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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 
As most of our controlled public sector entities and departments prepare for their 30 June 2020 financial year end reporting requirements, we provide an update of the key changes that are relevant to the reporting period.
The 2019-20 Model Report for Victorian Government Departments has been released and is available from the DTF website. The major changes made in this edition are the changes in the financial statements and accompanying notes relating to the adoption of the new accounting standards, effective this reporting period. 
As a reminder, a suite of new Financial Reporting Directions (FRD) was released in April, prescribing the transitional requirements for the new accounting standards. Some existing FRDs have also been reviewed and updated. 
Valuation assessments for 2019-20 need to be finalised using the April indices provided by the Valuer-General Victoria (VGV). 
Coronavirus (COVID-19) has or may have an impact on financial reporting in the following areas which are detailed in the newsletter:
· Annual report attestations. These should be completed as usual for the 2019-20 financial reporting period in relation to all applicable Standing Directions 2018 and Instructions, unless the timing is impacted by COVID-19. Entities will be specifically contacted by the DTF Financial Frameworks team where this is the case.
· Due to the delay of the 2020-21 Budget, the wage rate of 4.25 per cent has continued to rely on economic assumptions made for the 2019-20 Budget Update and continues to be appropriate at this time until the 2020-21 Budget is released.
· Key financial publication dates including changes to publication dates for non-material entities and the budget papers.
· Financial statement disclosures. Guidance has been developed to assists entities to consider the specific impact COVID-19 has or may have on them, ensuring the impact and any significant judgements, assumptions and estimates are appropriately disclosed. 
The new Resource Management Framework takes effect from 1 July 2020 with the old Financial Reporting Operation Framework retired at 30 June 2020.
[image: ][image: ]
[image: ][image: ]
[image: ][image: ]

OFFICIAL


Accounting policy update Newsletter – Edition No. 38, June 2020	Page 1



Accounting policy update Newsletter – Edition No. 38, June 2020	Page 1
Accounting policy update Newsletter – Edition No. 38, June 2020	Page 1OFFICIAL


[bookmark: _Toc452724749][bookmark: _Toc424822613][bookmark: _Toc408567317][bookmark: _Toc33614831][bookmark: _Toc48907916][bookmark: _Hlk531073932]2019–20 reporting year
Major updates/reminders
2019‑20 Model Report for Victorian Government Departments
The Department of Treasury and Finance (DTF) has released the 2019-20 Model Report for Victorian Government Departments (Model Report) and made it available on the DTF website – https://www.dtf.vic.gov.au/model-report/2019-20-model-report, including a list of the key changes from the previous year’s publication. 
The key changes include:
transitional disclosures in the financial statements and associated notes arising from the first-time adoption of the following suite of Australian Accounting Standards becoming effective in the 2019-20 reporting year:
AASB 15 Revenue from Contracts with Customers;
AASB 1058 Income of Not-for-Profit Entities;
AASB 16 Leases; and 
AASB 1059 Service Concession Arrangements: Grantors,
relocating appendices relating to accounting standard guidance, tools and associated checklists to the DTF website (https://www.dtf.vic.gov.au/financial-reporting-policy/accounting-standards-checklists); and
editorial changes and enhancements.
Note: Since the Model Report was released on the website in late June, it has been identified the Protected Disclosures Act 2012 was renamed to the Public Interest Disclosures Act 2012 on 1 January 2020. This has now been updated in the Model Report to reflect the name change only. There are no changes in the disclosures required by the Act. FRD 22H Standard disclosures in the report of operations has also been updated to reflect this change. 
The Accounting policy team held a model report workshop in mid-July for departmental finance representatives. Attached are the slides which were discussed that focused on the new accounting standards disclosure notes.


New Accounting Standards position papers
The position papers that were initially issued in the instruction pack to facilitate the preparation of the 2019‑20 Budget have been updated following VAGO review and have been distributed to departmental finance representatives. The documents are also published on the DTF’s website (https://www.dtf.vic.gov.au/financial-reporting-policy/accounting-standards-checklists).
There has been an update to the incremental borrowing rate calculator which now incorporates a weighted average life matrix which provides the weighted average lives of amortising the loans based on quarterly payments and the length of the loan. The matrix now calculates the appropriate TCV bond yield rate based on the weighted average lease term of each respective lease. Calculations performed to date indicate that the difference between this calculator and the previous calculator is not material, but entities are encouraged to validate this assumption as they see fit. 
A new position paper has been added in relation to subsequent measurement of right-of-use assets (RoU) for 30 June 2020. This paper is a practical expedient for 30 June 2020 to relieve the burden of having to revalue RoU assets if certain conditions are met and also incorporates disclosure requirements.
Other than those noted above, there have been no significant changes to the position papers. 
AASB 124 Related Party Disclosures project
Ministerial declarations for the 2019‑20 reporting period
To support the compliance and 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 not-for-profit entities have a 30 June year-end. For example, the year-end for Alpine Resort entities, TAFEs and schools is 31 December.
At the time of publication of this newsletter, all but two Cabinet ministers have submitted their declarations for the period 1 January to 30 June 2020, with the majority having a nil return. 
Where information was included in a Minister’s declaration, DTF has provided information extracted from 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 2019-20 reporting period will need to include information relevant to all key management personnel appointed during the period, including any recent executive appointments and departures during the relevant financial reporting period. 
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
[bookmark: _Hlk534958407]Some of these resources were previously included in Appendices 9 and 10 of the 2018-19 Model Report. They have been moved to the website to streamline the Model Report. 
Interim valuation assessments
Entities are reminded to ensure they have conducted their interim valuation assessments in preparation for year-end. 
You would have already conducted your 2019-20 interim valuation assessments using the October 2019 indices as a preliminary indicator to assess how the fair values for land have moved for the period, prior to finalising your valuation assessment using the April 2020 indices. In instances where the cumulative fair value movements have moved substantially, and movements are greater than 30 per cent but less than 40 per cent, we strongly recommend you alert the Valuer-General Victoria (VGV) in anticipation that the 40 per cent threshold may be triggered before the formal fifth valuation year, requiring a formal valuation for that class of assets for the 30 June 2020 reporting year. 
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.
COVID-19 impacts on land indices
The financial year indices that were released in April 2020 are based on market data that was available up to the first week of March, which is prior to any effect of COVID-19. 
VGV only releases postcode indices twice a year: in April and Calendar in October.
It is the VGV’s view that the effects of COVID-19, if any, will take over three months to flow through into the internal property databases from the sale contract date. This means that VGV will not see any significant sales numbers for the April-June 2020 period until September. The next release in October should reflect any market fluctuations throughout the year, if any, and adjust for the current figures.
As agreed with the Victorian Auditor General’s Office, entities should continue to use the April 2020 indices as published. However, if management is able to present other evidence to justify why the particular index is not an appropriate measurement basis, then that is acceptable, but the evidence will need to be agreed with your audit team.
Machinery of government manual 
The revised Victorian public sector operating manual on machinery of government changes (MoG Manual) was released in January 2020. It outlines the agreed framework and protocols for working through MoG changes across government. The updated version is available on the DTF website https://www.dtf.vic.gov.au/financial-management-government/machinery-government-changes-vps-operating-manual
The MoG Manual provides a comprehensive source of guidance to assist departments in planning and implementing machinery of government (MoG) changes. The guide was updated to include departmental and central agency feedback following the implementation of the machinery of government changes announced by the Premier in November 2018. 
Key updates to the MoG Manual
· Update of references to last round of MoG where relevant e.g. PAA Orders, AAA Orders, Appropriation Bill, etc.
· Includes requirement for departments to provide DPC with a copy of any Section 28 Transfers made.
· Includes a requirement for DTF to consult with departments to discuss impacts including resourcing, timelines and other issues that could affect the delivery of the MoG prior to issuing timelines.
· Departments to consider appointing an independent third party to be a sounding board as part of negotiations. DTF/DPC may nominate someone to assist with the negotiation process if there are delays.
· If one of the central agencies is a party to an arbitration, the other central agency would drive the arbitration process.
· Secretaries to trigger arbitration in writing.
· A separate Sample MOU will be uploaded on the DTF website based on what is considered to be the best example from the recent round.
· Includes specific guidance on year-end processes when part-year MoGs have occurred, based on experience to date.
· The miscellaneous reference checklist updated for some practical suggestions from departments e.g. collect cab charges from department areas, cancel subscription services.
[bookmark: _Toc424822614][bookmark: _Toc452724750]Financial reporting directions and guidance notes 
The following new FRDs were issued in April prescribing the transitional requirements on the application of the new accounting standards:
· FRD 121 Transitional requirements on the application of AASB 15 Revenue from Contracts with Customers;
· FRD 122 Transitional requirements on the application of AASB 1058 Income of Not-for-Profit Entities;
· FRD 123 Transitional requirements on the application of AASB 16 Leases; and 
· FRD 124 Transitional requirements on the application of AASB 1059 Service Concession Arrangements: Grantors. This was reissued in June to clarify that service concession intangible assets shall be subsequently measured applying the revaluation model. FRD 109A Intangible Assets was also reissued in June to clarify this.
The transitional elections are all consistent with the elections communicated as part of the 2019-20 budget process. 
The Accounting Standards Checklists for these standards are available on the DTF website at: https://www.dtf.vic.gov.au/financial-reporting-policy/accounting-standards-checklists.
FRD 103H Non-financial physical assets 
Minor editorial amendments have been made to FRD 103H. These include:
· [bookmark: _Toc29545248]entities being referenced by their new classifications; entities are now classified by functions of government (COFOG) which have been issued by the ABS;
· an updated schedule of asset revaluations (as from 2019-20) following the last machinery of government changes and for consistency with the new COFOG classifications. The schedule has been included in the guidance paper ‘Guidance on the application of FRD 103H Non-financial physical assets’, to provide a reference point on entities revaluation years, and is available on the DTF website https://www.dtf.vic.gov.au/financial-reporting-policy/financial-reporting-directions-and-guidance; and
· clarifying that service concession assets under construction/development shall be measure at fair value (current replacement cost).
FRD 120N Accounting and Reporting pronouncements 
FRD 120N includes the accounting and reporting pronouncements applicable to departments and public bodies for the 2019-20 reporting period. This includes the newly issued FRDs and amendments outlined above, as well as the Accounting Standards and Standing Directions. It also includes details of new and amending standards that will apply in future reporting periods. 
A guidance document has been added to the FRD, which outlines the Australian Accounting Standard reporting requirements for for-profit and not-for-profit entities in the Victorian public sector.
[bookmark: _Toc33614832][bookmark: _Toc48907917]Financial reporting legislation 
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. All agencies with a 30 June reporting date must complete an attestation statement for the period 1 July 2019 to 30 June 2020, covering all applicable 2018 Standing Directions and Instructions as required and in a form prescribed by Instruction 5.1, clause 2.2.
However, please note that in light of the COVID-19 pandemic and its impacts on the operations of agencies, specific advice on the 2019-20 timing and other requirements for attestation is being provided to agencies by the DTF Financial Frameworks team.
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 
There has been no change to the Superannuation Guarantee Levy (SGL) schedule since the last update on the SGL in the December 2017 newsletter edition. Consistent with the Minerals Resource Rent Tax Repeal and Other Measures Act 2014 passed in September 2014, the future SGL rates will remain at 9.5 per cent until 2021, before increasing by 0.5 per cent annually between 2021 and 2025. 
The next SGL rate change for departments and agencies will be effective from 1 July 2021 when the rate will increase to 10 per cent. 
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 current rates should be used by entities to remeasure their employee benefit provisions for the 2019-20 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 graph above illustrates the downward trend of the annual discount rate during 2019-20 (a considerable decrease of 45.2 basis points since 30 June 2019) which, all else being equal, will increase the present value of the annual and long service leave liabilities.
The wage inflation rate has remained stable and currently sits at 4.25 per cent. Due to the deferral of the 2020‑21 Budget, the rate has continued to rely on economic assumptions made for the 2019-20 Budget Update. At this time, the wage rate is still appropriate and will be reviewed when the 2020-21 Budget is released.
Proposed amendments to financial management legislation financial framework
The Financial Management and Constitution Acts Amendment Bill 2017 lapsed when the previous Parliament expired on 30 October 2018. The Government is currently analysing and assessing various options for financial management reform, which may result in proposals for legislative change. Departments will be consulted on any such proposals as applicable.
Resource Management Framework 
The Resource Management Framework (RMF) assists Victorian Government departments in understanding the legislative and 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 recently updated and the new version is available on the DTF website, taking effect from 1 July 2020. The former Financial Reporting Operations Framework (FROF) was also retired as at 30 June 2020. Some of the topics in the FROF were incorporated into existing Financial Reporting Directions, while other topics were merged into the updated RMF. 
A complete list of the changes in the RMF since the last edition can be found on pages 4 and 5 of the updated RMF.
Key financial publication dates for the State of Victoria in 2019‑20
The following table shows the indicative key publication tabling dates for some of the State’s upcoming financial publications. 
	Reporting year
	Publication
	Anticipated release dates – actual dates to be confirmed

	2020-21
	Interim Appropriation (Supply) Bills, for the period 1 July-31 December 2020
	Introduced and passed by Parliament 23 April 2020.

	2019-20
	Annual Financial Report
	Legislative due date: 15 October 2020

	2019-20 
	Department and entity reporting (for entities with a 1 July-30 June reporting period)
	Legislative due date: 31 October 2020, and this will apply for material entities. For non-material entities release will depend on audit timing as determined by the Auditor‑General. The Assistant Treasurer has extended by six weeks the period within which non‑material agencies must submit their financial statements to the Auditor‑General.

	2020-21 
	Budget papers
	TBD

	2020-21
	September Quarterly Financial Report
	Legislative due date: 15 November 2020

	2020-21
	Budget Update
	Legislative due date: 15 December 2020

	2020-21
	Mid-Year Financial Report
	Legislative due date: 15 March 2021


[bookmark: _Toc33614833][bookmark: _Toc48907918][bookmark: _Toc424822616][bookmark: _Toc452724752]Net debt impacts of new accounting standards 
Lease liabilities
The introduction of AASB 16 Leases resulted in most operating leases being recognised as borrowings on the State’s balance sheet, in turn impacting net debt. Net debt is a crucial key fiscal aggregate for the State. Due to this, borrowing lease limits have been imposed to ensure monitoring and control in relation to key fiscal targets. These limits were set based on the 2019-20 Budget and will be reviewed as part of the annual borrowing approval process. Due to the deferral of the 2020-21 Budget, the annual borrowing approval review will be undertaken in two parts. An initial six-month approval is based on 2019-20 Budget Update, and an additional review will be undertaken following 2020-21 Budget.
Entities need to closely monitor the value of their lease portfolio to ensure that borrowings are maintained within their total limit. 
Any queries regarding the lease liability limit policy should be directed to Stephanie Braun in DTF Balance Sheet Management on 7005 9266 or via email (stephanie.braun@dtf.vic.gov.au) and any queries on the estimates update process should be directed to the relevant DTF Portfolio Analysis Relationship Manager.
[bookmark: _Hlk28868802][bookmark: _Hlk33428736]Centralised Accommodation Management 
In October 2019, DTF’s Shared Service Provider (SSP) commenced a phased transition to the Centralised Accommodation Management (CAM) model. From this date all SSP clients are mandated to use SSP office accommodation management services (including real estate, facilities, projects and security) in all locations (CBD, metropolitan and regional areas).
Since 1 July 2019, property leases have been recorded as both right of use asset (ROU) and an associated ROU liability by each CAM department or agency. With the transfer of control of these under CAM to DTF, these were derecognised by departments and recognised by DTF as at 1 November 2019. The transfer of these leased assets and associated liabilities was approved to be designated as a transfer of capital contribution from 1 November 2019 under FRD 119 5(d). In addition, SSP has engaged with departments to transition office accommodation and relaxed budgets. Departments have actively engaged with SSP to work through the funding complexities and seek agreement on the quantum of their lease profile over the budget and forward estimates.
In June 2020, the Assistant Treasurer endorsed the funding model for CAM, including documenting and recording a two-year short-term arrangement between SSP and departments from 1 November 2019 to 31 October 2021. DTF met with all affected client departments during June to discuss the new arrangements and ensured the new short-term agreements were signed by 30 June 2020. 
It was agreed in collaboration with VAGO that the two-year short-term arrangement is to be treated as a service contract, where departments need to record the payments as service expenses and not leases and disclose in the commitments note of the financial statements the following:
the existence of the occupancy service agreement with SSP, including the fact that a significant judgement was made that it is not a lease; and
disclose the remaining cash commitments under the arrangement.
After this transition the finalised CAM occupancy principles are expected to replace this arrangement.
The external lease arrangements will continue to be reflected within SSP as they have been since CAM became operational on 1 November 2019. 
Any queries regarding CAM should be directed to your DTF relationship manager.
DTF has developed suggested disclosures for the two-year short-term arrangement for entities to consider for 30 June 2020 financial reporting. These disclosures are not mandatory:


[bookmark: _Toc33614834][bookmark: _Toc48907919]AASB update 
Key AASB standards effective for 2019-20 
AASB 15, AASB 1058 and AASB 16
For not-for-profit entities, the following accounting standards apply to reporting periods beginning on or after 1 January 2019:
· AASB 15 Revenue from Contracts with Customers;
· AASB 1058 Income of Not-for-Profit Entities; and
· AASB 16 Leases.
For Victorian Government entities with a 30 June year end, the initial application date was 1 July 2019. 
Amending standards that have been issued between 1 January and 30 June 2020 to amend the application of AASB 16 include:
AASB 2020-4 Amendments to Australian Accounting Standards – COVID-19-Related Rent Concessions
This Standard amends AASB 16 to provide a practical expedient that 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 (e.g. account for as variable lease payment instead). 
The Standard applies to annual periods beginning on or after 1 June 2020 with earlier application permitted. 
No similar relief is provided to lessors, and therefore the lease modification requirements of AASB 16 will need to be applied where rent concessions have been provided to lessees in response to COVID-19.
A number of amending standards affecting AASB 15, AASB 16 and AASB 1058  were issued between 1 July to 31 December 2019 and entities should refer to the December 2019 newsletter for specific details of these, as well as other information included in previous newsletters. Information about the application of these standards have also been included in previous newsletters and entities should refer to these for guidance.
Entities can also refer to FRDs 121, 122 and 123 which prescribe the transition requirements on the application of the new standards. 
AASB 1059 Service Concession Arrangements: Grantors 
AASB 1059 Service Concession Arrangements: Grantors applies to reporting periods beginning on or after 1 January 2020, however, the State has adopted it one year earlier. This means that for entities with a 30 June year end, the initial application date was 1 July 2019.
Information about AASB 1059 has been included in previous newsletters and entities should refer to these for guidance, including information about amending standards issued from 1 July to 31 December 2019 in the December 2019 newsletter. 
No amending standards have been issued from 1 January to 30 June 2020 that impact AASB 1059. 
Key AASB Standards issued but not effective for 2019‑20 issued since 1 January 2020 
There have been no key AASB Standards issued from 1 January 2020 that will affect Victorian public sector reporting. 
Other new standards issued since 1 January 2020 
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, however, information has not been included below because we deem them to have no impact. 
[bookmark: _Hlk47703854]AASB 2020-1 Amendments to Australian Accounting Standards – Classification of Liabilities as Current or Non-Current
This Standard amends AASB 101 to clarify requirements for the presentation of liabilities in the statement of financial position as current or non-current. A liability is classified as non-current if an entity has the right at the end of the reporting period to defer settlement of the liability for at least 12 months after the reporting period. The meaning of settlement of a liability is also clarified.
The standard was issued to apply to annual reporting periods beginning on or after 1 January 2022 with earlier application permitted. ED 301 Classification of Liabilities as Current or Non-current – Deferral of Effective Date was issued, with comments closing in May 2020, which proposed deferring the effective date of the amendments to reporting periods beginning on or after 1 January 2023. Earlier application is still permitted. 
This standard is not expected to have a significant impact on the Victorian public sector.
AASB 2020-3 Amendments to Australian Accounting Standards – Annual Improvements 2018-2020 and Other Amendments
This Standard amends AASB 1, AASB 3, AASB 9, AASB 116, AASB 137 and AASB 141 which arise from changes made by the International Accounting Standards Board. Specific changes include amendments to:
· AASB 9 to clarify the fees an entity includes when assessing whether the terms of a new or modified financial liability are substantially different from the terms of the original financial liability,
· AASB 116 to require an entity to recognise the sales proceeds from selling items produced while preparing property, plant and equipment for its intended use and the related costs in profit or loss, instead of deducting the amounts received from the cost of the asset; and
· AASB 137 to specify the costs that an entity includes when assessing whether a contract is loss-making.
This Standard applies to annual reporting periods beginning on or after 1 January 2022 with earlier application to individual standards permitted.
This Standard is not expected to have a significant impact on the Victorian public sector.
Entities can refer to previous newsletters and Appendix 2 Issued but not yet effective Australian accounting standards and reporting pronouncements of FRD 120N which summarises standards (including amending standards) that have been issued but are not effective for the 2019-20 reporting period. 
Exposure drafts issued for comment by the AASB since 1 January 2020 
We have only included exposure drafts (ED) below that may have an impact on Victorian public sector reporting. There have been other exposure drafts issued, however, information has not been included below because we deem them to have no impact. All exposure drafts can be accessed by searching ‘Exposure Drafts’ on the following page: https://www.aasb.gov.au/Work-In-Progress/Search-for-a-specific-document.aspx.
ED 298 General Presentation and Disclosures
This ED was issued by the International Accounting Standards Board (IASB) to improve how information is communicated in financial statements, with a focus on information about performance and the statement of profit or loss. 
The proposed changes are due to it becoming increasingly common for entities to report measures of financial performance that do not reflect the requirements of the accounting standards. Measures include ‘underlying profit’, ‘cash profit’, ‘core earnings’ and different forms of ‘EBITDA’. These are not always clearly reconciled to profit in the financial statements. With no clear authoritative guidance on the measures reported on, comparability is reduced both between entities and also for any given entity over time.
Comments to the AASB are due on 15 August 2020. The AASB will submit their comments to the IASB by 30 September 2020.
DTF reviewed the ED and is of the view that it is private-sector focused. Further, it should be tailored to public sector needs.
ED 299 Interest Rate Benchmark Reform – Phase 2
This ED was issued by the IASB and sets out proposals for amendments to IFRS 9 Financial Instruments, IAS 39 Financial Instruments: Recognition and Measurements, IFRS 7 Financial Instruments: Disclosures, IFRS 4 Insurance Contracts and IFRS 16 Leases. 
It follows the Interest Rate Benchmark Reform which was issued in September 2019 (refer to AASB 2019-3 Amendments to Australian Accounting Standards – Interest Rate Benchmark Reform). 
ED 299 is the next phase of the project for the IASB to consider the effects of the interest rate benchmark reform on an entity’s financial statements when interest rate benchmarks are replaced with alternative, nearly risk-free interest rates that are based on transaction data.
The objective is to assist entities with providing useful information to users of financial statements and to support preparers in applying IFRS Standards when changes are made to contractual cash flows or hedging relationships, as a result of the transition to alternative benchmark rates. 
It is anticipated that the proposals in the ED will affect entities with financial assets and financial liabilities, including lease liabilities, that are referenced to an interest rate benchmark (e.g. IBOR) and have been or will be required to replace the interest rate benchmark with an alternative benchmark rate as a result of the reform. It will also affect entities that apply the hedge accounting requirements in IFRS 9 or IAS 39 to hedging relationships that are directly affected by the reform and entities that provide disclosures applying the requirements in IFRS 7.
The IASB proposes that the amendments will apply to annual reporting periods beginning on or after 1 January 2021 with earlier application permitted. Comments on the ED were due to the AASB by 15 May 2020 for their consideration before providing comment to the IASB on 25 May 2020. 
[bookmark: _Toc33614835]This will have limited impact on Victorian public sector reporting. 
[bookmark: _Toc48907920]Other developments
Financial reporting considerations – COVID-19
DTF have provided a guidance document to the sector that covers the key areas anticipated to be impacted by COVID-19 and the disclosure requirements/considerations for 30 June 2020 financial reporting. This guidance does not need to be mandatorily applied: 



[image: ][image: ]
[image: ][image: ]
[image: ][image: ]

OFFICIAL


Accounting policy update Newsletter – Edition No. 38, June 2020	Page 2
Accounting policy update Newsletter – Edition No. 38, June 2020	Page 4


[bookmark: _Toc33614836][bookmark: _Toc48907921]How to contact us
[image: ][image: ]
[image: ][image: ]
[image: ][image: ]

OFFICIAL


Accounting policy update Newsletter – Edition No. 38, June 2020	Page 15



Accounting policy update Newsletter – Edition No. 38, June 2020	Page 8
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.
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AASB 16 Leases

« Transitional
Disclosures (Note 9.7):

1. Changein
Accounting policy

2. Disclosure of
practical
expedients used
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9.71 Leases
This note explains the impact of the adoption of AASB 16 Leases on the Department’s financial statements.
The Department has applied AASB 16 with a date of initial application of 1 July 2019. [AASB 16.C1, FRD 123]

The Department has elected to apply AASB 16 using the modified retrospective approach, as per the transitional
provisions of AASB 16 for all leases for which it is a lessee. The cumulative effect of initial application is recognised in
retained earnings as at 1 July 2019. Accordingly, the comparative information presented is not restated and is reported
under AASB 117 and related interpretations. [AASB 108.28(b), AASB 16.C5(b) and 16.C7, FRD 123]

Previously, the Department determined at contract inception whether an arrangement is or contains a lease under
AASB 117 and Interpretation 4 Determining whether an arrangement contains a Lease. Under AASB 16, the Department

assesses whether a contract is or contains a lease based on the definition of a lease as explained in note 7.2. [aAsSBE 16.C4
and IFRIC 4.6]

On transition to AASB 16, the Department has elected to apply the practical expedient to grandfather the assessment of
which transactions are leases. It applied AASB 16 only to contracts that were previously identified as leases. Contracts
that were not identified as leases under AASB 117 and Interpretation 4 were not reassessed for whether there is a lease.
Therefore, the definition of a lease under AASB 16 was applied to contracts entered into or changed on or after 1 July
2019. [AASB 16.C3]

Leases classified as operating leases under AASB 117

As a lessee, the Department previously classified leases as operating or finance leases based on its assessment of
whether the lease transferred significantly all of the risks and rewards incidental to ownership of the underlying asset to
the Department. Under AASB 16, the Department recognises right-of-use assets and lease liabilities for all leases except
where exemption is availed in respect of short-term and low-value leases.

On adoption of AASB 16, the Department recognised lease liabilities in relation to leases which had previously been
classified as operating leases under the principles of AASB 117. These liabilities were measured at the present value of
the remaining lease payments, discounted using the Department’s incremental borrowing rate as of 1 July 2019. On
transition, right-of-use assets are measured at the amount equal to the lease liability, adjusted by the amount of any
prepaid or accrued lease payments relating to that lease recognised in the balance sheet as at 30 June 2019.

The Department has elected to apply the following practical expedients when applying AASB 16 to leases previously
classified as operating leases under AASB 117:

* Applied a single discount rate to a portfolio of leases with similar characteristics;

¢ Adjusted the right-of-use assets by the amount of AASB 137 onerous contracts provision immediately before the date
of initial application, as an alternative to an impairment review;

+ Applied the exemption not to recognise right-of-use assets and liabilities for leases with less than 12 months of lease
term;

¢ Excluded initial direct costs from measuring the right-of-use asset at the date of initial application; and
¢ Used hindsight when determining the lease term if the contract contains options to extend or terminate the lease.
[AASB 16.C10 and AASB 16.C13]

For leases that were classified as finance leases under AASB 117, the carrying amount of the right-of-use asset and
lease liability at 1 July 2019 are determined as the carrying amount of the lease asset and lease liability under AASB 117
immediately before that date. [aAsB 16.C11]





AASB 16 Leases

* Transitional Disclosures:
— Reconciliation of operating commitments

Impacts on financial statements

On transition to AASB 16, the Department recognised $1.5 million of right-of-use assets and $1.5 million of lease
liabilities. [AASB 16.C12 and AASB 108.28]

When measuring lease liabilities, the Department discounted lease payments using its incremental borrowing rate at
1 July 2019. The weighted average rate applied is 3 per cent. [AASB 16.C12(a)]

Total operating lease commitments disclosed at 30 June 2019 6 648
Discounted using the incremental borrowing rate at 1 July 2019 6 230
Finance lease liabilities as at 30 June 2019 8 064
Recognition exemption for:

Short-term leases (132)
Leases of low-value assets (10)
Lease liabilities recognised at 1 July 2019 14 152
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AASB 16 Leases

 Presentation and Disclosures under AASB 16 Leases:
— Recognition of Right-of-use asset (ROUA) and Lease Liability

Balance sheet

As at 30 June 2020

($ thousand)

Non-financial physical assets classified as held for sale including

Assets

Financial assets

Cash and deposits 7.3 69 TT4 65 723
Receivables 6.1 36 045 20 545
Contract assets 6.1 20 -
Financial assets classified as held for sale including disposal group 935 8 572 11 756
assets

Investments and other financial assets 5.6 14 076 16 731
Investments accounted for using the equity method 55 5187 6112
Total financial assets 133 674 120 867
Non-financial assets

Inventories 6.3 12 055 19732

Property, plant and equipment = 144 314 135 607
Investment properties 52 2 354 5029
Intangible assets & 5.4 7a74 9 447
Other non-financial assets 6.4 1483 380
Total non-financial assets 178 995 184 795
Total assets 312 669 305 662
AASE 1 Liabilities
AASE 1 Payables 6.2 35 809 35 854
AASE 1
AASE 1 Borrowings ' 125 665 125 248
AASE L ) Other provisions 6.5 2152 3938
Other liabilities 531 583
AASE Liabilities directly associated with assets classified as held for sale 935 4 438 8 980
including disposal groups
Total liabilities 179 494 191 676
Net assats 133 175 113 986
Equity
Accumulated surplus/{deficit) = 64 704 68 159
Physical asset revaluation surplus @ 9.4 9 339 5759
Financial assets at fair value through comprehensive income 9.4 1 550 1723
revaluation reserve
AASE 9BS5 7.1 Own credit loss revaluation reserve for financial liability designated at G4 30
fair value through profit or loss
AASH Contributed capital 57 462 38 345
Net worth 133 175 113 986
The sccompanying motes form part of these financial sfafements.

Nofe:

fa) -{HEW} The 2019 comparafives figures have been restafed to reflect the adoption of AASE 1059 Service Concession Arrangements: Grantors.
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AASB 16 Leases

[NEW] The following tables are subsets of buildings, and plant and equipment by right-of-use assets and service
concession assets.

5.1(a) Total right-of-use assets: buildings, plant, equipment and vehicles. [AAsB 16.47(a)ii)]

($ thousand)

Gross carrying Accumulated Net carrying

Source reference amount depreciation amount
[AASB 16.47] 2020 2020 2020
AASSB 116.73(d) Buildings at fair value 10774 910 9 864
Plant, Equipment and vehicles 4 579 916 3 663

Infrastructure at fair value 4744 552 4192

Net carrying amount 20 097 2378 17 719

($ thousand)

Source reference

Plant, equipment Infrastructure at

and vehicles at fair fair value
[AASB 16.54] Buildings value
Opening balance — 1 July 2019® 10 774 4 579 4744
[AASB 16.53(h)] Additions
Disposals . - -
[AASB 16.53(a)] Depreciation (302) (916) (552)
[AASB 16.53(j)] Closing balance - 30 June 2020 1207 3663 (4 192)

(a) This balance represents the initial recognition of right-of-use assets recorded on the balance sheet on 1 July 2019 along with the transfer from finance
lease assets (recognised under AASB 117 at 30 June 2019) to right-of-use assets (recognised under AASB 16 at 1 July 2019).
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AASB 16 Leases

5.1.3 Reconciliation of movements in carrying amount of property, plant and equipment

($ thousand)
Road,
Plant, equipment  Assets under infrastructure Cultural
Buildings at fair and vehicles at  construction at  Infrastructure at and earthworks assets at fair
Source reference Land at fair value value fair value cost fair value at fair value value Total
2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019
AASB116.73(d) Opening balance!® 3521 3120 78030 76583 43109 57761 1023 489 4931 3364 4993 2499 . .. 135607 143816
[NEW] Recognition of right-of-use assets on = . 1509 “ 4579 “ o .- m “ = - m - 6 088
initial application of AASB 16
Adjusted balance at 1 July 2019 3521 3120 79539 76583 47683 57761 1023 489 4931 3364 4993 2499 o .. 141695 143816
AASB116.73(e)(ix)  Fair value of assets received free of 348 525 . 325 33 16 . . . . 109 . . . 490 866
charge or for nominal considerations
AAASB116.73(e)(ix)  Fair value of assets provided free of (142)  (123) . . (110) (15) . . . . . . (154) . (406) (138)
charge or for nominal considerations
AASB116.73(e)(i) Additions 1756 767 1293 1827 4798 1081 154 1781 1898 1838 1872 3164 675 540 12446 10998
AASB116.73(e)(ii) Disposals .. (863) .. (2866) (442)  (949) . . . (378) . (95) . . (442) (5151)
AASB116.73(e)(ix)  Transfer in/out of assets under . . . 900 . . (107) (1247) 107 347
construction
AASB116.73(e)(iv)  Revaluation of PPE 942 1564 6125 1425 5231 " . .. (4576) . (112) . 293 . 7903 2989
AASB116.73(e)(ix)  Transfer (to)/from investment property .. . (1083) 1494 . - .. . .. . - . . . (1083) 1494
AASB116.73(e)(iii) Purchased business combination 125 . 4197 . 15946 . . . 124 . . .. . . 20392
AASB116.73(e)(iii) Machinery of government transfer in 789 . 3 856 . 7299 " 10 .. 1040 . 568 .. 1950 . 15512
AASB116.73(e)(ii) Machinery of government transfer out (2.024) .. (9398) . (13702) . (343) .. (1100) .. (4 445) " . (31012) .
AASB116.73(e)(vii)  Depreciation . (3280) (607) (13034) (9550) . (419) (240) (514) (207) . . (17247) (10604)
AASB116.73(e)(ii) Transfer to disposal group held for sale (753) (1469)  (473) (1051) (2168) (5235) (24) . (321) . (215) (368) .. (540) (3954) (8663)
AASB116.73(d) Closing balance 4562 3521 80796 78030 51539 43109 713 1023 1684 4931 2256 4993 2764 .. 144314 135607
Note:

Fair value assessments have been performed for all classes of assets in this purpose group and the decision was made that movements were not material (less than or equal to 10 per cent) for a full revaluation. The next scheduled full
revaluation for this purpose group will be conducted in 2020.

(a) The data centre, classified as a service concession asset, was previously recognised as a finance lease asset within the buildings category and is consequently not recorded as a movement in the table. The opening balance also
includes amounts transferred from finance lease assets (recognised under AASB 117 at 30 June 2019) to right-of-use assets (recognised under AASB 16 at 1 July 2019).

(b) This balance represents the initial recognition of right-of-use assets recorded on the balance sheet on 1 July 2019 relating to operating leases - refer to Note 9.7.
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AASB 16 Leases

Comprehensive operating statement

For the financial year ended 30 June 2020 ($ thousand)
Source reference For five pur z
Continuing operations
AASB 1058.26(c) Revenue and income from transactions
AASB 1058.26(cd) QOutput appropriations 86 536 63 682
AASB 101.82(a) Special appropriations 8128 11 396
AASB 101.82(a) Interest 241 3 864 2 847
AASB 1058.26(a) Sale of goods and services 242 1779 1346
AASB 1058.26(a) Grants 243 288 140
AASB 1058.26(cd) Fair value of assets and services received free of charge or for nominal 244 1589 1708
consideration
AASB 101.85 Other income 245 7213 5941
Total revenue and income from transactions 108 396 87 110
E from i

p

(13 358)
(4 335)

Depreciation (18 718)
Interest expense @ 71 (6 548)

AASE 101.82(b) Other operating expenses 3.4 (16 328) (8 822)

Net result from transactions (net operating balance) 18 842 5 865

AASB 104932 Other economic flows included in net result
AASB 101.85-86 Net gain/(loss) on non-financial assets © 9.2 (5 161) 1805
AASB 10198(c) Net gain/(loss) on financial instruments 9.2 (7121) (3971)
AASB 101.82(c) Share of net profits/(losses) of associates and joint entities, excluding 9.2 1286 1397
dividends
Other gains/(losses) from other economic flows 9.2 (2 895) (2 048)
Total other economic flows included in net result (13 891) (2817)
AASB 101.85 Net result from continuing operations 4951 3048
AASB 5.33(a) Net result from discontinued operations 9.3.3 1230 3856
Net result 6 181 6 904
AASB 101.85 Other economic flows = other comprehensive income:
Items that will not be reclassified to net result
AASB 101.82A(a) Changes in physical asset revaluation surplus 9.4 7403 4 825
AASB 101.82A(b) Share of net movement in revaluation surplus of associates and joint 94 260 130
AASB 128.30 ventures
AASB 101.82(A) Changes to equity instruments measured at fair value through other 94 100
AASB101.7(da) comprehensive income revaluation reserve
AASB 7.200a)(0) Changes to financial liability designated at fair value through profit or 9.4 30

loss due to its own credit risk
Items that may be reclassified subsequently to net result

AASB T.20(a)(ii) Changes to financial assets available-for-sale revaluation surplus 9.4
AASB 101.82(A) Changes to debt instruments measured at fair value through other 94
AASB101.7(d) comprehensive income revaluation reserve
Total other economic flows = other comprehensive income 7793 4 955
AASB 101.8 Comprehensive result 13 974 11 859

The accompanying notes form part of these financial statements.

OFFICIAL





AASB 16 Leases

« Statement of Cashflows

Cash flow statement

¥

(% thousand)
ati ) g
Cash flows from operating

activities

Recelpts

Receipts from government 7B 344 107 135

Recsipts from other entities 5 536 4 373

Interest received 1749 1 GOE

Dividends received “ 1698 1611

Other receipts 516 262

Total recelpts BT 843 114 987

Payments

Payments of grant expenses (36 227) 47 011)
AASH 101 14(c)( Payments to suppliers and employees (23 479) {19 792)
Interpretation 1031.11  Goods and services tax paid to the ATO ™ {3 055) {3 497)

Interest and other costs of finance paid (6 609) {4 507)

Total payments (77 319) (78 959)

Met cash flows fromi{used in) operating activities T.31 10 525 36 028

Cash flows from investing activities

Payments for investments ' (6 364) {13 386)

Proceeds from sale of investments T 857 2409

Purchases of non-financial assets (23 B28) {19 438)

Sales of non-financial assets 2855 T 428

Loans granted to other parties (3580) (277)

Repayments of loans from other parties H T8 140

Proceeds from disposal of activity 572 17 795

Payments for purchase of activity (23 407) -

Net cash flows fromi{used in) investing activities (25 403) {23 124)
AASE 10710 Cash flows from financing activities

Cash received from activities transfemed in = machinery of govemment 5

changes
Cash transferred on activities transferred out — machinery of government (3072)
changes
Owner contributions by State Government — appropriation for capital 5 T80 10 500

expenditure purposes

Repayment of bormowings and principal portion of lease liabilities
1

(2019 finance leases) ™

Net increasel/(decrease) in cash and cash equivalents 13 582 26 315

Cash and cash equivalents at beginning of financial year 61 569 35094

AASE 107.28 Effect of exchange rate fluctuations on cash held in foreign currency (471) 160
Cash and cash equivalents at end of financlal year 7.3 T4 680 61 569
Mon-cash transactions 7.3.2

The accompanying notes form part of these financial sfatements.
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¢ Lessee Disclosures

OFFICIAL

7.2 [NEW] Leases

Information about leases for which the Department is a lessee is presented below.

The Departments leasing activities

The Department leases various properties, IT equipment and motor vehicles. The lease contracts are typically made for
fixed periods of 1-10 years with an option to renew the lease after that date. Lease payments for properties are
renegotiated every five years to reflect market rentals. [AasB 16.51 - 59]

Leases of IT equipment with contract terms of 1-3 years are either short-term and or/leases of low-value items. The
Department has elected not to recognise right-of-use assets and lease liabilities for these leases. [AASB 16.60]

At 30 June 2020, the Department was committed to short term leases and the total commitment at that date was $3 500.
[AASB 16.55]

Leases at significantly below-market terms and conditions

The Department entered into a 30-year lease for the use of a facility to provide community services. The lease contract
specifies lease payments of $100 per annum. The leased premises must be used by the Department to provide teaching
of IT classes to the community. This building accounts for a small portion of similar assets used by the Department is
using for the purpose of providing services to the community and therefore it does not have a significant impact on the
department’s operations. [AASB 16.Aus59.1 and 16.Aus59.2]

7.2 (a) Right-of-use Assets
Right-of-use assets are presented in note 5.1(a).
7.2(b) Amounts recognised in the Statement of Comprehensive Statement

The following amounts are recognised in the Statement of Comprehensive Operating Statement relating to leases:

($ thousand)

Source reference
[AASB 16.54] 2020

[AASB 16.53(b)] Interest expense on lease liabilities 1321

[AASB 16.53(c)] Expenses relating to short term leases 2036

[AASB 16.53(d)] Expenses relating to leases of low-value assets 1681

[AASB 16.53(e)] Variable lease payments, not included in the measurement of lease liabilities

[AASB 16.53(f)] Income from subleasing right-of-use assets

[AASB 16.53(i)] Gains or losses arising from sale and leaseback transactions .
Total amount recognised in the statement of comprehensive statement 5038






Changes to the IBR Calculator —previously
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Changes to the IBR Calculator — now

Weighted average lease term (WALT) is the midpoint of principal repayment.
It is the average lease term over the life of the lease weighted by the principal cash
flows.
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Service concession arrangements

AASB 1059





AASB 1059 Service Concession Arrangements: Granto

 Model notes impacted by AASB 1059:

— 7.5.3 AASB 1059 Service Concession Arrangements:
Grantors [NEW]

— 9.7.2 Transitional disclosures note

 Include:
— AASB 108 disclosures; and
— disclosures to meet AASB 1059 disclosure objective.
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AASB 1059 Service Concession Arrangements: Granto

OFFICIAL

FRD 124 mandates C3(a)

C3 A grantor shall apply this Standard either:

(a) retrospectively to each prior period presented in accordance with AASB 108 Accounting Policies,
Changes in Accounting Estimates and Errors; or

(b) retrospectively by recognising and measuring service concession assets and related liabilities at

the date of initial application.

Disclosures required by AASB 108 — only need in 2019-20:

When initial application of an Australian Accounting Standard has an effect on the current period or
any prior period, would have such an effect except that it is impracticable to determine the amount of
the adjustment, or might have an effect on future periods, an entity shall disclose:

(a)
(b)

(O]
(d)
(e)
®

(2)

(h)

the title of the Australian Accounting Standard;

when applicable, that the change in accounting policy is made in accordance with its
transitional provisions;

the nature of the change in accounting policy;
when applicable, a description of the transitional provisions;
when applicable, the transitional provisions that might have an effect on future periods;

for the current period and each prior period presented, to the extent practicable, the
amount of the adjustment:

(i) for each financial statement line item affected; and

(i) if AASB 133 Earnings per Share applies to the entity, for basic and diluted
earnings per share;

the amount of the adjustment relating to periods before those presented, to the extent
practicable; and

if retrospective application required by paragraph 19(a) or (b) is impracticable for a
particular prior period, or for periods before those presented, the circumstances that led to
the existence of that condition and a description of how and from when the change in
accounting policy has been applied.

Financial statements of subsequent periods need not repeat these disclosures.






AASB 1059 Service Concession Arrangements: Granto

Third balance sheet may be required:

 AASB 108(g): disclose amount of adjustment relating to
periods before those presented

 AASB 101.10(f) — third balance sheet

® a statement of financial position as at the beginning of the preceding period when an entity
applies an accounting policy retrospectively or makes a retrospective restatement of items
in its financial statements, or when it reclassifies items in its financial statements in
accordance with paragraphs 40A—40D.
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AASB 1059 Service Concession Arrangements: Granto

Third balance sheet may be required:

 |If periods before 2018-19 impacted, consider:

— including additional column in Note 7.5.3 and 9.7.2 tables for prior
periods; or

A summary of the impact of the application of AASB 1059, is included below. The adoption of AASE 1059 does not have

an impact on periods prior to 2018-19. [AAsE 108.28(f

gl AASB 101.40A-44]

Impact on the balance sheet due to the adoption of AASB 1059 in the 2018-19 year is illustrated below with the following
reconciliation between the at 30 June 2019 carrying amounts and the balances reported under the new accounting
standard:

Before new

inting
standards

e Line item Line item 2019
6.2 Payables® Intellectual property 19500 18150 Grant of right to operate liability 19500 18 150 Balance sheet ne 2019
commercialisation liability Total financial assets 5. -
5.4 Intangible assets — Intellectual property database 2000 2000 Total non-financial assets 753 182 795 2000 184 795
7.3 Cash and Total cash and deposits 19375  (500) Total cash and deposits 19 375 (500) Total assets 7.5.3 303 662 2 000 305 662
deposits® disclosed in the balance sheet disclosed in the balance sheet Payables and contract liabilities 753 35 854 35 854
9.2 Reserves - . Physical asset revaluation 2000 - Borrowings 753 125 248 125 248
surplus Other liabiliies 753 30574 30 574
2.4.5 Other income’®  Intellectual property 850 1000 Revenue related to service 850 1000 Total liabilii 753 191 676 191676
commercialisation revenue concession arrangement clatfianiities ) -
3.4 Other operating  Purchases of services 625 500 Purchases of services 625 500 Accumulated surP\usf(deﬁcll) 753 86159 - 68 159
expenses'® (including remuneration of (including remuneration of Physical revaluation surplus 753 3758 2000 5759
auditors) auditors) Other items in equity 40 068 . 40 068
Note: Total equity 111986 2000 113 986
(a) As only line items have been reclassified, no adjustment fo net result is required. by

(a) Where only line items have been reclassified with no adjustment to figures previously recognised, these amounts have not been included net impact.

— third balance sheet — judgement required.
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AASB 1059 Service Concession Arrangements: Granto

* Model notes impacted by AASB 1059:

— 7.5.3 AASB 1059 Service Concession Arrangements:
Grantors [NEW]

« Summary of impact tables:
— judgement re information to meet AASB 108.28(f)(i):

for the current period and each prior period presented, to the extent practicable, the
amount of the adjustment:

®

(i) for each financial statement line item affected; and

— could aggregate information for all arrangements into one table.

A summary of the arrangement is included below. The comparatives have been adjusted this year to apply the
requirements of the standard. The adoption of AASB 1059 does not have an impact on periods prior to the 2018-19.

A summary of the impact of the application of AASB 1059, is included below. The adoption of AASB 1059 does not have
[AASB 108.28(f)(i),(g): AASB 101.40A-44)

an impact on periods prior to 2018-19. [AASB 108.28(f)(1).(g): AASB 101.40A-44]

Pre-AASB 1059 accounting Application of AASB 1059

Pre-AASB 1059 accounting Application of AASB 1059

Note Line item 2019 2020 Line item 2019 2020
2 21
Note Line item 2019 2020 Line «1ern — 2019 2020 5.1 Total property, Finance lease asset 58 800 56 400 Service concession asset 58 800 56 400
6.2 Payables® Intellectual property 19500 18150 Grant of right to operate liability 19500 18 150 plant and
commercialisation liability equipment
5.4 Intangible assets — ) .. Intellectual property database 2000 2000 (buildings at fair
7.3 Cash and Total cash and deposits 19375 (500) Total cash and deposits 19375  (500) value) s g g 3 y
deposits® disclosed in the balance sheet disclosed in the balance sheet 7.1 Borrowings Public private partnership 59500 58500 Service concession financial 59500 58 500
z g related lease liability liability
9.2 Reserves - . Physical asset revaluation 2000 - _ .
surplus 7.3 Cash and Total cash and deposits (2500) (5000) Total cash and deposits (2 500) (5000)
3 s deposits disclosed in the balance disclosed in the balance sheet
2.4.5 Other income®  Intellectual property 850 1000 Revenue related to service 850 1000 sheet
commercialisation revenue concession arrangement 5.1.1 Depreciation Finance lease asset 1200 2400 Service concession asset 1200 2400
3.4 Other operating ~ Purchases of services 625 500 Purchases of services 625 500 (buildings at fair
expenses(® (including remuneration of (including remuneration of value)
auditors) auditors) 7.1 Borrowings: Interest on lease liabilities 2000 4000 Interest on service concession 2000 4000

Note:
(a) As only line items have been reclassified, no adjustment to net result is required.
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Interest expense arrangements

Note.
As only line items have been reclassified, no adjustment to net result is required.





AASB 1059 Service Concession Arrangements: Granto

« Disclosure objective of AASB 1059:

28 The objective of the disclosure requirements is for an entity to disclose sufficient information to
enable users of financial statements to understand the nature, amount, timing and uncertainty of
assets, liabilities, revenue and cash flows arising from service concession arrangements. To achieve
this, an entity shall consider disclosing qualitative and quantitative information about its service
concession arrangements, including the following:

(a) a description of the arrangements;

(b) significant terms of the arrangements that may affect the amount, timing and uncertainty of
future cash flows (eg the period of the arrangement, re-pricing dates and the basis upon
which re-pricing or renegotiation is determined);

(c) the nature and extent (eg quantity, time period, or amount, as appropriate) of:
(i) rights to receive specified services from the operator;
(i) the carrying amount of service concession assets as at the end of the reporting

period, including separate disclosure for existing assets of the grantor reclassified
as service concession assets during the reporting period;

(iii) rights to receive specified assets at the end of an arrangement;

(iv) renewal and termination options;

v) other rights and obligations (eg major overhaul of service concession assets); and
(vi) obligations to provide the operator with access to service concession assets or

other revenue-generating assets; and

(d) changes in arrang ts occurring during the reporting period.

* Note 7.5.3 — includes specific information to meet objective.
« 1059.29:

— if material - disclose individually
— if similar nature — disclose in aggregate.
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AASB 1059 Service Concession Arrangements: Granto

A

« Model notes impacted by AASB 1059 (continued):

GORTO model: Intellectual property and registry commercialisation

Note |

6.2 Payables Recognition of the GORTO Liability
2.4.5 Other income Unwinding of the GORTO Liability
5.4 Intangible assets Previously unrecognised intangible asset:

« AASB 138 requirements apply after initial recognition
« Subsequent measurement of intangible asset = revaluation
model at current replacement cost (CRC)
« Compliance with AASB 1049
* FRD 124 and FRD 109A updated

9.4 Reserves & Recognition of intangible asset
Statement of changes in « AASB 1059.C5
equity

8.3.2 Fair value determination: Intangible asset measured at fair value
Non-financial physical assets

3.4 Other operating If pre-existing arrangement should be similar to previous
expenses accounting policy
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AASB 1059 Service Concession Arrangements: Granto

A

« Model notes impacted by AASB 1059 (continued):

Financial liability model: Construction of data centre

I

7.1 Borrowings Recognition of financial liability and interest expense
* Including maturity analysis

8.1.1 Financial Requirements of AASB 9 and AASB 7 apply to the

instruments: financial liability

Categorisation

5.1 Total property, plant Recognition of the service concession asset

and equipment (Buildings  * Initial measurement disclosures included

at fair value) « AASB 116 applies after recognition. Subsequent

measurement = revaluation model at CRC

8.3.2 Fair value Given revaluation model applies, disclosed in this note
determination « Specialised building line because measured at CRC
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Revenue and income

AASB 15 and AASB 1058






Revenue

111 Sale of goods and services

($ thousand)
reference 2020 2019
AASB 15.113 Sale of goods 1114 945
AASB 15.113 Sale of biological assets 215
AASB 15.113 Rendering of services 450 401

Total sale of goods and services 1779 1346

The sale of goods and services included in the table above are transaction that the department has determined to be
classified as revenue from contracts with customers in accordance with AASB 15. The impact of initially applying AASB
15 on the Department’s revenue from contracts with customers is described in Note 9.7. Due to the modified
retrospective transition method chosen in applying AASB 15, comparative information has not been restated to reflect the
new requirements. [AASB 15.C3(b)]

The following practical expedient has been used for uncompleted contracts when applying AASB 15 retrospectively
under the modified approach:

e  For contracts modified before the date of initial application, the department has reflected the aggregate of all past
contracts modifications that occurred before the date of initial application when identifying performance obligations
and determining and allocating the transaction price.

The practical expedient has been consistently applied to all contracts within the current reporting period and the effect of
applying the practical expedient is disclosed in Note 6.2.2.
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Revenue (cont'd)
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Performance obligations and revenue recognition policies

Revenue is measured based on the consideration specified in the contract with the customer. The Department
recognises revenue when it transfers control of a good or service to the customer, i.e. when, or as, the performance
obligations for the sale of goods, biological assets and services to the customer are satisfied.

e Customers obtain control of the supplies and consumables at a point in time when the goods are delivered to and
have been accepted at their premises.

¢ Revenue from the sale of goods are recognised when the goods are delivered and have been accepted by the
customer at their premises

o Revenue from the rendering of services is recognised at a point in time when the performance obligation is satisfied
when the service is completed; and over time when the customer simultaneously receives and consumes the
services as it is provided. [AASB15.109]

Customers are invoiced and revenue is recognised when the goods are delivered and accepted by customers. For
services rendered, where customers simultaneously receive and consume the services as it is provided, revenue is
recognised progressively as contract assets until the customer is subsequently invoiced in accordance with the terms of
the service agreement. For other customers that are only able to consume the services when they have been completed,
revenue is only recognised upon completion and delivery of the services. In rare circumstance where there may be a
change in the scope of services provided, the customer will be provided with a new contract for the additional services to
be rendered and revenue is recognised consistent with accounting policy above.

For contracts that permit the customer to return an item, revenue is recognised to the extent it is highly probable that a
significant cumulative reversal will not occur. Therefore, the amount of revenue recognised is adjusted for the expected
returns, which are estimated based on the historical data. In these circumstances, a refund liability and a right to recover
returned goods asset are recognised. The right to recover the returned goods asset is measured at the former carrying
amount of the inventory less any expected costs to recover goods. The refund liability is included in other payables
(Note 6.2) and the right to recover returned goods is included in inventory (Note 6.3). The Department reviews its
estimate of expected returns at each reporting date and updates the amount of the asset and liability accordingly. As the
sales are made with a short credit term, there is no financing element present. There has been no change in the
recognition of revenue from the sale of goods as a result of the adoption of AASB 15.

Consideration received in advance of recognising the associated revenue from the customer is recorded as a contract
liability (Note 6.2). Where the performance obligations is satisfied but not yet billed, a contract asset is recorded (Note
6.1). [AASB 15.105]






Grant Income

OFFICIAL

Significant judgement: Grants revenue

The Department has made judgement on the recognition of grant revenue as income of not-for-profit entities where
they do not contain sufficiently specific performance obligations. Income from grants that are enforceable and with
sufficiently specific performance obligations and accounted for as revenue from contracts with customers is
recognised when the department satisfies the performance obligation by providing the relevant technology services to
the relevant health agencies. Income from grants to construct the capital assets that are controlled by the department
are recognised progressively as the asset is constructed. The progressive percentage costs incurred is used to
recognise income because this most closely reflects the progress to completion as costs are incurred as the works
are done.

1.1.1 Grants
($ thousand)

Source reference 2020 2019

Income recognised as income of not-for-profit entities

AASB 1058 General purpose 125 100
AAASB 1058 Specific purpose grants for on-passing 50
AASB 1058.26(a) Donations
AASB 1058.31 Other specific purpose to acquire a recognisable non-financial asset 40 19
AASB 1058.10 Other specific purpose grants 28 21
Income recognised as revenue from contract with customers
AASB 15.113 & 114 Other specific purpose grants 45
Total grants 288 140

The department has determined that all grant income is recognised as income of not-for-profit entities in accordance with
AASB 1058, except for grants that are enforceable and with sufficiently specific performance obligations and accounted
for as revenue from contracts with customers in accordance with AASB 15.

The impact of initially applying AASB 1058 on the Department’s grant revenue is described in Note 9.7. Due to the
modified retrospective transition method chosen in applying AASB 1058, comparative information has not been restated
to reflect the new requirements [AASB 1058.C3(b)]. The adoption of AASB 1058 did not have an impact on Other
comprehensive income and the Statement of Cash flows for the financial year.

Income from grants to construct the Department’s Wantirna South data storage centre and the development and
construction of the web infrastructure framework are recognised progressively as the asset is constructed. This aligns
with the Department’s obligation to construct the asset. The progressive percentage costs incurred is used to recognise
income because this most closely reflects the construction progress as costs are incurred as the works are done.

[AASB 1058.32]






Grant income (cont’'d)

Income from grants that are enforceable and with sufficiently specific performance obligations and accounted for as
revenue from contracts with customers. These grants relate to the provision of technology services. Revenue is
recognised when the department satisfies the performance obligation by providing the relevant technology services to
the relevant health agencies. This is recognised based on the consideration specified in the funding agreement and to
the extent that it is highly probable a significant reversal of the revenue will not occur. The funding payments are normally
received in advance or shortly after the relevant obligation is satisfied.

Income from grants without any sufficiently specific performance obligations, or that are not enforceable, is recognised
when the department has an unconditional right to receive cash which usually coincides with receipt of cash. On initial
recognition of the asset, the department recognises any related contributions by owners, increases in liabilities,
decreases in assets, and revenue (‘related amounts’) in accordance with other Australian Accounting Standards. Related
amounts may take the form of:

(@) contributions by owners, in accordance with AASB 1004;

(b) revenue or a contract liability arising from a contract with a customer, in accordance with AASB 15;
(c) alease liability in accordance with AASB 16;

(d) a financial instrument, in accordance with AASB 9; or

(e) a provision, in accordance with AASB 137 Provisions, Contingent Liabilities and Contingent Assets.

Income received for specific purpose grants for on-passing is recognised simultaneously as the funds are immediately on
passed to the relevant recipient entities on behalf of the Commonwealth Government.

As a result of the transitional impacts of adopting AASB 15 and AASB 1058, a portion of the grant revenue has been
deferred. If the grant income is accounted for in accordance with AASB 15, the deferred grant revenue has been
recognised in contract liabilities whereas grant revenue in relation to the construction of capital assets which the
department controls has recognised in accordance with AASB 1058 and recognised as deferred grant revenue (Note
6.2). If the grant revenue was accounted for under the previous accounting standard AASB 1004 in 2019-20, the total
grant revenue received would have been recognised in full.
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Contract assets
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Contract assets

($ thousand)
Source 2020
reference
AASB Contract assets
15.116(a)
Opening balance brought forward from 30 June 2019 adjusted for AASB 15
Add: Additional costs incurred that are recoverable from the customer 85
Less: Transfer to receivables (65)
AASB Less: impairment allowance
15.113(b)
Total contract assets 20
Represented by
AASB 15.116( Current contract assets 20
a)
Q‘)ASB 15.116( Non-current contract assets

Contract assets relate to the department’s right to consideration in exchange for goods transferred to customers for
works completed, but not yet billed at the reporting date. The contract assets are transferred to receivables when the
rights become unconditional, at this time an invoice is issued. This usually occurs when the Department issues an
invoice to the customer. The balance of the contract assets at 30 June 2020 was impacted by timing of the works
completed by contractors and is not billable at this stage. The works are expected to be completed and recovered early
next year.






Deferred capital grant revenue

Deferred capital grant revenue

Grant consideration was received from the Commonwealth Government to support the construction of the data storage
centre at Wantirna South and the development and construction of the web infrastructure framework in the department.
Grant revenue is recognised progressively as the asset is constructed, since this is the time when the Department
satisfies its obligations under the transfer by controlling the asset as and when it is constructed. The progressive
percentage costs incurred is used to recognise income because this most closely reflects the progress to completion as
costs are incurred as the works are done. (see note 2.1) As a result, the department has deferred recognition of a portion
of the grant consideration received as a liability for the outstanding obligations.

($ thousand)
reference 2020
AASB Grant consideration for capital works recognised that was included in the deferred grant ..
1058.31 liability balance (adjusted for AASB 1058) at the beginning of the year
AASB Grant consideration for capital works received during the year 53
1058.31
AASB Grant revenue for capital works recognised consistent with the capital works undertaken (40)
1058.31 during the year
?35?8831 Closing balance of deferred grant consideration received for capital works 13

There was a slight delay on completion of the construction work and the Department is expected to recognise all of the
remaining grant revenue for capital works the following year. This is because the Commonwealth Government only
provides grant funding progressively based on the estimated costs expected to be incurred each year.

OFFICIAL





Contract liabilities

Contract liabilities
($ thousand)

Source
reference 2020

AASB 15.116(a) Contract liabilities

AASB15.116(b) Opening balance brought forward from 30 June 2019 adjusted for AASB 15 55
Add: Payments received for performance obligations yet to be completed during the 110
period
Add: Grant consideration for sufficiently specific performance obligations received 50
during the year
Less: Revenue recognised in the reporting period for the completion of a performance (85)
obligation
Less: Grant revenue for sufficiently specific performance obligations works recognised (45)
consistent with the performance obligations met during the year
Total contract liabilities 85
Represented by
AASB 15.116(a) Current contract liabilities 85

AASB 15.116(a) Non-current contract liabilities

Contract liabilities include consideration received in advance from customers in respect of IT infrastructure connectivity
services. Invoices are raised once the goods and services are delivered provided to them. The balance of contract
liabilities was significantly higher at 30 June 2020 as there was higher demand for remote access. A large number of
advances were received for significant upgrades to infrastructure frameworks yet to be provided.

In addition, grant consideration was also received from the State Government in support of technology services provided
to health agencies to support facilitation of certain out-patient services to the pensioners. Grant income is recognised
when the relevant services are provided to the health agencies each quarter to administer their services to pensioners
and reported to the Commonwealth Government. Differences in the number of services provided are adjusted in the
funding provided annually. The remaining grant revenue is recognised when the services are rendered in the following
year.

($ thousand)

Source
reference 2020

AASB 15.116(c) Revenue recognised from performance obligations satisfied in previous periods 55
AASB 15.120(b) Transaction price allocated to the remaining performance obligations from contracts with 80
customers

The transaction price allocated to the remaining performance obligations relates to the completion of the IT infrastructure
connectivity works to be completed. 100 per cent is expected to be recognised as revenue in the 2020-21 financial year
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Financial Reporting Directions






FRDs — New accounting standards
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FRD 121 Transitional requirements on the application of AASB 15
Revenue from Contracts with Customers

FRD 122 Transitional requirements on the application of AASB 1058
Income of Not-for-Profit Entities

FRD 123 Transitional requirements on the application of AASB 16
Leases

FRD 124 Transitional requirements on the application of AASB 1059
Service Concession Arrangements - Grantors





FRD updates

Recently updated and approved

FRD 103H Non-financial physical assets
* Including Guidance on the application of FRD 103H

Assets under construction/development that
are SCAs measured at CRC instead of cost.

COFOG entity classification and schedule of
revaluations added in guidance.

FRD 109A Intangible Assets
FRD 124 Transitional requirements on the application of AASB
1059 Service Concession Arrangements - Grantors

SCA intangible assets to be subsequently
measured at fair value instead of cost.

FRD 120N Accounting and Reporting Pronouncements

Includes changes due to new accounting
standards.

AASB requirements for FP and NFP guidance
— previously include in Model.
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Model Report ‘

* Since the issue of the Model Report, it has
been identified the Protected Disclosures
Act 2012 was renamed to the Public
Interest Disclosure Act 2012 on 1 January
2020. The amendment reflects the name
change of the act only, there are no
changes in the disclosures required by the
Act, as It has remained consistent.
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DTF Contacts ‘

If you have any queries on the 2019-20 Model Report,
please feel free to contact:

Accounting policy - accpol@dtf.vic.gov.au

The 2019-20 Model Report (PDF and Word versions) and
the Summary of Changes can be found on the DTF website
at:
https://www.dtf.vic.gov.au/financial-reporting-policy/model-
report
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[bookmark: _Toc48128131]Purpose

The purpose of this document is to provide Departments and other government entities who:

· were mandated to transfer the right-of-use asset and lease liability for accommodation leases to the Department of Treasury and Finance Shared Service Provider (SSP) at 31 October 2019; and 

· have entered into an occupancy agreement with SSP for the period 1 November 2019 to 31 October 2021,

with suggested disclosures that they could consider for inclusion in their 30 June 2020 financial statements depending on materiality and audit requirements.

Section 2. ‘Right-of-use asset and lease liability transfer disclosures’ includes suggested wording for the transfer of the right-of-use asset and lease liability to SSP. 

As agreed with the Victorian Auditor-General’s Office (VAGO) the occupancy agreement will be accounted for as a service contract and not a lease applying AASB 16 Leases. The cash commitment for the agreement should be disclosed in the financial statements. Refer to section ‘3. Commitments note template disclosures.’  

The suggested disclosures are set out based on the format of the 2019-20 Model Report and highlighted with a blue border.  Entities should use the suggested wording and amend for entity specific circumstances, as indicated in yellow. 



[bookmark: _Toc48128132]Right-of-use asset and lease liability transfer disclosures

Disclosures should be included in the leases and property, plant and equipment notes:

[bookmark: _Toc42054726][bookmark: _Toc42218683]Note 7.2 Leases

The Departments leasing activities

To be included after disclosures relating to right-of-use asset and lease liability recognised for accommodation lease(s) recognised at 1 July 2019:

In October 2019, the Department/(specific entity details) agreed to centralised accommodation management services with the Department of Treasury and Finance Shared Service Provider (SSP). Following this agreement, the right-of-use asset and lease liability recognised for the accommodation leases at that date were de-recognised and transferred to SSP as a transfer through equity, in accordance with the requirements of FRD 119A Transfers through contributed capital. From November 2019, accommodation has been recognised as an expense (Note 3.4 Other operating expenses) and the commitment for the service payments recognised in Note 7.5.   



Note 5.1 Total property, plant and equipment

5.1 (a) 	Total right-of-use assets: buildings, plant, equipment and vehicles.

     ($ thousand)	

		 

		Gross carrying amount

		Accumulated depreciation

		Net carrying amount



		 

		2020

		2020

		2020



		Buildings at fair value

		XX

		XX

		XX



		Plant, Equipment and vehicles

		XX

		XX

		XX



		Infrastructure at fair value

		XX

		XX

		XX



		Net carrying amount 

		XX

		XX

		XX





    ($ thousand)

		 

		Buildings

		Plant, equipment and vehicles at fair value

		



		

		

		

		Infrastructure at fair value



		

		

		

		



		Opening balance – 1 July 2019(a)

		XX

		XX

		XX



		Additions

		XX

		XX

		XX



		Transfers

		XX(a)

		XX

		XX



		Depreciation

		XX

		XX

		XX



		Closing balance – 30 June 2020

		XX

		XX

		XX







Note:

1. In October 2019, the Department/(specific entity details) transferred the right-of-use asset to the Department of Treasury and Finance Shared Service Provider. Details of the transfer are included in Note 7.2 Leases.



0. [bookmark: _Toc48128133]Commitments note template disclosures



Note XX Total commitments payable 

										($ thousand)

		Nominal amounts

		Less than

		1–5

		5+

		Total



		2020

		1 year

		years

		years

		



		Accommodation expense payable(a)

		XX

		XX

		-

		XX



		Total commitments (exclusive of GST)

		 

		 

		 

		XX



		

		

		

		

		



		2019

		 

		 

		 

		 



		

		

		

		

		



		Total commitments (exclusive of GST)

		 

		 

		 

		







Note:

(a) The Department/(specific entity details) has an occupancy agreement, ending on 31 October 2021, with the Department of Treasury and Finance Shared Service Provider for office accommodation at enter accommodation details and other related services, including management fee, maintenance, electricity, etc. (add details specific to services being received by the Department/entity).  

[bookmark: _GoBack]A significant judgement was made that the occupancy agreement is a service contract (rather than a ‘lease’ as defined in AASB 16 Leases).  The cost for the accommodation and other related services are expensed (Note 3.4 Other operating expenses) based on agreed payments in the occupancy agreement. 







[image: ]
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[bookmark: _Toc47437407]Introduction

All government entities should consider the impact of COVID-19 on their 30 June 2020 financial statements and Report of Operations. In this document we outline key areas we think may impact entities and the disclosures that are required by the Australian Accounting Standards and any other relevant requirements.  

In considering the below, entities should consider what is material[footnoteRef:1] to the entity and, assess whether and what disclosures are needed to meet user needs. An impact could be material if: [1:  Making Materiality Judgements (AASB Practice Statement 2) may assist entities in assessing whether impacts are material.] 


· the financial impact is material; or

· users will reasonably expect COVID-19 to impact the entity, regardless of whether the quantitative impact is material. 

In making this assessment entities should consider the impact COVID-19 has had on parties they transact with and whether there will be a flow-on impact (e.g. reduction in customer spending and therefore, reduced revenue for the entity; lessees inability to pay rent and potential rent concessions that will be provided by the entity as lessor; financial impact on suppliers).   

We also want to highlight that what is included in this document is not exhaustive. Entities should consider the entity specific facts and circumstances about the impact of COVID-19 and whether any other areas are relevant. 




Where entities consider disclosures are required, discussions should be had with auditors. Entities should also prepare for discussions about areas they consider not to have a material impact. Documentation should be prepared that includes relevant facts and the basis for decisions made.

[bookmark: _Toc47437408]Presentation of financial statements

Generally, AASB 101 Presentation of Financial Statements requires disclosures about significant judgements and estimates:

· for judgements made in applying the entity’s accounting policies and that have the most significant effect on the amounts recognised in the financial statements [AASB 101.122]. Disclosures should include information about why the judgement was made, why it is significant and how the entity reached the conclusion it did. It should be specific and tailored to the entity’s specific circumstances. 

· about assumptions made about the future and other major estimation uncertainty that have a significant risk of resulting in a material adjustment to the carrying amounts of assets and liabilities within the next financial year [AASB 101.125]. Disclosures should include information about the nature of the uncertainty, assumptions made about the future, the carrying amount of affected assets/liabilities and may require disclosure of sensitivity analysis/ranges of possible outcomes.  

Further AASB 101 also requires:

· presentation that faithfully represents the effects of transactions, other events and conditions in accordance with accounting standard requirements. Additional disclosure is necessary where it results in fair presentation [AASB 101.15].

· entities to consider whether to provide additional disclosure when compliance with AASB requirements are insufficient to enable users to understand the impact of particular transactions or other events/conditions [AASB 101.31].

· disclosure of information in the notes where it is not presented elsewhere in the financial statements but is relevant to understanding any of them [AASB 101.112(c)].

Disclosures should include enough information so that the user can understand the key assumptions and judgements, the estimates made, and any associated uncertainty. 

Although additional disclosures may be required to faithfully represent the impact of Covid-19 on an entity, the level of disclosure required will be based on specific circumstances and judgement is required to determine this.  

[bookmark: _Toc47437409]Changes in estimates

[bookmark: _Hlk47437214]AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors requires disclosure of the nature and amount of a change in accounting estimate that has an effect in the current period or is expected to have an effect in future periods, except for the disclosure of the effect on future periods when it is impracticable to estimate that effect. When impracticable the financial statements should include such a statement [AASB 108.39-40]. Where estimates have changed because of the impact of Covid-19, entities should comply with these requirements.  

The above requirements should be considered for the areas listed in the following section, in addition to any specific requirements as set out in that section. 



[bookmark: _Toc47437410]Specific areas

Below we outline specific areas and the disclosures required by the relevant accounting standard(s) and that might be considered in the context of COVID-19:

		Area

		Relevant AASBs/Guidance[footnoteRef:2] [2:  Note: The AASB paragraphs listed relate to the disclosure requirements of the relevant standard and other paragraphs considered most relevant to the area discussed. Entities should ensure compliance with all requirements of the relevant standard(s).
The links to guidance are not exhaustive and there are a number of other resources available on AASB website: https://www.aasb.gov.au/Hot-Topics/COVID-19-Guidance.aspx. More guidance, relevant to an entity’s specific facts and circumstances, may also be found by conducting further research of other publicly available information.   ] 




		Asset impairment/changes in assumptions for impairment testing (AASB 136)

Entities should consider whether Covid-19 has had or will have an impact on an entity’s non-financial assets (e.g. PPE, intangible assets) that are within the scope of AASB 136 and whether impairment indicators exist.[footnoteRef:3]  [3:  AASB 136.Aus5.1: For Not-for-Profit entities with assets that are not held primarily for their ability to generate net cash inflows and instead held for continuing use of their service capacity and are revalued, AASB 136 does not apply. For these assets, the ‘Change in fair value of assets (AASB 13)’ section should be considered. ] 


It is expected that this will be considered as part of an entity’s usual impairment review processes. It will require review of the cash flows and assumptions management have used to measure the value of assets. 

Depending on the impairment assessment the following disclosures may be required:

· Where an impairment loss is recognised an entity will need to disclose information about the events and circumstances that led to the recognition of the loss [AASB 136.130(a)]. It will also include but is not limited to:

· Level of fair value hierarchy applied, and a description of the valuation techniques and key assumptions used to determine the fair value for Level 2/3 categories. Entities should also consider the disclosure objective and requirements of AASB 13 [AASB 136.130(f)];

· Amount of impairment losses recognised [AASB 136.130(b)];

· Description of the assets (or cash-generating unit) and their recoverable amount [AASB 136.130(c)-(d)]; and

· If the recoverable amount of the assets is its value in use, the discount rates used [AASB 136.130(g)]. 

· Significant judgements, and key assumptions and estimates made in relation to the carrying amount of assets [AASB 101]. For example, Covid-19 impact on factors used to generate future cash flows. A description of management’s approach to determining the value of assets should be disclosed including the assumptions of the duration and intensity of the impact of Covid-19 on the asset. 



· It will also include information about differences between assumptions previously used and may include a sensitivity analysis where the assumptions and estimates used are subject to change depending on actual outcomes [AASB 101&108]. 

· Where there’s major sources of estimation uncertainty this information should also be included. This may require inclusion of a sensitivity analysis in the financial statements that includes details of different possibilities [AASB 101]. 

Disclosures should include details of the information available at the time and demonstrate why the estimates and judgements management have used/made are reasonable and supportable. The uncertainty associated with the estimates and judgements should also be made clear.

		AASB 136.12-14&130-135.



AASB 101.15,31,112(c),122&125.



AASB 108.39-40.



FRD 103H Non-financial physical assets. 



FRD 106B Impairment of assets.



Guidance



https://www.aasb.gov.au/admin/file/content102/c3/FAQ_ImpairmentOfNonFinancialAssets_07-20%20(002).pdf





		Change in fair value of assets (AASB 13) 

Entities should consider whether the value any of its assets or liabilities measured at fair value have changed due to Covid-19. Asset values may need to be remeasured as a result. 

To comply with the requirements of AASB 13, disclosures required include but are not limited to:

· Techniques and inputs used to measure the asset/liability [AASB 13.91(a)].

· Reasons for the measurement [AASB 13.93(a)].

Entities are required to use judgement to determine the level of detail needed to meet the requirements of AASB 13 and assess whether additional qualitative disclosures are required for users to understand quantitative information [AASB 13.92]. 

Qualitative disclosures that need to be considered are:

· Any significant judgements made in connection with the measurement basis of property, plant and equipment (for instance, if reliance is placed on land indices, then disclosure is required about the uncertainties inherent in the land indices in the COVID-19 environment);

· Any significant uncertainties associated with formal valuations noted by valuers, should also be brought to the attention of the reader of the financial statements.

Entities should consider AASB 101 and AASB 108, and disclose any significant judgements, estimates and assumptions required by these standards.  

		AASB 13.91-99.



AASB 101.15,31,112(c),122&125.



AASB 108.39-40.



FRD 103H Non-financial physical assets. 



FRD 107B Investment properties.



FRD 114C Financial instruments.





		Net realisable value of inventory (AASB 102)

Entities may be required to write-down inventories to net realisable value because of reduced movement in inventory or other reduced factors. Any write-down should be recognised as an expense and disclosed [AASB 102.36(e)&Aus36.1(e)].

Any key judgements, assumptions and estimates that an entity makes should be disclosed. 

		AASB 101.15,31,112(c),122&125.



AASB 102.36-39.



AASB 108.39-40.



		Increased costs and/or reduced demand requiring provisions for onerous contracts (AASB 137) 

Covid-19 may cause contracts to become onerous and where this is the case a provision should be recognised for this. This could relate to contracts with customers or increased costs due to supply chain issues.

AASB 137 requires entities to be calculated based on the best estimate of the expenditure required to settle the provision, taking into account the risks and uncertainties related to the provision and future events that may affect the amount of the provision [AASB 137.36].

Disclosure requirements of AASB 137 include information about:

· Additional provisions made in the period [AASB 137.84(b)];

· The nature of the obligation, an indication of the uncertainties of the provision including major assumptions made concerning future events [AASB 137.85].

Significant judgements, estimates and assumptions should also be disclosed as required by AASB 101 and AASB 108. 

		AASB 

137.36-39,42-44,48-50, 84-92.



AASB 101.15,31,112(c),122&125.



AASB 108.39-40.







		Changes in expected credit losses for loans and other financial assets (AASB 9)

The effects of Covid-19 may result in an increased risk of debtors defaulting. Entities should consider how this risk may affect the financial assets (e.g. bonds, debentures, loans, lease receivables, trade receivables, contract assets, etc.) that they have and adjust expected credit losses accordingly. Assumptions based on historical performance may not be indicative of the future because of Covid-19.

Disclosures should give users enough information so that they can evaluate the nature and extent of risks arising. Disclosures should meet the requirements of AASB 7. For government entities who have trade receivables, lease receivables[footnoteRef:4] and statutory receivables, and apply the simplified approach (as mandated in FRD 114C), the provision matrix used by them may need to be revised to reflect current conditions and estimates of future economic conditions with regard to the Covid-19 specific impact anticipated on the entity’s receivables.  [4:  Also refer to ‘Leases’ section below. ] 


When significant judgements and estimates have been made these should be disclosed, including changes in comparison to previous significant judgements and estimates [AASB 101&108].

Disclosures should include details of the information available at the time and demonstrate why the estimates and judgements management have used/made are reasonable and supportable. The uncertainty associated with the estimates and judgements should also be made clear, including sensitivity of these to change [AASB 101&108].

		AASB 7.31-38.



AASB 101.15,31,112(c),122&125.



AASB 108.39-40.



FRD 114C Financial instruments.







		Leases

Lessees

The AASB has granted lessees a practical expedient that allows a lessee not to assess whether rent concessions that occur as a direct consequence of Covid-19 and meet specific conditions are lease modifications. Instead, lessees are allowed to treat rent concessions as if they were not lease modification. 

Where a lessee uses this practical expedient a lessee should disclose, as required by AASB 2020-4 [AASB 2020-4.60A]:

· where it has applied the practical expedient for all rent concessions;

· if it has not applied it to all rent concessions received, information needs to be disclosed about the nature of the contracts to which the practical expedient has been applied; and

· the amount recognised in profit or loss for the reporting period to reflect changes in lease payments that arise from rent concessions and applying the practical expedient.

Lessees should also consider the disclosure objective of AASB 16 to provide information to users about the effect that leases have on the financial position, financial performance and cash flows of the lessee. The standard also requires additional qualitative and quantitative information to be disclosed to meet the disclosure objective as required. This includes information such as the nature of the lessee’s leasing activities and future cash outflows. Entities should consider whether additional disclosures are required to meet the disclosure objective of AASB 16 [AASB 16.51&59]. 

Lessors

No practical expedient has been granted to lessors for rent concessions granted and therefore the requirements of AASB 16 apply. If the effect of the rent concessions granted, changes the overall effect of the consideration for the lease, this meets the definition of a lease modification. 

Other considerations:

· lessors may need to consider whether the lease receivable is impaired where there is no rent concession agreement in place at 30 June and rent remains outstanding. In this case a provision for expected credit losses[footnoteRef:5] should be recognised against the lease receivable for any unpaid rent.   [5:  Refer to ‘Changes in expected credit losses for loans and other financial assets (AASB 9)’ section above.
] 


· lessees may need to consider whether the right-of-use asset is impaired.

This should be considered based on the rent concession provided and entity specific circumstances. 

		Lessees



AASB 2020-4.60A.

AASB 16.51&59.

AASB 101.15,31,112(c),122&125.

AASB 108.39-40.



Lessors

Finance lease modifications:

AASB 16.79-80&89-93. 

Operating lease modifications: 

AASB 16.87, 89-92&95-97.

AASB 108.39-40.



Guidance

https://cdn.ifrs.org/-/media/feature/supporting-implementation/ifrs-16/ifrs-16-rent-concession-educational-material.pdf?la=en



https://asic.gov.au/regulatory-resources/financial-reporting-and-audit/covid-19-implications-for-financial-reporting-and-audit-frequently-asked-questions-faqs/



		Government Grant

Entities may have received financial support from Government. This may include wage subsidies, fee waivers, loan forgiveness, rent concessions, tax benefits and/or cash payments. 

The AASB has issued guidance (refer to link) that considers the accounting standard requirements, depending on the type of entity and what support has been provided. The flowcharts will assist entities in working through the requirements. 

Generally, this type of support will fall within AASB 120 Accounting for Government Grants (for-profit) or AASB 1058 Income of Not-for-Profit Entities however other standards may be applicable. The attached guidance includes these. 

AASB 120 requires disclosure of [AASB 120.39]:

· the accounting policy adopted for government grants;

· the nature and extent of government grants; and 

· unfulfilled conditions and other contingencies that have been recognised (if relevant).

The disclosure objective of AASB 1058 is for an entity to disclose sufficient information to enable users to understand the effects of the transaction, where an entity acquires an asset for consideration that is significantly less than fair value principally to enable the entity to further its objectives [AASB 1058.23]. 

Entities should use judgement to determine the level of detail necessary to satisfy the disclosure objective and how much emphasis to place on the various requirements [AASB 1058.24].

Significant judgements, estimates and assumptions should also be disclosed as required by AASB 101 and AASB 108. 



		AASB 120.39.



AASB 1058.23-41.



AASB 101.15,31,112(c),122&125.



AASB 108.39-40.





Guidance



https://www.aasb.gov.au/admin/file/content102/c3/Staff_FAQs_Gov_Grants_07_20_1594699835648.pdf



		Going concern 

Entities are required to consider all available information specific to the entity about the future, which is at least, but is not limited to, twelve months from the end of the reporting period. 

Where there are material uncertainties about the entity’s ability to continue as a going concern, these uncertainties need to be disclosed. This may include details of how and when uncertainties may resolve and possibilities that may occur [AASB 101.25 & AASB 110.16]. 

Details of why it is still considered to be a going concern should also be included. Significant judgements and estimates should be disclosed.

Where significant judgements are made in determining that there are no material uncertainties, these should be disclosed [AASB 101].

		

AASB 110.14-16.

AASB 101.15,

25-26,31,112(c),122&125.

AASB 108.39-40.



Guidance

https://www.aasb.gov.au/admin/file/content102/c3/AASB-AUASB_TheImpactOfCOVID19_05-19.pdf







		Events after the reporting period (AASB 110)

This should be considered for all areas of the financial statements, including the areas outlined above.  

Adjusting event

Entities should consider whether there any events after the reporting period that confirms conditions that existed before 30 June 2020? E.g. 

· impairment of an asset or no impairment at year end. 

· confirmation of bankruptcy of a customer causing a receivable to be credit impaired.

If so, this should be treated as an adjusting event and financial statement figures should be adjusted accordingly. 

Disclosures should be updated to include the updated information. Entities should ensure that disclosure requirements of the relevant standard(s) are met, including AASB 101 (refer above for specific requirements). 

Non-adjusting event

If there is a material non-adjusting event, disclosure should include information about [AASB 110.21]:

· the nature of the event; and

· a quantitative estimate of its financial effect, which may include a range of estimates; or

· if a quantitative estimate is not possible, a qualitative description of the event and a statement that such an estimate cannot be made.

Information about significant judgements, estimates and uncertainty should be included as required by AASB 101, as required.



		Adjusting event

AASB 110.8-11; 19-20



Non-adjusting event

AASB 110.10-11; 21-22.



AASB 101.15,31,112(c),122&125.



AASB 108.39-40.











[bookmark: _Toc47437411]

Report of Operations

Entities should consider how the information presented in their Report of Operations should be tailored to ensure that the impact of Covid-19 is adequately reported and consistent with the disclosures in their financial statements. 
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