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Why iIs the AASB interested in ED 637 3

Strategy 1 « Current gap in Australian Accounting Standards for

. . social benefits
Develop prlnC|pIes » The AASB needs to conduct its own Social Benefits

based Aus-specific project
Standards

Strategy 3 * Influence IPSASB using conceptual input
Actively Influence * Opportunity to adopt IPSASB’s proposals or build on
IPSASB Standards them in developing Australian requirements

» Conducting outreach for both IPSASB and Australia
Strategy 4 at the same time

» Opportunity to understand views of IPSASB
Engage stakeholders jurisdictions and respondents for the AASB’s own
through collaboration project

V> Australian Government

#X“ Australian Accounting Standards Board © Australian Accounting Standards Board 2018




Socilal Benefits in Australia 4

Provisions, Contingent Liabilities and Contingent Assets

SEVIIEINIETIM - Para’s Aus26.1-Aus26.2

for Social » No updates to requirements since
Benefits pre-IFRS Standards

What IS _ * recognising a liability for the next
pETJoShallale BRI payment when eligibility criteria has

practice been met
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___________________________________________
ED 63 — Important Definitions 5

Social benefits are provided to:

a) Specific individuals and/or households who meet eligibility criteria ;
b) Mitigate the effect of social risks; and

c) Address the needs of society as a whole; but

d) Are notuniversally accessible services.

Social risks are events or circumstances that:

a) Relate to the characteristics of individuals and/or households — for
example, age, health, poverty or employment status; and

b) May adversely affect the welfare of individuals and/or households, either
by imposing additional demands on their resources or by reducing their
income.

Universally accessible services are those that are made available by a
government entity for all individuals and/or households to access, and where
eligibility criteria (if any) are not related to social risk.

) w F .
seff 9. Australian Government
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___________________________________________
ED 63 — Scope for IPSASB jurisdictions 6

i CMel e liehiER «Grants to other public sector entities;
. LR G EIEREE R grants to charities; disaster relief
[
235 | 4
S o
g 8 %) [T (ERST=Y (=50 | < Defense; street lighting
wn
5 8
Z 0 Universally *Universal education
il o o] ST [0 - Universal healthcare
. - State pensions; unemployment benefits;
[a]
0 8 Social Benefits income support

Scope of Social
Benefits in GFS

-Salaries; employee healthcare schemes;
employee pensions

Contracts for *Vehicle insurance; private medical
Insurance insurance

Other IPSAS or
IFRS

Contracts for Goods |
and Services

«Purchase of goods; payment for services

Source: IPSASB, Exposure Draft 63 Summary: Social Benefits, October 2017
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Australian examples 7

Out of Scope

» Crisis payment:
natural disaster

* Medicare (universally
accessible)

+ Centrelink — aged pension

» Carer’s pension Same crisis

payment scheme,
Pri d In SCOpe different reason
Secon:;g;r)églrjcation » Crisis payment.
e Superannuation . ol
(universally accessible) co-contribution Centrelink — Newstart refugee » Tertiary Education
« Commission housing * Lowincome

health card

* Youth allowance

* Employee benefits
e Law and order

(collective services)

+ Defence
(collective services)

- Australian Government

Australian Accounting Standards Board © Australian Accounting Standards Board 2018



Board discussion: SMC 1 and 2 8

Questions to the Board

1. Agree with the scope, specifically the
exclusion of universally accessible
services?

[universally accessible services are
addressed in the IPSASB non-exchange
expenses project.]

2. Agree with definitions of social benefit,
social risk and universally accessible
services in ED? (slide 3)

V. Australian Government

9% Australian Accounting Standards Board

Staff observed that some schemes
appear to be similar in nature whether
universally accessible or not. It may be
preferable to combine social benefits and
non-exchange expenses project. Do
Board members have any comments?

Staff observed that it was difficult
applying the definitions to a small sample
of the many Australian social benefits.
Do Board members have any comments
on the definitions?

© Australian Accounting Standards Board 2018



ED 63 Social Benefits

Proposed
approaches
(included as part of
draft Standard)

ED 63 sets out
three approaches
to accounting for

social benefits

alternate view

W " .
™ B Australian Government

X« Australian Accounting Standards Board

Insurance approach
(optional)

Obligating event
approach

Single recognition

point applicable to

all social benefits is
Inappropriate
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—___________________________
Approach 1 - Insurance approach 10

Entities would have an option
to apply AASB 17 Insurance
Contracts if a scheme is:

Managed as insurer
manages insurance
contracts

Intended to be fully
funded by contributions

© Australian Accounting Standards Board 2018



Approach 1 - Insurance approach 11

. IPSASB Insurance approach was
considered as part of AASB 17

amendments project

Board did not adopt IPSASB approach as:
- IPSASB definitions could be difficult to apply

- Funding criteria could result in economically similar
transactions being accounted for differently

- Conceptual Framework definition of a liability does
not depend on the way a liability is funded

o ke .
=MW Australian Government
4 NS
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Board discussion: SMC 3 12

Questions to the Board

(a) should the insurance approach be Staff consider that scheme’s that look

optional? and feel like insurance should use
insurance accounting. Does the Board
agree?

(b) criteria for determining whether Staff consider that the Board should

Insurance approach is available are respond consistent with reasons outlined

appropriate? in previous slide. Does the Board agree?

(c) is it appropriate that entities under Staff consider this to be appropriate.

this approach apply AASB 17 or Does the Board agree?

equivalent?

(d) additional disclosures Does the Board have any comments?

V. Australian Government

75 Australian Accounting Standards Board © Australian Accounting Standards Board 2017




.
Approach 2 — Obligating event approach 13

Sets out a single recognition point for all
social benefits

Recognition

5.9 Australian Government

e ( | NSes
P Resge9 S Australian Accounting Standards Board

Present obligation for an outflow of resources
Resulting from a past event

Can be measured in a way that achieves the
gualitative characteristics of financial reporting

Past event specified as the satisfaction of
all eligibility criteria for the next benefit,
which includes being alive.

/_%Being alive )

Para AG19 states that being alive is an eligibility
criterion, therefore a liability cannot extend beyond the
next assessment date. Some constituents are
concerned that this is inconsistent with concepts in
\_ other Standards. s




Approach 2 — Obligating event approach 14

Measurement

Disclosure

=4O Australian Government
g s

HX“ Australian Accounting Standards Board

Best estimate of costs incurred to fulfil
present obligation

Cannot extend beyond point at which
eligibility criteria are next required to be
satisfied

Characteristics of social benefit schemes

Explanation of amounts in the financial
statements

Explanation of future cash flows

Long-term sustainability of entity’s finance
encouraged

© Australian Accounting Standards Board 2018




Approach 3 — Alternate view 15

Three IPSASB members held the following alternate view to the obligating event approach:

Does not reflect the - Obligating events can occur at different points
=1ei0]al0] el [oRS Bl e} rz1a[el=Xo )l ° Depends how a scheme is designed
iR o 1R el al2)ilicl © The accounting should reflect this

Not in accordance with . . - -
the concentual * Will not achieve qualitative characteristics of
P relevance, faithful representation, understand-
framework ability or comparability.

Treats _being _a”\{e” CRRH - Do not believe there is a social benefit-specific
gIofolsallile [N AI(=I(-Wa[o] =W reason to treat “being alive” differently to other

measurement criteria transactions.

B Australian Government

3 S i**“a R & ) )
TAEGESS" Australian Accounting Standards Board © Australian Accounting Standards Board 2018




Bringing it all together — Liability measurement 16

Basic example:
Payment from government to beneficiary for medical expenses after car

accident
Beneficiary met eligibility criteria to receive $500 in monthly instalments of $100

Measurement of liability:

$500* $500
$100
Insurance: Liability for Obligating Event: Alternate view: Liability
for enforceable obligation

remaining coverage Liability for next payment

* For purposes of this simplified example, assume that the liability for remaining coverage
has been appropriately calculated in accordance with AASB 17

LA Australian Government
© Australian Accounting Standards Board 2018
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Obligating Event vs Alternative View 17

-
Asset for tax ﬁ;&
receivable? B g ey
g T

Social 2
o Future payments~

Liability

Sovereign power

Actuarial assumptions

AASB Conceptual Framework IPSASB Conceptual Framework

Present obligation?

Staying alive Long-term employee benefits

Constructive obligation

W i e . - -
EISFI., Avstralian Gowrnmi © Australian Accounting Standards Board 2018
. 95 Australian Accounting Standards Board




Board discussion: SMC 4 18

When does an old-age pension liability
arise?

next payment
(Fortnightly)

Between previous means test until next
(for example, monthly)

IPSASB Obligating Event Approach Since last payment until
and current approach in Australia

From first reaching eligibility (eg 65 years old) until expiry
(May require actuarial assumptions of when beneficiary might expire)

From Australian citizen being born until expiry
(As political necessity and community expectations make it nearly impossible to avoid)

" .
V> Australian Government

S Australian Accounting Standards Board © Australian Accounting Standards Board 2018




RS,
What others are thinking/doing 19

New Zealand

Insurance approach supported
Obligating event not consistent with conceptual framework
Being alive should not be a recognition criterion

Support alternative view from measurement perspective

Concerned that recognising large liabilities without corresponding asset does not meet
objectives of general purpose financial reporting

Definitions difficult to apply, create artificial boundary

HOTARAC comment letter

Agreed with the proposed obligating event approach

Concerned with recognising long-term liabilities due to faithful
representation, sovereign power, divergence in practice if left to judgement

Agreed with definitions, insurance approach

S5 Australian Government

% Australian Accounting Standards Board © Australian Accounting Standards Board 2018



Board discussion: Other SMCs 20

Questions to the Board

5. Asking for comments on obligating Does the Board have any comments?
event disclosure requirements.

6. Would long-term information on social Does the Board have any comments?
benefits be appropriately addressed in

IPSASB RPG 1 Reporting on Long Term

Sustainability of an Entity’s Finances?

M2  Australian Government

A Australian Accounting Standards Board © Australian Accounting Standards Board 2018
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