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Scope: This biannual newsletter outlines areas of 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
[bookmark: _Hlk49950924]In hopes of simplifying and improving upon the existing Accounting Policy frameworks, the Accounting Policy team has been working on several new developments to the Model Report and Financial Reporting Directions that should make them more timely and user friendly for preparers. This edition of the Accounting Policy update provides detail on some of these updates under the Developments section on page 2.
As we are halfway through the June 2021–22 financial year, all entities are reminded to:
· ensure they continue to roll out their key management personnel AASB 124 Related Party Disclosures declarations and attestation statements to support their annual reporting processes
· assess annually their non-financial assets to ensure these are carried at fair value and consider whether a revaluation is required
· update wage inflation rates, as following the release of the 2021‑22 Budget the wage inflation rate was revised.

[bookmark: _Toc91074730][bookmark: _Hlk531073932]Developments
Back-to-basics
The Accounting Policy Team launched an accounting technical initiative in November 2021 entitled Back-to-basics with the aim of addressing some fundamental accounting principles in layman’s terms. The purpose of the initiative is to provide a refresher to finance and other staff that work across the broader Victorian public sector and increase financial literacy and understanding of the financial consequences of decisions that impact the public sector. 
After an initial consultation with departmental representatives, the initial scope of the presentations was set as:
Foundations of cost capitalisation – delivered on 23 November 2021
Departmental reporting (controlled vs. administered / transactions vs. other economic flows) – delivered on 25 November 2021
Structuring considerations - control/significant influence/or simply an investment – delivered on 2 December 2021
Capital contributions v operating grants – delivered on 7 December 2021
These sessions were presented by Karen Foo and were recorded.
Keep an eye out for more sessions in the new year and feel free to reach out to your departmental representative for more information.
Model Report for Victorian Government departments
Guidance on amending reporting requirements of the Model Report and related Financial Reporting Directions
The Accounting Policy team developed a guidance document to help teams understand the process required to make amendments or introduce new disclosure requirements in the Model Report and related Financial Reporting Directions. This document also addresses some of the frequently asked questions the Accounting Policy team receives on this topic. 
The guidance document is available on the DTF website at the following address: https://www.dtf.vic.gov.au/financial-reporting-policy/model-report
Anticipated changes to the Model Report 
In October 2021, the Accounting Policy Team held a consultation session with the sector on the planned changes to the Model Report. The consultation received an overwhelmingly positive response and the changes were approved by the Assistant Treasurer in December 2021. The changes are as follows:
The publishing schedule has been altered to include (at least) two updates per year, with a non-technical update occurring in November/December, a technical update in March/April and other essential updates occurring throughout the year (updates outside of two scheduled timeframes are expected to be extremely rare). This iterative approach will be adopted starting 1 July 2022, with the first non-technical update likely to occur in November/December 2022. 
Current and comparative years in the Model will be replaced with generic placeholder years (e.g. 20X1 and 20X2) to eliminate the need to update the report periods for every edition of the Model. Note that this change will be made in the upcoming 2021–22 Model Report. 
The Summary of Changes document will continue to be published alongside the Model on the DTF website. This document will be expanded on to explain the nature of the changes that have been applied to the Model and will be updated throughout the financial year. A sample version of the Summary of Changes is included below. 


2021–22 Model Report 
The Department of Treasury and Finance (DTF) has commenced preparatory work on the 2021–22 Model Report and has set an anticipated release date of late March 2022. 
At the time of issuing this newsletter, no significant new requirements are anticipated to be included in the Model Report, but the Financial Frameworks team are currently reviewing potential changes to the Report of Operations. Any changes occurring as result of this review will be incorporated in the Summary of Changes document and communicated to stakeholders at the earliest opportunity.
Financial Reporting Directions and guidance notes
Update to the naming convention of FRDs
In September 2021, the Assistant Treasurer approved an update to the naming convention of FRDs. The alphabetical designation included in the title of each FRD will be removed (i.e. FRD 17B will now be known simply as FRD 17). This update will be reflected on the DTF website in the coming months. 
All FRDs will continue to include the month and year of the most recent update in the header, and an up-to-date log of changes will still be maintained at the foot of each document.
AASB update
At the recent board meeting in November, AASB made key decisions in relation to:
Income of Not-for-Profit Entities – Narrow-scope Amendments
Right-of-Use Assets of Not-for-Profit Entities under Concessionary Leases
First-time Adoption of AASB 1 by a Subsidiary
Disclosures of Accounting Policies – Amendments to Tier 2 and Other Australian Accounting Standards
Insurance Activities in the Public Sector
Not-for-Profit Private Sector Financial Reporting Framework
Fair Value Measurement for Not-for-Profit Entities
Disclosure Initiatives
Further details can be found in the action alert: https://aasb.gov.au/media/byim0vv1/211-actionalert.pdf
The Accounting Policy team continue to monitor developments and should the need arise to provide more information or issue guidance, departmental representatives will be informed accordingly.
Tier 3 reporting
The Financial Reporting Council has a working group that is undertaking a review of financial reporting in the public sector, with a proposal to streamline reporting for smaller entities to reduce cost and complexity in reporting. While the scope of application is yet to be determined, more work will be undertaken by the AASB to refine the proposal and a further consultation with its constituents is planned.
Reporters are encouraged to keep a close eye on developments and share any feedback with the Accounting Policy team as the Tier 3 reporting requirements take shape.
Sustainability reporting
Sustainability Reporting Standards are increasingly becoming a matter of importance and interest at the national and international levels. 
On 3 November 2021, the IFRS foundation established the International Sustainability Standards Board (ISSB).
The intention for the ISSB is to deliver a comprehensive global baseline of sustainability-related disclosure standards that provide investors and other capital market participants with information about companies’ sustainability-related risks and opportunities to help them make informed decisions.
The IFRS foundation published two prototype standards:
General Requirements for Disclosure of Sustainability-related Financial Information Prototype
Climate-related Disclosures Prototype, which includes a supplement Technical Protocols for Disclosure Requirements (Climate-related disclosures).

The AASB has subsequently sought constituent feedback on how sustainability reporting standards/requirements should be rolled out in Australia, including whether the AASB or another institution should assume this role and what the roll-out approach should be. Further updates will be provided in future communications as developments unfold.
Further detail can be found here: https://www.ifrs.org/news-and-events/news/2021/11/ifrs-foundation-announces-issb-consolidation-with-cdsb-vrf-publication-of-prototypes/
[bookmark: _Toc91074731]Reminders for 31 December 2021
AASB 124 Related Party Disclosures 
Ministerial declarations for the 2021–22 reporting period
To support the preparation of financial reports by not‑for‑profit public sector entities, information consistent with the requirements of AASB 124 Related Party Disclosures is collected twice in each financial year from cabinet ministers, as not all Victorian public sector entities have a 30 June year‑end. 
The first submission of declarations in relation to related party transactions by ministers for 2021–22 covers the period 1 July to 31 December 2021 and is expected to be completed end of January 2022.
The second submission covers the period 1 January 2022 to 30 June 2022 and is expected to be completed by mid-July 2022.
Consistent with previous reporting periods, where there are any transactions reported, DTF will give the relevant information extracted from ministerial declarations to the relevant portfolio entities to perform a ‘significance’ and a ‘materiality’ assessment of the nature and amount of the related party transactions for disclosure, where relevant, in the entities’ annual financial reports. 
Entities are reminded that, under the agreed protocols, consultation is required with the relevant minister(s) and DTF, where disclosures are proposed.
Movements in key management personnel for departments and agencies 
Disclosure for the 2021–22 reporting period will need to include information relevant to movements of all key management personnel during the relevant financial reporting period, including any executive appointments and departures. 
Guidance information
A declaration certificate, checklist and comprehensive guidance are included on DTF’s website to assist entities to comply with AASB 124 at: https://www.dtf.vic.gov.au/financial-reporting-policy/aasb-124-related-party-disclosures
Interim valuation assessments 
With the release of the October 2021 indices (covering the calendar year 1 January to 31 December 2021), entities with 30 June reporting periods are encouraged to use these indices to perform interim assessments of their assets to determine whether any material movements in fair value have occurred. For entities with 31 December reporting periods, the October indices are used for the valuations assessments at reporting date, as these indices reflect a more current view of valuation movements than the April indices previously published.
Key points for VPS entities to note when performing interim assessments include: 
1. fair value assessments should be conducted annually (between formal scheduled revaluations) using appropriate fair value indicators, which include the VGV land and building indices and other relevant factors 
this assessment should take into consideration the appropriate fair value indicators to determine whether any material (greater than 10 per cent but less than 40 per cent) or exceptionally material (greater than 40 per cent) changes in the asset’s value has occurred 
for land, entities may use the VGV land indices, which are based on the postcode of each property. Indices are provided for each of the land types – residential, industrial, commercial and Englobo (development land). Entities should adopt the appropriate indices depending on the zoning of land, rather than what it is being used for
infrastructure assets valued on a current replacement cost (CRC) basis should be assessed against relevant indices for the cost of construction 
for non‑specialised buildings valued on a market value basis, no separate indices are produced by the VGV. Entities may use the land indices, which are based on market values, as a guide for their assessment 
for specialised buildings valued on a CRC basis, entities may use the VGV building cost indexation factors on the DTF website for their assessment
assessment of movements in asset values against the appropriate indices is on a compounding or cumulative basis. This means movements should be considered in aggregate for the interim years between last managerial/formal scheduled revaluations (i.e. years one to four). 
For further guidance on information on interim valuation assessments, including an example of how to assess fair value movements on a cumulative basis, refer to the Guidance on application of FRD 103 document available on https://www.dtf.vic.gov.au/financial-reporting-policy/financial-reporting-directions-and-guidance.
The Valuer-General’s land indices can be found at: https://www.dtf.vic.gov.au/financial-reporting-policy/valuer-general-land-indices
Victorian government departments, agencies and entities should contact their portfolio department in the first instance for the login details to access the land indices. Our December 2016 Newsletter, Edition No. 31 contains information on interim valuation assessments, including an example of how to assess fair value movements on a cumulative basis. The publication can be found at www.dtf.vic.gov.au/Accounting-policy-newsletters.
Standing Directions – annual report attestation
The Standing Directions 2018 under the Financial Management Act 1994 (2018 Standing Directions) require a formal attestation statement in your annual reports. Agencies with a 31 December reporting date must complete an attestation statement for the period 1 January 2020 to 31 December 2020, covering all applicable Standing Directions and Instructions as required and as prescribed by Instruction 5.1, clause 2.2.
The 2018 Standing Directions are available on the DTF website at: https://www.dtf.vic.gov.au/financial-management-government/standing-directions-2018-under-financial-management-act-1994
If you have any further queries on the Standing Directions, please direct your queries to the DTF Financial Frameworks team mailbox: standing.directions@dtf.vic.gov.au.
Superannuation Guarantee Levy
Consistent with the Minerals Resource Rent Tax Repeal and Other Measures Act 2014 passed in September 2014, the SGL rates will increase. 
The next Superannuation Guarantee Levy (SGL) rate change for departments and agencies will be effective from 1 July 2022 when the rate will increase by 0.5 per cent to 10.5 per cent. These annual increases of 0.5 per cent will continue until the SGL reaches 12 per cent on 1 July 2025. 
Wage inflation and discount rates
DTF publishes the wage inflation and discount rates quarterly for the September, December, and March quarters. Rates are released monthly for the June quarter of each financial year. The most recently published rates should be used by entities to remeasure their employee benefit provisions for the current reporting period.
The wage inflation and discount rates are published for both the 2004 and 2008 Long Service Leave Models. Wage inflation rates reflect current economic assumptions made in the preparation of the budget. The discount rates are representative of the yield of Commonwealth Treasury bonds, published by the Reserve Bank of Australia. 

The annual discount rate had a net increase during the 2021 calendar year that, all else being equal, will reduce the present value of the annual and long service leave liabilities.
A revised wage inflation rate based on the Budget Update will be published on the DTF website on 4 January 2022 at the following address: https://www.dtf.vic.gov.au/financial-reporting-policy/wage-inflation-and-discount-rates
Resource Management Framework
The Resource Management Framework (RMF) assists Victorian government departments in understanding and implementing the legislative and administrative policies for the State’s financial management framework, encompassing the areas of goal setting, public sector planning, budgeting, service delivery, accountability, and review. The RMF was last updated in June 2021 and is available on the DTF website at this link: https://www.dtf.vic.gov.au/planning-budgeting-and-financial-reporting-frameworks/resource-management-framework
Key financial publication dates for the State of Victoria
At the time of this newsletter’s writing, the 2022–23 budget date has not yet been announced. The legislative due dates for other publications are included in the Financial Management Act 1994 (FMA), available at the following address: https://www.legislation.vic.gov.au/in-force/acts/financial-management-act-1994/065
[bookmark: _Toc75950901][bookmark: _Toc91074732]Australian Accounting Standards update
There are no key AASB standards that become effective in 2021–22. 
AASB 17 Insurance Contracts
Information about AASB 17, including implementation issues specific to the public sector, has been included in previous newsletters. Entities should refer to these for details. 
Other new standards issued since 1 July 2021
We have only included amending standards below that may have an impact on Victorian public sector reporting. There have been other amending standards issued by the AASB that we view to have limited impact, and these have been omitted from the list below. All amending standards are included on the AASB website, should you need to refer to them.
AASB 2020-6 Amendments to Australian Accounting Standards – Classification of Liabilities as Current or Non-current – Deferral of Effective Date
This standard amends AASB 101 Presentation of Financial Statements to defer requirements for the presentation of liabilities in the statement of financial position as current or non-current that were added to AASB 101 in AASB 2020-1 Amendments to Australian Accounting Standards – Classification of Liabilities as Current or Non-current (refer to June 2020 newsletter for details). 
The amendments will now apply to annual reporting periods beginning on or after 1 January 2023 instead of 1 January 2022, with earlier application permitted. This amendment is not expected to have a significant impact on the Victorian Public Sector.
AASB 2021-3 Amendments to Australian Accounting Standards – COVID-19-Related Rent Concessions beyond 30 June 2021
This standard amends AASB 16 to extend by one year the application period of the practical expedient added to AASB 16 by AASB 2020-4 Amendments to Australian Accounting Standards – COVID-19-Related Rent Concessions. 
The practical expedient permits lessees not to assess whether rent concessions that occur as a direct consequence of the COVID-19 pandemic and meet specified conditions are lease modifications and, instead, to account for those rent concessions as if they were not lease modifications. 
This standard extends the practical expedient to rent concessions that reduce only lease payments originally due on or before 30 June 2022, provided the other conditions for applying the practical expedient are met. This standard applies to annual periods beginning on or after 1 April 2021. Earlier application is permitted, including in financial statements not authorised for issue at the date this Standard was issued.
AASB 2021-6 Amendments to Australian Accounting Standards – Disclosure of Accounting Policies: Tier 2 and Other Australian Accounting Standards
This Standard makes amendments to AASB 1049 Whole of Government and General Government Sector Financial Reporting (October 2007), AASB 1054 Australian Additional Disclosures (May 2011) and AASB 1060 General Purpose Financial Statements – Simplified Disclosures for For-Profit and Not-for-Profit Tier 2 Entities (March 2020).
AASB 2021-2 Amendments to Australian Accounting Standards – Disclosure of Accounting Policies and Definition of Accounting Estimates amended AASB 101 Presentation of Financial Statements and three other Standards to address disclosure of material accounting policy information rather than significant accounting policies. These amendments were designed to help entities provide accounting policy disclosures that are more useful to the users of their financial statements.
This Standard applies to annual periods beginning on or after 1 January 2023, with earlier application permitted.
[bookmark: _Toc75950902][bookmark: _Toc91074733]Other developments
Exposure Draft (ED) 2021/1 Regulatory assets and regulatory liabilities 
The International Accounting Standards Board (Board) is proposing an accounting model to supplement the information that an entity already provides by applying IFRS Standards. The proposed model is based on the principle that a rate regulated entity should reflect the total allowed compensation for goods or services supplied in a period as part of its reported financial performance for that period. 
To implement that principle, an entity would recognise in its statement of financial position: 
1. regulatory assets—enforceable present rights to add an amount in determining future regulated rates because part of the total allowed compensation for goods or services already supplied will be included in revenue in the future 
regulatory liabilities—enforceable present obligations to deduct an amount in determining future regulated rates because the revenue already recognised includes an amount that will provide part of the total allowed compensation for goods or services to be supplied in the future.
As a result, an entity would recognise in its statement(s) of financial performance: 
1. regulatory income to depict a part of the total allowed compensation for goods or services supplied in the current period that was included in revenue in past periods, or will be included in revenue in future periods 
1. regulatory expense to depict an amount included in revenue in the current period that provides part of the total allowed compensation for goods or services that were supplied in past periods or will be supplied in future periods.
We will keep you abreast of any developments in this area as the ED progresses. 
Streamlining financial statements
VAGO released an article associated with streamlining of financial statements: https://www.audit.vic.gov.au/news/streamlining-public-sector-financial-statements-tips-and-tricks-20210127.
The working sessions that were previously foreshadowed will no longer take place this year. More information will follow on how and when this initiative will be progressed.
[bookmark: _Toc75950903][bookmark: _Toc91074734]How to contact us
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AccPol mailbox
When directing accounting policy enquiries to DTF at accpol@dtf.vic.gov.au, 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 to contact their portfolio department in the first instance to resolve any accounting policy issues.
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.ipsasb.org for information on IPSASB and IPSAS pronouncements.

DTF website
The DTF website (for all internet users) – www.dtf.vic.gov.au covers FRDs and guidance, the Model Report, accounting policy updates, long service leave models and related data input, including wage inflation and discount rates. From the menu on the top of the home page, users should select Financial Management of Government, then Financial Reporting Policy.
VPS users should contact their portfolio department in the first instance for the login details to access the information relating to the 2008 Long Service Leave Model and/or, the Valuer General building and land indices.
For assistance with technical difficulties using the DTF website, e.g. broken links, please contact the DTF web team via email at dtfweb@dtf.vic.gov.au
About the Accounting Policy Update
Accounting Policy Update is published by the Accounting Policy team of 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 in this Newsletter nor for any errors or omissions in that information.
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Purpose and overview

Note: This document is a mock-up of planned changes to the Summary of Changes document
published alongside the Model Report for Victorian Government Departments. This is for illustration
purposes only and the content of this document is not indicative of changes anticipated for the 2021-
22 Model Report, and formatting and layout may be subject to change prior to release.

This document provides a summary of changes that have occurred during the 2021-22 financial year™.

November 2021

e llustration and guidance added relating to the Asset Management Accountability Framework
(AMAF) reporting requirements

March 2022

e Inclusion of additional guidance on the ongoing adoption of AASB 1059 Service Concession
Arrangements: Grantors

Refer to the proceeding tables for a more detailed breakdown of [NEW] and [REVISED] changes applied
to the Model. Extracts from the Model Report have been included with tracked changes in Appendix A
to illustrate what has changed since the 2020-21 Model Report.

" For practical reasons, minor typographical and editorial changes that do not impact reporting requirements or user
experience have been omitted from the Summary of Changes document.

Summary of changes applied to the Model Report Page 1
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Changes applied to the Model Report — November
2021

Subject matter Source of change Summary of changes Page reference

Report of Operations

[NEW] Asset Management Asset Management Preparers are required to conduct a self- pp. 74-75
Accountability Framework Accountability assessment of the level of asset
(AMAF) maturity assessment. Framework (AMAF) management maturity within their

organisation and disclose the results

within the annual report, with disclosure

required every three years. lllustration

have been provided in Appendix A.

Summary of changes applied to the Model Report Page 2
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Changes applied to the Model Report — March 2022

Subject matter Source of change Summary of changes Page reference
Appendices

[NEW] Appendix 4: Illustrative VAGO’s Due to the complexity and volume of pp. 275-281
Service Concession recommendation disclosure resulting from the number of

Arrangement Disclosures arrangements deemed to be in scope

of AASB 1059, a streamlined reporting
format has been developed for reporting
on service concessions arrangements,
whilst still complying with the disclosure
requirements of AASB 1059. Refer to
Appendix A for an extract of the Model
showing what has been included.

Summary of changes applied to the Model Report Page 3
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Victorian Government Departments
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DEPARTMENT OF TECHNOLOGY - MODEL REPORT OF OPERATIONS

inew] Asset Management Accountability Framework (AMAF) maturity
assessment [Fro 22

The following sections summarise the department's assessment of maturity against the requirements of the Asset
Management Accountability Framework (AMAF). The AMAF is a non-prescriptive, devolved accountability model of asset
management that requires compliance with 41 mandatory requirements. These requirements can be found on the DTF
website (https://www.dtf.vic.gov.au/infrastructure-investment/asset-management-accountability-framework).

The Department's target maturity rating is 'competence’', meaning systems and processes fully in place, consistently
applied and systematically meeting the AMAF requirement, including a continuous improvement process to expand
system performance above AMAF minimum requirements.

Target

Status Scale

Not Applicable
Innocence

<
>

Awareness
Developing
Competence
Optimising
Unassessed

C I wIN |- o

Leadership and Accountability (requirements 1-19)

The Department has met or exceeded its target maturity level under most requirements within this category.

74 2021-22 Model Report for Victorian Government Departments
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DEPARTMENT OF TECHNOLOGY — MODEL REPORT OF OPERATIONS

The Department did not comply with some requirements in the areas of allocating asset management responsibility and
other requirement. There is no material non-compliance reported in this category. A plan for improvement is in place to
improve the Department's maturity rating in these areas.

Planning (requirements 20-23)

The Department has met or exceeded its target maturity level in this category.

Acquisition (requirements 24 and 25)

The Department has met or exceeded its target maturity level in this category.

Operation (requirements 26-40)

The Department has met or exceeded its target maturity level under most requirements within this category. The
Department did not comply with some requirements in the areas of monitoring and preventative action and information
management. Monitoring and preventative action is an area of material non-compliance. The Department is developing a
plan for improvement to establish processes to proactively identify potential asset performance failures and identify
options for preventive action.

Disposal (requirement 41)

The Department has met its target maturity level in this category.

Departments are required to summarise the results of the maturity assessments at least every three years beginning
2020-21. A rating scale is outlined in the '"AMAF Guidance Note: Adopting a risk-based approach to AMAF compliance
assurance and maturity assessments', which departments should use unless an alternative assessment tool has been
discussed with DTF in advance of the commencement of the 2020-21 self-assessment reporting.

A department may summarise its results using the graph as shown above, as an extract of the Maturity Rating Tool on
the DTF website which can be found at https://www.dtf.vic.gov.au/infrastructure-investment/asset-management-
accountability-framework. A department may describe its performance against the target maturity within the five category
areas of leadership and accountability, planning, acquisition, operation, and disposal. Details should be provided on
areas of non-compliance and material non-compliance including the nature of the requirements and can include details
for specific asset classes. A department may provide details of the reason for non-compliance, and the plan for and
status of improvement. Agencies are encouraged to follow the same disclosure. For agencies with no asset base, refer to
Standing Direction 1.5 for guidance. For agencies that have 31 December annual reports, agencies will be required to
publicly report in their annual report for 2021.
]
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APPENDIX 4: ILLUSTRATIVE SERVICE CONCESSION
ARRANGEMENT DISCLOSURES

Note 7.5.3: AASB 1059 Service Concession Arrangements: Grantors included with this Model Report provides example
disclosure of the arrangements of the fictitious Department of Technology. That note cannot and is not intended to cover
every instance and every variation of existing and future service concession arrangements that individual reporting
entities and the State more broadly would have entered into or would enter into at a future date.

Considering the complexity and volume of disclosure as a result of the number of arrangements deemed to be in scope
of AASB 1059, the Department of Treasury and Finance developed a streamlined reporting format for reporting on
service concessions arrangements, whilst still complying with the disclosure requirements of AASB 1059.

This Appendix sets out the proposed format and is recommended to be adopted by reporting entities, including the State
of Victoria, that have a number and complex service concession arrangements.

To ensure that the format and the content of the proposed disclosure is meaningful, it was sourced from the 2019-20
Annual financial Report of the State of Victoria. The information contained within this Appendix is therefore not intended
to reflect the financial information to be disclosed at subsequent date, but instead the format and type of information that
will be required in future.

Reporters need to update, amend, and add to these disclosures in subsequent years, based on circumstances prevailing
at the relevant reporting dates.

Proposed format and content of disclosures

Service concession arrangements (SCA)

For arrangements within the scope of AASB 1059, at initial recognition a public sector grantor records the asset(s) used
in the service concession arrangement at current replacement cost in accordance with the cost approach to fair value
under AASB 13 Fair Value Measurement, with a related liability, which could be a financial liability, or an accrued
revenue liability (referred to as the Grant Of a Right To the Operator liability GORTO) or a combination of both.

The nature of the liability and subsequent accounting depends on the consideration exchanged in the arrangement
between the State and the operator.

A financial liability is recognised where the State has a contractual obligation to pay the operator under the service
concession arrangement for the provision of service concession assets and/or services. It is recognised as a borrowing
(Note XX). The liability is increased by interest charges (Note XX), based on the interest rate implicit in the arrangement.
The liability is reduced by any payments made by the State to the Operator as required by the contract.

These payments take the form of State Contributions (also referred to as capital contributions/capital payments) and
other periodic payments (referred to as “Service Payments”). The capital payments are usually made during the
construction phase of the asset and are associated with the design, construction, and financing of the service concession
asset. The service payments compensate the operator for delivery of services such as ongoing operation, maintenance,
replacement, and other costs. The service payments may be impacted by key performance indicators (KPIs) not being
met and may be quarterly (QSP), monthly (MSP) or other periodic intervals.

A grant of a right to the operator (GORTO) liability is recognised where the State does not have a contractual
obligation to pay cash or another financial asset but grants the right to the operator to earn revenue from the public use
of the asset (Note XX). It represents unearned revenue and is progressively reduced over the period of the concession.

(Note XX).

Financial liabilities and GORTO liabilities are initially recognised at the same amount as the service concession asset,
adjusted by the amount of any other consideration from the State to the operator, or from the operator to the State.

An exception to this principle occurs when an existing asset of the grantor is reclassified as a result of becoming part of a
SCA. When this occurs, the asset is revalued to current replacement cost with a corresponding adjustment to the asset
revaluation reserve. A liability is not recognised unless additional consideration is provided by the operator. If the assets
included in an SCA are upgraded or expanded, the State recognises a corresponding liability (either financial or GORTO)
for the amounts spent on the upgrade/expansion work.

After initial recognition, service concession assets are measured by applying the revaluation model for the State’s
property, plant, and equipment (Note XX) and intangible assets (Note XX).

The following material SCA’s existed at 30 June 20X1. Unless noted in the arrangement specific disclosures below, no
material changes have occurred during the year.
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CityLink A.4.1 GORTO
EastLink A.4.2 GORTO
Land Use Victoria A.4.3 GORTO
Peninsula Link A4.4 Financial
liability
Southern Cross A4.5 Financial
Station liability
Desalination A.4.6 Financial
Plant'" liability
Fulham A4.7 Financial
Correctional liability
Centre
Port Phillip Prison  A.4.8 Financial
liability
Ravenhall A4.9 Financial
Correction Centre liability
West Gate A.4.10 Hybrid
Tunnel (GORTO/Fina
ncial Liability)
High Capacity A.4.11 Financial
Metro Trains liability
Metro Tunnel A4.12 Financial
Project — Tunnel Liability
and Stations
Western Roads A4.13 Financial
Upgrade Liability

Operational DoT
Operational DoT
Operational DELWP
Operational DoT
Operational DoT
Operational DELWP
Operational DJPR
Operational DJPR
Operational DJPR
WIP DoT
WIP DoT
WIP DoT
WIP DoT

N/A
N/A
N/A
N/A

None — User pays Operator

None — User pays Operator

None — User pays Operator
QSPs

QSPs

Specify whether payments are
QSPs/MSPs

QSPs

Partial service payments (PSPs)

Full quarterly service payments
QSPs

QSPs

No 2101
No 2247
No 2732
No 671
No 363
No 3603
No 0

No 0

No 520
Yes —refer 2311
t0 5.3.10

No 745
Yes —refer 2984
to 5.3.12

Yes 598

10 State contributions that are contractually committed at 30 June 20X1 are included in this column and are made during the construction phase of the service concession asset

! Significant changes occurred during the year
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Details relevant to all arrangements

Unless specified differently in the ‘Arrangement specific details’ section below, all of the below information is relevant to
all arrangements.

The State has entered into an arrangement with the operator which gives the operator the right to provide public services
to users for a specified period (concession period).

Arrangements are managed by a Department on behalf of the State.

The operator, based on the terms and conditions specified in the agreement, is:

e responsible for the design, construction, financing, operation, maintenance, and replacement of the relevant
asset(s) during the concession period;

e subiject to key performance indicators and/or annual works programs which ensure a level of service delivery for
users. The operator has the opportunity to rectify any performance issues where relevant.

The operator can perform the above at its own discretion and has access to the asset to perform the required services.

The State has control over what services the operator provides with the asset over the concession period, whom to
provide and at what price. It is responsible for monitoring that contractual obligations are met and will intervene as
required to ensure safety for users of the asset as appropriate and to protect public interest.

At the end of the concession period, the rights and obligations provided to the operator during the concession period
cease, and the service concession asset(s) will be returned to the State.

The agreements do not include options for renewal and may be subject to termination.

Arrangement specific details

A.4.1. CityLink

Operator: CityLink Melbourne Limited (CML) Transurban Infrastructure Management Limited (TIML).

Concession period: 45 years.

The State and the Operator entered signed the Concession Deed in October 1995.

The concession deed requires CML to pay to the State of Victoria, specified concession fees at specified intervals during
the concession period.

In accordance with the Concession Deed, CML has exercised an option to meet its obligations to pay concession fees by
way of issuing concession notes. These notes which were non-interest-bearing promissory notes which were payable by
CML at the end of the concession period or earlier in the event of CML achieving certain profitability levels and cash
flows.

Between June 2005 and June 2010, the State entered into arrangements with CML and TIML whereby the State
received payment for the concession notes upfront in exchange for assigning the right to all existing and future
concession notes to TIML.

The value of concession notes received by the State was calculated based on an interest rate implied in the estimated
concession note redemption profile included in the Deed of Assignment. Prior to AASB 1059 adoption, the amounts
received from the operator were disclosed as deferred revenue. With the adoption of AASB 1059, these amounts have
been reclassified as part of the GORTO liability as equivalent to contributions by the operator.

The concession period to operate the CityLink road network was extended as a result of the partial funding of the West
Gate Tunnel Project and under the contractual arrangements existing as at 30 June 20X1 and will expire on 14 January
2045.

The Concession Deed provides for CML to lease certain land and road infrastructure from the State during the
concession period.

Under the terms of the Concession Deed, there are certain provisions under which the State could be entitled to share in
the financial success of the CityLink project:

° additional concession fees where the CML revenue and equity return exceed the benchmarks set out in the original
Base Case Financial Model;

° variable lease rental expected to commence in 2035;
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° early end to concession period if specified equity return threshold is reached; and

° share of revenue based on compensable enhancements events which result in additional revenue for CityLink.

To date, none of the above events have occurred.

A.4.2 EastLink

Operator: Connect East Pty Ltd (ConnectEast)

Concession period: 35 years.

The State and ConnectEast entered into the EastLink Concession Deed in October 2004.

ConnectEast has a right to operate the EastLink road network for the duration of the concession period which is due to
expire in November 2043. It opened to traffic in June 2008.

The Concession Deeds provides for ConnectEast to lease certain land and road infrastructure from the State during the
concession period.

The Concession Deed contains compensable enhancement provisions that enable the State to claim 50 per cent of any
additional revenue derived by ConnectEast as a result of certain events that particularly benefit EastLink, including
changes to the adjoining road network.

On 2 January 2014, the State lodged a compensable enhancement claim arising as a result of opening the Peninsula
Link road network. This claim remains outstanding. Refer to Note XX for further details on this claim.

A.4.3 Land Use Victoria

Operator: Victorian Land Registry Services (VLRS)

Concession period: 40 years.

VLRS commenced in September 2018 (Stage 1) and is responsible for part of Registration, Landata and Systems
Branches of LandUse Victoria for a term of 40 years. The services, such as processing title searches, registrations,
inquiries and modifications/changes to land registry titles have continued to be delivered to the public and stakeholders,
customers and clients in a seamless manner ensuring service delivery requirements are maintained and key
performance indicators are met.

The second stage of the transition of services to VLRS was in November 2019. The Registrar of Titles has remained with
the State and has retained all statutory obligations and powers. The Registrar of Titles is responsible for preserving the
integrity and security of the land register and enforcing service standards. The State will continue to own the land registry
data and provide the State Guarantee of title.

The arrangement provides VLRS with access to the State Material Licence, which includes all State Data, Operating
Manual, State Software, and the rights to provide operator and non-statutory services (e.g. certain Title and LANDATA®
Search Products and Property Certificates).

The Operating Concession Deed (OCD) required VLRS to pay a Concession Licence Fee to the State of $2.8 billion in
September 2018. The upfront consideration received from the VLRS is recognised as a “grant of a right to the operator”
(GORTO) liability and recognised as revenue proportionally over the service period of 40 years.

The State has recognised intangible assets for the Land Registry Services (LRS) software (the Victorian Online Titles
System) ($37 million) and the Titling and Regqistry database (database) ($419 million). Refer to Note XX for details of the
fair value measurement of the service concession intangible assets. Subsequent to the initial recognition, both intangible
assets are carried under the revaluation model in line with AASB 138.

A.4.4 Peninsula Link

Operator: Southern Way Pty Ltd (Southern Way)

Concession period: 25 years.

The State and Southern Way signed the Peninsula Link Project Deed in January 2010. The concession period will end in
January 2038. Peninsula Link opened to traffic in January 2013.

A.4.5 Southern Cross Station

Operator: Civic Nexus Pty Ltd (CNPL)
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Concession period: 30 years.

The State and CNPL signed the Service and Development agreement in July 2002 which provided for the redevelopment
of Southern Cross Station. The agreement ends in June 2036.

Construction commenced in September 2002 and was completed in August 2006.

The State has access to the assets over their entire useful life.

A.4.6 Desalination Plant

Operator: Melbourne Water Corporation

Concession period: 30 years.

The State and AguaSure consortium (AquaSure) entered into the public private partnership on 30 July 2009.

The Victorian Desalination Project (VDP) was initiated to design, build, finance and operate a desalination plant, transfer
pipeline and 220 kilovolt underground power cable capable of supplying 150 gigalitres of water per annum into the
Melbourne network.

Under the arrangement, the State has an obligation to make Water Security Payments provided the plant is maintained
to the appropriate standard.

The State will also make Water Usage Payments for any water that is ordered and delivered to the required standard.
Water can be ordered annually for flexible amounts from 0 to 150 gigalitres (in set increments).

A Statement of Obligations (SoS) was issued to the Melbourne Water Corporation under section 41 of the Water Industry
Act 1994 that required Melbourne Water Corporation to pay all monies as required by the State under the project deed
with Aquasure. The arrangement was codified through the Water Interface Agreement (WIA) between the State DELWP
and Melbourne Water Corporation. DELWP does not control any receipt arising from this arrangement and is required to
pay the amounts from the Melbourne Water Corporation into the consolidated fund.

The State has assessed the agreements between AquaSure, DELWP (on behalf of the State) and Melbourne Water
Corporation and concluded that the agreements are connected and should form one single commercial arrangement.
Under the combined agreement, Melbourne Water Corporation is considered the ultimate grantor. DELWP, on behalf of
the State, administers the arrangement and recognises contractual liability on the capital portion of WSPs to AquaSure
and contractual receivable from Melbourne Water Corporation determined in the SoO as financial instruments under
AASB 9 (refer note xx).

As at 30 June 20X1 Aquasure has produced the 125 gigalitres for the 20X0-X1 water order.

On 24 March 20X0 the Minister for Water issued the 20X1-X2 Supply Notice with a Required Annual Water Volume for
125 gigalitres in 20X1-X2 and non-binding forecasts of 150 gigalitres for 20X2-X3 and 20X3-X4.

Debt refinancing of the project

In December 20X0, the State approved AquaSure to refinance its external debt, including the introduction of the Treasury
Corporation of Victoria as a financier. The refinancing resulted in the State being entitled to a refinancing benefit under
the VDP Project Deed. The VDP Project Deed entitles the State to an adjustment to the water services payments from
those in the original financial model to reflect the changes in refinancing costs incurred by Aquasure.

In June 20X1, the full transaction documentation was updated which included the financial model and the WIA. This was
undertaken to reflect the change in the State’s financial risk exposure, required to complete the December 20X0 debt
restructure of the VDP. This resulted in a $283 million reduction in the State’s liability under the VDP Project Deed, with a
reduction in the contractual receivable from Melbourne Water Corporation of $38 million. The reduction in the State’s
liability and receivable has been recognised as a net gain of $245 million on refinancing activities.

Debt modification impact assessment

When there is a refinancing benefit, AASB 9 requires an assessment to be conducted to determine if the modification of
debt is substantial, meaning the difference is at least 10 per cent or greater between the present value of the modified
cash flow and original cash flow, being both discounted at the original effective interest rate. Substantial debt
modification is to be treated as an extinguishment of the existing debt and a recognition of a new liability.
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In conducting the debt modification assessment, the State has adjusted the methodology applied to previous refinancing
transactions which was based on calculating the cumulative cashflow change from all previous refinancing activities. The
updated methodology compares the post-modification cashflows against those immediately before the refinancing
transaction. The change in methodology does not impact the prior year assessment and the calculation of the previous
debt modifications.

For 20X0-X1, the refinancing benefit is not considered to be a substantial modification to the existing debt as the change
is less than 10 per cent and as such, AASB 9 requires the resulting gain/loss from refinancing to be recognised
immediately in the net result and reduces the future liability and interest expense profile.

A.4.7 Fulham Correctional Centre

Operator: Australasian Correctional Investment Limited (ACI)

Concession period: [XXX]

In October 1995, the State entered into a public private partnership arrangement with the operator. The construction of
the prison was completed in 1997 and the operational phase under the original contract was due to end in 2017.
However, a contract extension was entered into in April 2015, with the terms of the contract extension coming into effect
in July 2016. The contract extension has an initial term of 11 years and subject to ACI's performance, a further term of
8.3 years that would end in October 2035.

A.4.8 Port Philip Prison

Operator: G4S Custodial Services (Australia) Pty Ltd

Concession period: [XXX]

In July 1996, the State entered into a public private partnership arrangement with the operator. The construction of the
prison was completed in 1997 and the operational phase under the original contract was due to end in 2017. However, a
contract extension was entered in December 2015, with the terms of the contract extension coming into effect in
September 2017. The contract extension was also novated in September 2017. The contract extension has an initial
term of 10 years and subject to G4S’ performance, a further term of 10 years that would end in September 2037.

A.4.9 Ravenhall Correction Centre

Operator: GEO Consortium

Concession period: [XXX]

In September 2014, the State entered into a public private partnership with the operator. The construction of the prison
was completed in November 2017 and the operational phase is due to expire in 2042.

A.4.10 West Gate Tunnel

Operator: Transurban (Project Co)

Concession period: 28 years.

In December 2017 the State entered into a public private partnership contract with the operator which is due to end in
January 2045.

The project will be funded through a combination of State Contribution, tolls imposed on users of the West Gate Tunnel
(until 2045), adjustments to various CityLink tolls during the remaining term of Transurban’s existing CityLink Concession
(to 2035), and a 10-year extension of the CityLink Concession (from 2035 to 2045).

A.4.11 High Capacity Metro Trains

Operator: Evolution Rail Consortium (consortium)

Concession period: 30 years.

In November 2016, the State entered into a project agreement with the operator.

Under the agreement, the consortium will design, build, commission and finance a fleet of 65 high capacity trains, a
depot at Pakenham East (including a train maintenance facility (TMF) and a stabling yard), a light service facility (LSF) at
Calder Park and two simulators.

The agreement ends in 2053.
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The Partial Service Payments (PSPs) are in relation to HCMTs only and represent pro-rata payments to the consortium
during the phased delivery of the HCMTs, as and when a train comes into service. The payment commences from when
the fifth HCMT enters service and is applicable until commencement of the QSP at the date of provisional acceptance of
all 65 HCMT sets.

Once the stabling yard has been constructed by the consortium, it will be returned to the State with no ongoing
maintenance obligations for the consortium upon achievement of provisional acceptance of the depot.

A.4.12 Metro Tunnel Project — Tunnel and Stations

Operator: Cross Yarra Partnership (Project Co)

Concession period: 25 years.

The project includes twin nine-kilometre tunnels under the central business district, five underground stations, station fit-
out, mechanical, and electrical systems and certain commercial opportunities at the new stations.

The arrangement will commence in 20X1 and end in 2048.

Project Co will be provided with a lease to operate some commercial tenancies within the constructed asset through the
concession period.

Refer to Note XX for an unquantifiable contingent liability in relation to the project.

A.4.13 Western Roads Upgrade

Operator: Netflow OSARS (Western) Partnership (Consortium)

Concession period: 20 years.

The upgrade includes eight road projects and seven road rehabilitation projects, and maintenance. These works are
expected to be completed progressively in the 20X2 calendar year, after which the consortium will be required to
maintain the relevant area of the road for the concession period.

The roads upgrade package involves primarily brownfield upgrades (refurbishment, duplications, widenings, interchange
upgrades) of significant arterial roads and interchanges with limited greenfield (new builds/extension) works and the
ongoing provision of periodic, routine maintenance and rehabilitation of pavements, structures, drainage and roadside
assets.

During the construction phase, the consortium will undertake construction of new assets in both brownfield sites and
greenfield sites as well as initial rehabilitation on existing brownfield arterial roads in order to bring the assets to a
specified operating standard. Payments for these works will form part of the QSPs to the Consortium. In addition, the
QSPs to the Consortium will cover the payments for repairs, maintenance, and replacement over the operations phase.

The State has an option to make a contribution to the consortium two years post commercial acceptance and to the
extent the State does not exercise this option, the consortium has the option to call on the State to make the contribution.

The capital QSPs to the consortium will only commence following commercial acceptance.

Immaterial service concession arrangements

There are several other SCAs which are immaterial to the State. These arrangements include the metropolitan bus
service contracts where the State compensates the operators with a service fee that covers the cost of fleet, fuel, labour
and overhead and the operators do not receive a share of the ticketing revenue, the prisoner transportation system and
some hospital related SCAs.
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