements). 

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 Department of Treasury and Finance (DTF) twice a year. The aim of the Newsletter is to highlight 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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