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PREFACE

Reasons for Issuing AASB->0OXthis Exposure Draft

The issue of AASB-1049-this Exposure Draft is part of the Australian
Accounting Standards Board’s (AASB’s) implementation of a Financial
Reporting Council (FRC) broad strategic direction:

“The Board should pursue as an urgent priority the harmonisation of
Government Finance Statistics (GFS) and Generally Accepted
Accounting Principles (GAAP) reporting. The objective should be to
achieve an Australian accounting standard for a single set of
Government reports which are auditable, comparable between
jurisdictions, and in which the outcome statements are directly
comparable with the relevant budget statements” (FRC Bulletin 2002/5
18 December 2002, as modified by FRC Bulletin 2003/1

11 April 2003).

The AASB decided-te-is implementing the FRC’s broad strategic direction by
in the-context-ofthree-two phases. The first phase relates to
financial reporting by the Australian Government and the State and Territory
governments and the sectors therein [General Government Sector (GGS),
Public Non-Financial Corporations (PNFC) sector and Public Financial
Corporations (PFC) sector]. The second phase relates to financial reporting
by entities within the GGS.
other-publicsector-entities:

WithinAs part 1 of phase 1, the AASB decided-that-developed a separate
Standard (AASB 1049 Financial Reporting of General Government Sectors

by Governments) sheuld-be-developed-that specifies requirements for
separate financial reporting by a government of its GGS, as defined in the

Australian Bureau of Statistics (ABS) Manual Australian System of
Government Finance Statistics: Concepts, Sources and Methods, available on

the ABS website (the ABS GFS I\/Ianual) IheAASBdeeu#ed#»at—pHeH{y

As part 2 of phase 1, the AASB decided that a separate Standard should be
developed that specifies GAAP/GFS harmonisation requirements for
financial reporting by a government of its whole of government,
incorporating the GGS, the PNFC sector and the PFC sector.

TFhis-Standard-doesThe proposals in this Exposure Draft do not have broader
implications beyond G&Swhole of government (incorporating the GGS, the
PNFC sector and the PFC sector) financial reporting. The Board will
consider in due course the extent to which its decisions on GGS and whole of
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government (incorporating the GGS, the PNFC sector and the PFC sector)

financial reportmg should be applled to th&mmmmngaspeet&ef—phase—l—,

the—PFG—seeter—asweH—a&phases 2-&9@!% comprlsmg flnanC|aI reportlng by
government departments, statutory bodles and other entities within the

GGSleeaLgevemments—uﬁwemnes—gevemme%buanessemerHse&and
other-publicsector-entities.

The Board decided that it is not necessary to consider GAAP/GFS
harmonisation issues for other public sector entities, including entities within
the PNFC sector and PFC sector, local governments and entities that GFS
classify as multi-jurisdictional such as universities.

Main Features of this StandardExposure Draft

Main Requirements

This Standard-requiresExposure Draft proposes:

(@) that a government be required to prepare a financial report for its
GGSwhole of government, which consolidates all controlled entities
on a line-by-line basis, in accordance with the requirements of this_

(b)

AASB XXX 7 PREFACE
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(€)

(f)
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that the requirements in other Australian Accounting Standards be
applied, wi A S

exceptions-unless otherwise specified;

that where Australian Accounting Standards allow for optional
treatments, only those treatments aligned with the ABS GFS Manual
be applied;

that where GFS information is included in the financial report because
it is required by this-the Standard to be developed from this Exposure
Draft or provided at the discretion of the government, only the
principles and rules in the ABS GFS Manual for determining that
information be applied;

that the GGS-financial statements te-include on their face information
that is required by other Australian Accounting Standards, together
with key fiscal aggregates, determined in a manner consistent with the
other amounts recognised on the face and, in addition:

(i)  the operating statement to-present, as well as the operating
result, the comprehensive result (comprising all non-owner
movements in equity — in contrast to the requirements in
AASB 101 Presentation of Financial Statements). Income and
expenses shal-should be classified between transactions and
other economic flows;

(if)  the cash flow statement to-present cash flows relating to
investing in financial assets for policy purposes and for liquidity
management purposes separately, determined in a manner
consistent with the ABS GFS Manual; and

(iii)  where specified key fiscal aggregates on the face of the financial
statements differ from the corresponding key fiscal aggregates
measured under the ABS GFS Manual, the ABS GFS Manual
measure te-be disclosed in the notes together with a
reconciliation of the two measures and an explanation of the
differences.

Ilustrative Example A includes an example of acceptable GGS
financial statements and a reconciliation note format;

AASB XXX 8 PREFACE
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(g) that specified disclosures-te be included in the summary of significant
accounting policies note and other explanatory notes to the financial
statements;

(h) disclosure of a description of each broad function of the GGS
government as specified in the ABS GFS Manual, and the assets and
expenses (excluding losses) included in operating result, that are
reliably attributable to those functions. This information is to be
aggregated,;

(ha) disclosure of a description of each sector (the GGS, PNFC sector and
PFC sector) as defined in the ABS GFS Manual. The financial
statements and GAAP/GFS reconciliation notes for each sector that are
consistent with the government’s financial statements and
reconciliation notes should also be disclosed. This sector information
should be determined before elimination of intersector balances;

(hb) that where a government chooses to provide information about
additional sectors, such as the total non-financial public sector
(comprising the GGS and PNFC sector), this should be presented on a
comparable basis; and

(i)  the inclusion of the-original budgeted financial statements_that were
presented to Parliament for the government, restated if necessary to

align with the basis of the financial statements prepared in accordance
with this Standard. It also reguires-proposes disclosure of explanations
of major variances between amounts in the original-6GS budget
financial statements and actual amounts.;-and

)

As a result of potential amendments to the requirements in Australian
Accounting Standards and the ABS GFS Manual or the interpretation of

AASB XXX 9 PREFACE
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those requirements, differences between GAAP and GFS not contemplated in

i the Standard to be developed from this Exposure Draft may
eventuate. Unless the Board considers a potential difference and amends this
the Standard or another Australian Accounting Standard to avoid the
difference, a difference is-should be included in the reconciliations and/or
explanations of differences required by paragraphs 42(a)(ii) and 51A(b)(ii) of
the Standard. As issues emerge in the future, the Board will have regard to
the implications for GGS-whole of government financial reportsing in
deciding whether to amend this-the Standard or another Standard to either
avoid or confirm the existence of a difference.

GFS and its Relationship to GAAP GGS-Financial
Reporting

For GFS financial reporting purposes a government is regarded as comprising
three sectors: the GGS, the PNFC sector and the PFC sector. Given its non-
market nature and its important role as the vehicle by which a government
implements its fiscal policy, it is useful to distinguish the GGS from the
other, more market-oriented, government sectors. The GGS consists of all
government units and non-profit institutions controlled and mainly financed
by government. Government units are legal entities established by political
processes that have legislative, judicial, or executive authority over other
units and which provide goods and services to the community or to
individuals on a non-market basis; and redistribute income and wealth by
means of taxes and other compulsory transfers. Non-profit institutions are
created for the purpose of producing or distributing goods and services but
are not permitted to be a source of income, profit or other financial gain for
the government. The PNFC sector and PFC sector comprise government
controlled entities that produce goods and services for the market and may be
a source of profit or other financial gain to the government. They typically
transact with outside consumers, frequently at arm’s length in contestable
markets. ;

GFS provides statistics for the assessment of particularhyfocuses-en-the
macro-economic impact of the-a government and each of the government’s
sectorsGGS-and-fiscalpolicy-decisions. Chapter 2 of the ABS GFS Manual
identifies a number of core analytical measures for-fiscal-pelicy-that this
Standard-reguires-Exposure Draft proposes to be disclosed in the GGS
financial report for the whole of government and each sector. They include:

(@ GFS net operating balance, which equals GFS revenue minus GFS
expenses. GFS revenue and GFS expenses only arise from
transactions, defined as interactions between two units by mutual
agreement or actions within a unit that are analytically useful to treat as
transactions. GFS distinguishes transactions from other economic

AASB XXX 10 PREFACE
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flows, defined as changes in the volume or value of an asset or liability
that do not result from transactions;

(b)  GFS net lending/(borrowing), which equals the GFS net operating
balance minus the net acquisition of GFS non-financial assets. It also
equals transactions in GFS financial assets minus transactions in GFS
liabilities;

(c) GFS net worth, which equals GFS assets minus GFS liabilities_(which
includes issued shares and other contributed capital corporations); and

(d) GFS cash surplus/(deficit), which equals GFS net cash flows from
operating activities minus the net cash outflow from acquisitions and
disposals of GFS non-financial assets and GFS assets acquired under
finance leases and similar arrangements.

Although accrual accounting principles are applied under GFS for a
government and each of the government’s sectorsthe- GGS, some of the
definition, recognition, measurement, classification and presentation
principles and rules differ from GAAP. This ifies-Exposure
Draft proposes the manner in which the differences between GAAP and GFS
shall-should be treated. In limited cases, the Standard-specifies-Exposure
Draft proposes GAAP that better aligns with GFS. In other cases, it proposes
to requires or allows GFS information to be presented in addition to GAAP
information, together with reconciliations between the two frameworks and
explanations of the differences.

Request for Comments

Comments are invited on any of the proposals in the Exposure Draft by X
XXXXXXXX 2007. The AASB would prefer that respondents express a
clear overall opinion on whether the proposals, as a whole, are supported and
that this opinion be supplemented by detailed comments, whether supportive
or critical, on the major issues. The AASB regards both critical and
supportive comments as essential to a balanced review of the issues and will
consider all submissions, whether they address all issues in this Exposure
Draft or only one issue.

Specific Matters for Comment

Staff note: Specific matters for comment will be developed after further
progress is made on the project. The following lists some broad issues that
staff expect at this stage would warrant specific identification.

The AASB would particularly value comments on:

AASB XXX 11 PREFACE




FOR CONSIDERATION BY THE AASB AT ITS 14-15 MARCH 2007
MEETING, AGENDA PAPER 11.5

(b)  Treatment of transactions with owners and movements in reserves ...
on face of operating statement, in a separate statement or in notes

(c) _ Sector information — is it needed in whole of government financial
reports. If so, should intersector investments be shown, and is it
appropriate that fewer notes than for GGS separate financial report
would be required

(d)  Budgetary information

(e) _ Transitional requirements

AASB XXX 12 PREFACE
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COMPARISON WITH INTERNATIONAL
PRONOUNCEMENTS

AASB XXX and International Public Sector
Accounting Standards (IPSASS)

The International Public Sector Accounting Standards (IPSASs) are issued by
the International Public Sector Accounting Standards Board (IPSASB).

At the date of issue, this Standard has no corresponding IPSAS relating
specifically to whole of government financial reports

However, many of the issues addressed In this Standard are
addressed in IPSASs. To the extent this Standard incorporates by cross-
reference other Australian Accounting Standards, those Standards provide a
comparison of this Standard with IPSASs. In some significant respects, this
Standard amends the requirements of other Australian Accounting Standards
for the purposes of GGS-whole of government financial reports and thereby
differs from the requwements in IPSASs. D|fferences relate to the

aeeeenﬁngieHmestmen%meem;eued—em%e&me#meeter%%net
consolidated-and-the-presentation of the financial statements, especially the
operatlng statement and notes Dmereneesels&FelateLte#reLreqenremen{eef

[IPSAS 22
Disclosure of Financial Information About the General Government Sector

specifies requirements where a government elects to disclose financial
information about the GGS in its whole of government financial reports. It
differs from AASB XXX in many significant respects. In particular, it
requires financial information about the GGS to be disclosed in conformity
with the accounting policies adopted for preparing and presenting the
consolidated financial statements of the government except only in respect of
the consolidation of entities within the PNFC sector and the PFC sector. It
does not accommodate GFS principles to the same extent as AASB XXX.
For example, it does not contemplate a comprehensive operating statement
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classifying items as transactions or other economic flows and presenting GFS
key fiscal aggregates on the face of the financial statements. Nor does it
require the separate presentation of PNFC sector and PFC sector information,
nor a reconciliation to GFS.

AASB 1049X XX and International Financial
Reportlng Standards (IFRSs)

There is no specific standard issued by the IASB dealing with financial
reporting-ef£GGSs-whole of government financial reportsby-geveraments:

Many of the issues addressed in this Standard are addressed in IASB
standards. To the extent this Standard incorporates by cross-reference other
Australian Accounting Standards, those Standards provide a comparison of
this Standard with IASB standards. In some significant respects, this
Standard amends the requirements of other Australian Accounting Standards
for the purposes of GGS-whole of government financial reports and thereby
differs from the requirements in IASB standards. Significant differences

relate to the specification-of-the-entities-to-be-consolidated,-and-the

sectorsthat-are-not-consolidated;and-the-presentation of the financial
statements, especially the operating statement, and notes.

AASB XXX 14 COMPARISON
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ACCOUNTING STANDARD AASB XXX1049
FINANCIAL REPORTING BY GOVERNMENTS
Objective

1. The objective of this Standard is to specify requirements for whole of
government financial reports of the-General-Government-Sector
{&GS)yofeach government. These requirements are in addition to
requirements for whele-ef government-financial-repertsseparate
financial reports of the General Government Sector (GGS) of each
government specified in AASB 1049 Financial Reporting of General
Government Sectors by Governments. In particular, this Standard
requires compliance with other Australian Accounting Standards
except as specified in this Standard, and disclosure of additional
information such as sector (GGS, Public Non-Financial Corporations
(PNFC) sector and Public Financial Corporations (PFC) sector)
information and reconciliations to key fiscal aggregates determined in
accordance with the ABS GFS Manual. FWhole of government
financial reports prepared in accordance with this Standard provide
users with information about the stewardship of each government in
relationto-its- GGS-and accountability for the resources entrusted to it;
information about the financial position, performance and cash flows
of each government’s-GGS and its sectors; and information that
facilitates assessments of the macro-economic impact of each
government’s-GGS and its sectors.

Application
2. This Standard applies to each government-in-relation-to-its-GGS.

3. This Standard applies to annual reporting periods beginning on or
after 1 July 2008.

4. This Standard may be applied to annual reporting periods
beginning before 1 July 2008.

5. The requirements specified in this Standard apply to the financial

report where information resulting from their application is
material in accordance with AASB 1031 Materiality.

GGS-Financial Report to be Prepared

6. A government shall prepare a financial report foritsGGS-in
accordance with the requirements of this Standard.

AASB XXX 15 STANDARD
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Compliance with Australian Accounting Standards

10.

11.

Unless otherwise specified in this Standard, the GGS-financial
report shall be prepared in a-manner-censistent-accordance with
other Australian Accounting Standards.

With limited significant exceptions, this Standard requires the
definition, recognition, measurement, classification, presentation and
disclosure requirements specified in other Australian Accounting
Standards to be adopted in the GGS-financial report. This Standard
only requires a different treatment from another Australian Accounting
Standard when the requirements of this Standard directly conflict with
the requirements of that other Standard. For example,:

mﬁaﬁgﬁ%&gﬁﬁwun. :

{b)}—in conflict with AASB 101 Presentation of Financial
Statements, paragraphs 24 and 29 prescribe an operating
statement that includes all recognised income and expenses on
its face and do not require a separate statement of changes in
equity.

AASB XXX 16 STANDARD
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12.  Paragraph-Ausl3.4-0f AASB-101 does-not-apphy-to-the GGS-financial

13.  In satisfying paragraph 10 of this Standard, where compliance
with the ABS GFS Manual would not conflict with Australian
Accounting Standards, the principles and rules in the ABS GFS
Manual shall be applied. In particular, certain Australian
Accounting Standards allow optional treatments within their
scope. Those optional treatments in Australian Accounting
Standards aligned with the principles or rules in the ABS GFS
Manual shall be applied.

14.  Examples of particular optional treatments in Australian Accounting
Standards that paragraph 13 of this Standard has the effect of limiting,
include:

(@ borrowing costs that may be expensed or capitalised under
AASB 123 Borrowing Costs. Because expensing all borrowing
costs is consistent with the ABS GFS Manual’s principles and
rules, paragraph 13 of this Standard has the effect of requiring
all borrowing costs to be expensed;

(b)  assets within the scopes of AASB 116 Property, Plant and
Equipment, AASB 138 Intangible Assets and AASB 140
Investment Property that may be measured at cost or at fair
value. For the purpose of GGS financial reports, those assets
that are assets under the ABS GFS Manual that are within the
scope of those Standards are required to be measured at fair
value because the ABS GFS Manual requires those assets to be
measured at market value.

However, the fair value options allowed under AASB 116,
AASB 138 and AASB 140 are not amended by paragraph 13 of
this Standard. If the fair value of an asset cannot be reliably
measured in accordance with an Australian Accounting Standard
that allows a choice between fair value and cost, then that asset
is to be measured at cost. Where historical cost is adopted
because fair value cannot be measured reliably, historical cost is

AASB XXX 17 STANDARD
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not characterised as fair value. Also, for example, the
requirement for the fair value of an intangible asset to be
determined by reference to an active market under AASB 138
continues to apply;

(c) certain financial instruments that may be measured at fair value
or on another basis under AASB 139 Financial Instruments:
Recognition and Measurement.

i i ~w\Where financial instruments meet the criteria
for measurement at fair value under AASB 139, they are
required to be measured at fair value where the ABS GFS
Manual requires market value as the measurement basis.

Although fair value measurement in the balance sheet may be
mandated through paragraph 13 of this Standard, the accounting
for changes in fair value in the operating statement is not
mandated by paragraph 13. Rather, changes in fair value are
classified in the operating statement in accordance with

AASB 139. AASB 139 anticipates certain financial assets being
classified as either:

(i)  “fair value through profit or loss’, with changes in fair
value included in operating result; or

(if)  ‘available-for-sale’, with changes in fair value included in
the other movements in equity section of the operating

statement-{as-illustrated-in-Hlustrative-Example-A); and

(d) actuarial gains and losses relating to defined benefit
superannuation plans that may be recognised in full through
operating result, recognised in full directly in accumulated
results, or partially deferred using a “corridor approach’ under
AASB 119 Employee Benefits. For the purpose of this Standard,
the option to partially defer using a ‘corridor approach’ is not
available because it Is not acceptable under the ABS GFS
Manual. The other two options are available.

However, the effect of paragraph 29 of this Standard is that the
full amount is recognised on the face of the GGS-operating
statement and included in either:

(i)  the calculation of operating result; or

(i)  the other movements in equity section of the operating
statement (as illustrated in Illustrative Example A).

AASB XXX 18 STANDARD
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15. Certain Australian Accounting Standards do not specify particular
rules for an item or an issue within their scope. An example is
AASB 101, which specifies only the minimum line items to be
presented on the face of the balance sheet and requires additional line
items, headings and subtotals to be presented on the face when such
presentation is relevant to an understanding of the entity’s financial
position. The ABS GFS Manual specifies principles and rules for the
presentation of a GGS-balance sheet prepared for GFS purposes. The
ABS GFS Manual principles and rules are required to be applied in the
presentation of the balance sheet to the extent that they do not conflict
with AASB 101.

16. Subject to paragraphs 42(a)(i) and 51A(b)(ii)A of this Standard,
where key fiscal aggregates are included in the financial report
either because they are required by this Standard or a government
elects to provide additional information, they shall be measured in
a manner that is consistent with amounts recognised on the face of
the financial statements.

17.  This Standard requires certain information that is relevant to an
assessment of the macro-economic impact of:

(@) -agovernment’s-GGS to be included on the face of the financial
statements (see paragraphs 27, 32 and 38); and

(b) agovernment’s sectors to be included in the sector note (see
paragraph 51A(b)(i)).

This Standard requires the information to be determined in a manner
consistent with other amounts recognised on the face of the financial
statements. Corresponding amounts, determined in accordance with
the ABS GFS Manual, are required to be disclosed in the notes where
they differ from the amounts presented on the face of the financial

statements (see paragraphs 42(a)(i)_and 51A(b)(ii)A).

18. A government may elect to disclose key fiscal aggregates or other
information in accordance with the ABS GFS Manual that are
additional to the requirements of this Standard. If a government elects
to make additional disclosures, they are made in a way that does not
detract from the information prescribed in this Standard. Examples of
additional disclosures that may be made voluntarily include the
classification of other economic flows consistent with Table 7.4 of the
ABS GFS Manual and additional key fiscal aggregates such as change
in net worth due to revaluations and change in net worth due to other
changes in the volume of assets. Consistent with the requirements in
paragraph 16 of this Standard, additional key fiscal aggregates are
measured in a manner consistent with recognised amounts. Consistent
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with paragraphs 42(a) and 51A(b)(ii) of this Standard, where they
differ, corresponding key fiscal aggregates measured in accordance
with the ABS GFS Manual are disclosed, together with a reconciliation
of the two measures of each key fiscal aggregate. Measures of key
fiscal aggregates that are not in accordance with this Standard or the
ABS GFS Manual are not disclosed as key fiscal aggregates.

Statements
19.

20.

21.

AASB XXX 20 STANDARD
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Components of a GGS-Financial Report
24.  The GGSfinancial report shall comprise:

(a) abalance sheet;

(b) an operating statement;

(c) acash flow statement; and

(d) notes, comprising a summary of significant accounting
policies and other explanatory notes.

A separate statement of changes in equity is not required.

25.  As specified in paragraph 29 of this Standard, the GGS-operating
statement prescribed in this Standard incorporates into a single
statement the information that would otherwise be required by
AASB 101 to be presented in two separate statements — the income
statement and the statement of changes in equity. Amounts of
transactions with owners as owners and movements in reserves are
disclosed in the notes rather than on the face of the operating
statement.

Balance Sheet
26.  The face of the balance sheet and notes thereto shall be presented

in a-manner-consistent-accordance with the requirements in
AASB 101.

AASB XXX 21 STANDARD



FOR CONSIDERATION BY THE AASB AT ITS 14-15 MARCH 2007

27.

28.

MEETING, AGENDA PAPER 11.5

Net worth shall be presented on the face of the balance sheet,
measured in a manner consistent with other amounts recognised
on the face of the balance sheet.

An example of an acceptable balance sheet format that is in accordance
with this Standard is provided in Illustrative Example A.

Operating Statement

29.

30.

31.

The operating statement shall include all items of income and
expense recognised in a period. The face of the operating
statement and notes thereto shall be presented in a+manner
coensistent-accordance with the requirements for the income
statement and statement of changes in equity in AASB 101.

All amounts relating to an item included in the determination of
comprehensive result (total change in net worth_before
transactions with owners as owners) shall be classified as
transactions or other economic flows in a manner that is consistent
with the principles in the ABS GFS Manual.

The following examples illustrate how the approach in paragraph 30
applies to particular items:

(@)

(b)  net profit/(loss) from associates potentially comprises two
components under GFS classification — dividends from
associates and the remainder. Accordingly, dividends are
classified as transactions and the remainder is classified as other
economic flows. Such dividends are not included in the line
item that includes dividends from entities other than associates;

(c) changes in the fair value of financial instruments measured at
fair value, that do not arise from undistributed interest or
dividends, are classified as other economic flows, irrespective of
whether the instruments are classified as ‘fair value through

profit or loss’ or ‘available-for-sale’-and-whether-or-netthey-are
b . I ties:

(d) actuarial gains and losses relating to defined benefit
superannuation plans are classified as other economic flows,
irrespective of whether they are included in the calculation of
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operating result or the other movements in equity section of the
operating statement;

(e) changes in the fair value of investment property potentially
comprises two components under GFS classification —
consumption of capital and price changes. Accordingly, the
consumption of capital is classified as transactions and the price
changes are classified as other economic flows. Although the
consumption of capital may be considered to be similar in nature
to depreciation, it is not included in the line item that includes
depreciation;

(f)  depreciation of defence weapons platforms is classified as a
transaction, by analogy with the GFS classification of
depreciation of other plant and equipment;

(g) doubtful debts are classified as other economic flows, by
analogy with the GFS classification of revaluation of other
assets; and

(h)  bad debts are classified as transactions to the extent they are
mutually agreed, otherwise they are classified as other economic
flows.

In some cases the approach in paragraph 30 facilitates the reduction of
differences between GAAP and GFS, particularly at the key fiscal
aggregate level. Illustrative Example A illustrates the classification
between transactions and other economic flows for some of the items
listed above and other possible circumstances where items recognised
in the operating statement do not have GFS equivalents.

The following shall be presented on the face of the operating
statement:

(a) net operating balance;

(b) total change in net worth before transactions with owners as
owners; and

(c) netlending/(borrowing) and its derivation from net operating
balance;

measured in a manner consistent with other amounts recognised
on the face of the operating statement.

Although AASB 101 requires certain income and expenses to be
included in the statement of changes in equity rather than the income
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statement, this Standard requires all recognised income and expenses
to be included in a single statement that presents the comprehensive
result (total change in net worth_before transactions with owners as
owners). At least the same level of information required in the income
statement and the statement of changes in equity relating to income and
expenses recognised for the period is required to be presented on the
face of the operating statement or in the notes, consistent with the
requirements in AASB 101. For example, in accordance consistent
with paragraph 96(d) of AASB 101, an entity presents on the face of
the operating statement, for each component of equity, the effects of
changes in accounting policies and corrections of errors recognised in
accordance with AASB 108 Accounting Policies, Changes in
Accounting Estimates and Errors.

As noted in paragraph 14(d), actuarial gains and losses relating to
defined benefit superannuation plans may be recognised in full either
through operating result or directly in other non-owner movements in
equity. If the latter option is adopted, eensistent-in accordance with
paragraph 93B of AASB 119, the opening and closing balances of
accumulated results and the changes during the period referred to in
paragraph 97(b) of AASB 101 are not included on the face of the
operating statement.

An example of an acceptable operating statement format that is in
accordance with this Standard is provided in Illustrative Example A.

Cash Flow Statement

36.

37.

38.

39.

The face of the cash flow statement and notes thereto shall be
presented in a+manner-consistent-accordance with the
requirements in AASB 107 Cash Flow Statements.

Cash flows relating to investing in financial assets for policy
purposes and for liquidity management purposes shall be
presented separately, determined in a manner consistent with the
ABS GFS Manual, on the face of the cash flow statement.

The face of the cash flow statement shall also include cash
surplus/(deficit) and its derivation, measured in a manner
consistent with other amounts recognised on the face of the cash
flow statement, without the deduction of the value of assets
acquired under finance leases and similar arrangements.

An example of an acceptable cash flow statement format that is in
accordance with this Standard is provided in Illustrative Example A.
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Summary of Significant Accounting Policies

40. In addition to the disclosures required by other Australian
Accounting Standards in the note containing the summary of
significant accounting policies, the following disclosures shall be
made prominently in that note:

(@)

(b)

(©)
(d)

(€)

a statement that the GGS-financial report is prepared in
accordance with this Standard;

a statement of the purpose for which the GGS-financial
report is prepared;

a description of the GGSgovernment; and

a reference to the ABS GFS Manual as being the basis for
GFS information that is included in the financial report.

Other Explanatory Notes

42. In addition to the disclosures required to be made in other
explanatory notes in accordance with other Australian Accounting
Standards, the following disclosures shall be made:

(@)

where the key fiscal aggregates measured in accordance with
the ABS GFS Manual differ from the key fiscal aggregates
provided pursuant to paragraph 16 of this Standard:
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(b)

(©)

(d)

(€)

(f)

(s))

MEETING, AGENDA PAPER 11.5

(i)  the key fiscal aggregates measured in accordance with
the ABS GFS Manual; and

(if)  areconciliation of the two measures of key fiscal
aggregates and an explanation of the differences.

Other measures of the key fiscal aggregates shall not be
included in the GGSfinancial report;

where the key fiscal aggregates measured in accordance with
the ABS GFS Manual do not differ from the key fiscal
aggregates provided pursuant to paragraph 16, a statement
of that fact;

information that corresponds to the information required to
be disclosed in the notes by AASB 101, irrespective of the
fact that, in relation to the operating statement, AASB 101
prescribes the preparation of two separate statements — an
income statement and a statement of changes in equity; and

explanations of key technical terms used in the financial
report.

In relation to the requirements in paragraph 42(a), differences in the
key fiscal aggregates determined under the ABS GFS Manual and
pursuant to paragraph 16 of this Standard arise from differences in
definition, recognition,-and measurement and certain classification
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requirements. Each difference gives rise to the need for disclosure of a
reconciliation and an explanation of the difference. Examples of such
differences include:

(@) doubtful debts — although the ABS GFS Manual recognises bad
debts written off, it does not recognise write-downs of accounts
receivable in relation to doubtful debts;

(b)  provisions recognised as liabilities — in the absence of a counter-
party recognising a related financial asset, the ABS GFS Manual
does not recognise a liability arising from a constructive
obligation;

(c) inventories — under the ABS GFS Manual, inventories are
measured at current prices, whereas under AASB 102
Inventories, depending on their nature, inventories are measured
at the lower of cost and net realisable value or at the lower of
cost and current replacement cost;-and

(d) investments in jointly controlled entities and associates — under
the ABS GFS Manual those assets are measured at current prices
where current prices exist whereas under AASB 127 the equity

method of accounting applies{see-paragraph-23-of this
Standard)-;

(e) ___minority interest in controlled entities — under the ABS GFS

Manual minority interest is classified as a liability and measured
at current prices whereas under AASB 127 minority interest is
assified as equity and is not remeasured; and

o

(f)__ outgoing dividends — under the ABS GFS Manual, outgoing
dividends are classified as an expense whereas under AASB 101
a dividend is treated as a distribution to owners.

Illustrative Example A illustrates some of these and other possible
circumstances where differences arise and the manner in which they
are reflected in reconciliation notes.

For the purpose of paragraph 42(a)(i), the ABS GFS Manual key fiscal

aggregate that corresponds to the requirement in paragraph 32(b) to
present ‘total change in net worth before transactions with owners as
owners’ is ‘total change in net worth’ (after transactions with owners
as owners). The reconciliation required to be disclosed by

paragraph 42(a)(ii) in relation to total change in net worth is therefore
from ‘total change in net worth before transactions with owners as
owners’ as presented in accordance with paragraph 32(b) to ‘total
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change in net worth’ measured in accordance with the ABS GFS
Manual.

Some differences between GAAP and GFS relate to differences in
classification requirements that —Fhey-do not cause a difference in
measurements of key fiscal aggregates and therefore do not need to be
included in the reconciliation notes. However, they do give rise to the
need for explanations of the differences to be disclosed in the financial
report. Examples of such differences include:

(@ AASB 132 Financial Instruments: Presentation classifies
certain prepaid expenses as a non-financial asset that the ABS
GFS Manual classifies as a financial asset;

(b) AASB 137 Provisions, Contingent Liabilities and Contingent
Assets may classify an amount within provisions that the ABS
GFS Manual classifies as accounts payable;

(c) paragraph 31(e) of this Standard notes that consumption of
capital of investment property is classified separately from
depreciation whereas the ABS GFS Manual classifies it as
depreciation; and

(d) AASB 107 classifies cash used to purchase defence weapons
platforms that are capitalised as cash flows from investing
activities that the ABS GFS Manual classifies as cash flows
from operating activities.

In relation to the requirement in paragraph 42(f), in the absence of a

46.

separate statement of changes in equity, information about transactions

with owners as owners and movements in reserves are disclosed in the
notes.

Key technical terms include:
(@) transactions;
(b)  other economic flows;

(c) net operating balance;
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(d) net lending/(borrowing);
(e) financial assets;

(H  non-financial assets;

() networth;

(h)  cash surplus/(deficit);
(i)  operating result;

(i)  comprehensive result (total change in net worth_before
transactions with owners as owners);

(k) total change in net worth; and

(kD)  net debt.

An example of the disclosures required by paragraph 42(g) is provided
in lllustrative Example A.

Paragraph 103 of AASB 101 requires additional information to be
provided in notes that is not presented on the face of the financial
statements but is relevant to an understanding of them. Consistent with
this, the components of aggregate numbers presented on the face of the
GGS-financial statements, including key fiscal aggregates, are
disclosed in the notes where relevant.

DisaggregatedFunctional Information

48.

49.

In respect of each broad function of the GGS-efa-government
identified in Table 2.6 “Government Purpose Classification: Major
Groups” of the ABS GFS Manual, the GGS-financial report shall
disclose by way of note:

() adescription of that function;

(b) the carrying amount of assets recognised in the balance sheet
that are reliably attributable to that function; and

(c) expenses, excluding losses, included in operating result for
the reporting period that are reliably attributable to that
function.

The information provided by way of note in accordance with
paragraph 48 shall be aggregated.
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Paragraph 48 requires disclosure of information about the recognised
assets and expenses (excluding losses) included in operating result of
the GGS-government that are reliably attributable to the broad
functions of the governmentGGS determined to at least the ABS GFS
Manual two-digit level of classification shown in Table 2.6.
Disclosure of this information assists users in identifying the resources
committed to particular functions of the G&S-government and the costs
of service delivery that are reliably attributable to those functions.
Functional classification of financial information, where it can be
determined reliably, will also assist users in assessing the significance
of financial or non-financial performance indicators reported by the

GGSgovernment.

AASB 114 Segment Reporting (AASB 8 Operating Segments)* does
not apply to GGSwhole of government financial reports. The bases
used in the ABS GFS Manual for identifying functions of a GGS
government do not necessarily accord with the criteria for identifying
segments contained in AASB 114 (AASB 8). However, preparers of
financial reports may find the guidance contained in AASB 114
(AASB 8) is useful in identifying the expenses (excluding losses)
included in operating result and assets that are reliably attributable to
each function of the GGSgovernment. An example of the disclosures
required by paragraph 48(b) and (c) in respect of each function of the
GGS-government is provided in Illustrative Example A.

Sector Information

51A. In respect of the GGS, PNFC sector and PFC sector as defined in

the ABS GFS Manual, the financial report shall disclose by way of
note:

(a) __adescription of each sector;

(b) _ for each sector:

(i) abalance sheet, operating statement and cash flow
statement that are consistent with the government’s
financial statements prepared in accordance with this
Standard;

(i) where the key fiscal aggregates measured in
accordance with the ABS GFES Manual differ from the
key fiscal aggregates determined in a manner
consistent with paragraph 16 of this Standard:

1

AASB 8 (February 2007) is operative on or after 1 January 2009, with early adoption

allowed. When applicable, AASB 8 supersedes AASB 114.
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A the key fiscal aggregates measured in accordance
with the ABS GFS Manual; and

B a reconciliation of the two measures of key fiscal
aggregates and an explanation of the differences.

Other measures of the key fiscal aggregates shall not
be included in the financial report;

(iii) where the key fiscal aggregates measured in
accordance with the ABS GFS Manual do not differ
from the key fiscal aggregates determined in a manner
con&sistent with paragraph 16, a statement of that fact;
an

(c) _areconciliation between the information disclosed for the
sectors and the corresponding information in the
government’s financial statements.

51B. Sector information prepared in accordance with paragraph 51A(b) is
determined before elimination of intersector balances. Accordingly,
for example, GGS investments in PNFC sector and PFC sector entities
are disclosed and measured at an amount consistent with the amount of
the PNFC sector and PFC sector entities’ net assets consolidated on a
line-by-line basis into the whole of government financial report.

51C. In relation to the requirements in paragraph 51A(b)(ii), differences in
the key fiscal aggregates determined under the ABS GFS Manual and
consistent with paragraph 16 of this Standard arise from differences in
definition, recognition, measurement and certain classification
requirements. Each difference gives rise to the need for disclosure of a
reconciliation and an explanation of the difference. Examples of such
differences for the PNFC sector and the PFC sector include those
identified in paragraph 43 of this Standard, as well as:

(a) _market value of ownership interest in PNFC sector and PFC
sector entities — under the ABS GFS Manual, the market value
of ownership interest in PNFC sector and PFC sector entities is
deducted in the determination of net worth of those sectors.
Accordingly, negative GFS net worth arises if the market value
exceeds recognised net assets. Under AASB 127, the market
value of ownership interest is not recognised;

(b)  minority interest in PNFC sector and PFC sector entities — under
the ABS GFS Manual, minority interest is classified as a liability
and remeasured whereas under AASB 127 minority interest is
classified as equity and is not remeasured;
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(c) _ outgoing dividends of PNFC sector and PFC sector entities —

under the ABS GFS Manual, a PNFC sector and PFC sector
treats an outgoing dividend as an expense, whereas under
AASB 101 a dividend is treated as a distribution to owners; and

(d)  deferred tax assets and deferred tax liabilities of PNFC sector
and PFC sector entities — in the absence of a counter-party
recognising a related liability or asset, the ABS GFS Manual
does not recognise deferred tax assets and deferred tax liabilities
that are recognised by PNFC sector and PFC sector entities in
accordance with AASB 112 Income Taxes.

For the purpose of paragraph 51(b)(ii)A, the ABS GFS Manual key

51E.

fiscal aggregate that corresponds to the requirement in

paragraph 51A(a) to present ‘total change in net worth before
transactions with owners as owners’ is ‘total change in net worth’
(after transactions with owners as owners). The reconciliation required
to be disclosed by paragraph 51(b)(ii)B in relation to total change in
net worth is therefore from ‘total change in net worth before
transactions with owners as owners’ as presented in accordance with
paragraph 51A(a) to ‘total change in net worth’ measured in
accordance with the ABS GFS Manual.

A government may choose to disclose sectors in addition to the GGS,

51F.

PNFC sector and PFC sector. For example, a government may
disclose information about the total non-financial public sector,
comprising the GGS and PFENC sector. Where that is the case, the
additional sectors are disclosed on a comparable basis to the
information disclosed for the GGS, PNFC sector and PFC sector.

The sector financial statements could be presented in a single schedule

that includes an adjustments column to facilitate reconciliation to the
government financial statements. Alternatively, the sector financial
statements may be presented in columns, with or without an
adjustments column, on the face of the government financial
statements.

Budgetary Information

52.

Where budgeted financial statements of the government are
presented to parliament, Fhe-GGS-the financial report shall
disclose for the period of the financial report,:

(@) theoriginal budgeted financial statementsferthe GGS,
presented on a basis that is consistent with the basis
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prescribed for the GGS-financial statements by this
Standard; and

(b) explanations of major variances between the actual amounts
presented on the face of the financial statements and
corresponding original GGS-budget amounts.

Comparative budgetary information in respect of the previous
period need not be disclosed.

The original budget is the first budget presented to parliament in
respect of the reporting period. Amendments made to the budget by
the executive are not reflected in the budgetary information that is
required to be disclosed under paragraph 52.

Any revised budget that is presented to parliament during the reporting
period may be disclosed in addition to the original budget.

For the purpose of this Standard, governments are required to report
financial information about their original GGS-budgets for the
reporting period_that are presented to parliament. This facilitates users
of financial reports (including taxpayers) making and evaluating
decisions about the allocation of scarce resources and for assessing the
discharge of a government’s accountability-fer-its-GGS. Budget
information is disclosed on the same basis, which includes in the same
format, for the same scope and with the same content, as the
accounting basis to facilitate a comparison of actuals against the
budget.

The face of the financial statements includes information about the
GGS-government determined in accordance with this Standard, being
that required by other Australian Accounting Standards, as modified by
this Standard. To the extent the first budget presented to parliament is
not consistent with the information in the financial statements, the
budget presented to parliament is restated for budget disclosure
purposes to align with the accounting basis specified in this Standard.
As the budget basis to be disclosed is consistent with the GGS
accounting basis, budget information at the government level may be
presented on the face of the financial statements.

The explanations of major variances required to be disclosed by
paragraph 52(b) are those relevant to an assessment of the discharge of
accountability and to an analysis of performance of government
funetions. They include high-level explanations of the causes of major
variances rather than merely the nature of the variances.
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Transitional Requirements
59.

60.

61.

62.

62A. The requirements relating to changes in accounting policies in
AASB 108 Accounting Policies, Changes in Accounting Estimates and
Errors apply to the first financial report prepared in accordance with
this Standard.
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APPENDIX A

DEFINED TERMS
This appendix is an integral part of the StandardAASB-Xo0

ABS GFS Manual The Australian Bureau of Statistics (ABS)
publication Australian System of Government
Finance Statistics: Concepts, Sources and
Methods as updated from time to time.

cash surplus/(deficit) Net cash flows from operating activities plus net
cash flows from acquisition and disposal of non-
financial assets less distributions paid less value
of assets acquired under finance leases and
similar arrangements. Defined in the ABS GFS
Manual (paragraph 2.124).

General Government Institutional sector comprising all government

Sector (GGS) units and non-profit institutions controlled and
mainly financed by government. Defined in the
ABS GFS Manual (Glossary, p. 256).

government The Australian Government, the Government of
the Australian Capital Territory, New South
Wales, the Northern Territory, Queensland, South
Australia, Tasmania, Victoria or Western
Australia.

government units Unique Kinds of legal entities established by
political processes which have legislative, judicial
or executive authority over other institutional
units within a given area and which: (i) provide
goods and services to the community and/or
individuals free of charge or at prices that are not
economically significant; and (ii) redistribute
income and wealth by means of taxes and other
compulsory transfers. Defined in the ABS GFS
Manual (Glossary, p. 257).

institutional unit An economic entity that is capable, in its own
right, of owning assets, incurring liabilities and
engaging in economic activities and in
transactions with other entities. Defined in the
ABS GFS Manual (Glossary, p. 257).
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key fiscal aggregates

net lending/(borrowing)

net operating balance

net worth

non-profit institution

AASB XXX

Referred to as analytical balances in the ABS
GFS Manual, are data identified in the ABS GFS
Manual as useful for macro-economic analysis
purposes, including assessing the impact of a
government’s-GGS and its sectors on the
economy. They are: opening net worth, net
operating balance i i

i , het
lending/(borrowing), change in net worth due to
revaluations, change in net worth due to other
changes in the volume of assets, total change in
net worth, closing net worth and cash
surplus/(deficit).

The financing requirement of government,
calculated as the net operating balance less the net
acquisition of non-financial assets. A positive
result reflects a net lending position and a
negative result reflects a net borrowing position.
Based on the definition in the ABS GFS Manual
(Glossary, p. 259).

This is calculated as income from transactions
minus expenses from transactions. Hds

transactions—Based on the definition in the ABS
GFS Manual (Glossary, p. 259).

Assets less liabilities and shares/contributed
capital. For the GGS, net worth is assets less
liabilities since shares and contributed capital is
zero. Itis an economic measure of wealth and
reflects the contribution of governments to the
wealth of Australia. Defined in the ABS GFS
Manual (Glossary, p. 259).

A legal or social entity that is created for the
purpose of producing or distributing goods and
services but is not permitted to be a source of
income, profit or other financial gain for the units
that establish, control or finance it. Defined in the
ABS GFS Manual (Glossary, p. 260).
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other economic flows

Public Financial
Corporations (PFC)
sector

Public Non-Financial
Corporations (PNFC)
sector

quasi-corporation

transactions

whole of government
financial report

AASB XXX

Changes in the volume or value of an asset or
liability that do not result from transactions (i.e.
revaluations and other changes in the volume of
assets). Defined in the ABS GFS Manual
(Glossary, p. 260).

Institutional sector comprising resident
government controlled corporations and quasi-
corporations mainly engaged in financial
intermediation or provision of auxiliary financial
services. Based on the definition in the ABS GFS
Manual (Glossary, p. 261).

Institutional sector comprising resident
government controlled corporations and quasi-
corporations mainly engaged in the production of
market goods and/or non-financial services.
Based on the definition in the ABS GFS Manual
(Glossary, p. 261).

An unincorporated enterprise that functions as if
it were a corporation, has the same relationship
with its owner as a corporation, and keeps a
separate set of accounts. Defined in the ABS
GFS Manual (Glossary, p. 261).

Interactions between two institutional units by
mutual agreement or actions within a unit that it is
analytically useful to treat as transactions.

Defined in the ABS GFS Manual (Glossary,

p. 263).

A financial report prepared by a government that
is prepared in accordance with other Australian
Accounting Standards, including AASB 127
Consolidated and Separate Financial Statements,
and thereby separately recognises assets,
liabilities, income, expenses and cash flows of all
entities under the control of the government on a
line-by-line basis.
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BASIS FOR CONCLUSIONS ON ED XXXAASB
1049

FINANCIAL REPORTING 6FGENERAL
GOVERNMENTSECTORS-BY GOVERNMENTS

Introduction

BC1 The Preface to this Standard-Exposure Draft outlines the broad
strategic direction issued to the Australian Accounting Standards
Board (AASB) by the Financial Reporting Council (FRC) that gave
rise to AASB-1049ED XXX Financial Reporting ef-General
Government-Sectors-hby Governments. This Basis for Conclusions
summarises the Board’s considerations in developing the
StandardExposure Draft. It focuses on the issues that the Board
considers to be of greatest significance j

Significant Issues

Adoption of AASB 1049 Principles for Government
Financial Reporting

BC2 The Board decided that the requirements for GAAP/GFS harmonised
whole of government financial reports, incorporating requirements for
information about the GGS, the PNFC sector and the PFC sector,
should be based on the principles in AASB 1049 Financial Reporting
of General Government Sectors by Governments. This reflects the
relationship between the GGS of a government, the other sectors of a
government and the whole of government and is a response to an
assessment of user needs.

BC3 The Board’s Basis for Conclusions that accompanies AASB 1049
provides the Board’s rationale for particular decisions in the GGS
context that equally apply in a whole of government (and PNFC sector
and PFC sector) context. This includes the rationale for requirements

relating to:

(a)  the adoption of GAAP principles and accommodation of GFS
principles (see paragraphs BC12-BC16 of AASB 1049);
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(b)  the limitation of GAAP options (see paragraphs BC17-BC19 of
AASB 1049);

(c) _ the adoption of ABS GFS (see paragraphs BC20-BC21 of
AASB 1049);

(d)  the presentation of key fiscal aggregates (see paragraphs BC22-
BC25 of AASB 1049);

(e)  the disclosure of disaggregated information on a functional basis
(see paragraph BC33-BC35 of AASB 1049); and

() the disclosure of budgetary information (see paragraphs BC36-
BC40 of AASB 1049, although see also paragraphs BC17-BC19
of this Basis for Conclusions).

BC4 Some of the issues that were addressed in a GGS context do not arise
in a government context. These include:

(a) __the preparation of GGS financial reports on a partial
consolidation basis (addressed in paragraphs BC2-BC7 of
AASB 1049, although see also paragraphs BC9-BC12 of this
Basis for Conclusions); and

(b)  the relationship between GGS financial reports and whole of
government financial reports (addressed in paragraphs BC8-
BC11 of AASB 1049).

BC5 Some issues addressed in a GGS context are not applicable in a
government context, because they are eliminated on consolidation.
However, they are applicable in a sector context and therefore
disclosure of sector information in whole of government financial
reports. These issues include accounting for GGS investments in
PNFC sector and PFC sector entities and investments in jointly
controlled entities and associates (addressed in paragraphs BC26-BC29
of AASB 1049). Because the issue is in the context of disclosure of
sector information within whole of government financial reports rather
than separate sector financial reporting, additional issues arise. These
are addressed in paragraphs BC15-BC16 of this Basis for Conclusions.

BC6 Some of the note disclosures required by AASB 1049 are specific to
the GGS and therefore their equivalents for the government are not
warranted. In particular, the following equivalent disclosures are not
warranted:

(a)  adescription of how the whole of government financial report
differs from the GGS financial report in terms of the treatment of
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the government’s investments in PNFC sector and PFC sector
entities;

(b)  where the whole of government financial report is presented
separately from the GGS financial report, a cross-reference to
the GGS financial report that has been prepared for the same
period and made available at the same time as the whole of
government financial report;

(c) __ alist of entities within the whole of government, and any
changes to that list that have occurred since the previous
reporting date and the reasons for those changes;

(d)  alist of significant investments in PNFC sector and PFC sector
entities, including:

(i) the name; and

(ii) _ proportion of ownership interest and, if different,
proportion of voting power held; and

(e)  the aggregate amount of dividends and distributions from PNFC
sector and PFC sector entities to the GGS and the aggregate
amount of the surplus or deficit of the PNFC sector and PFC
sector entities for the reporting period.

BC7 Other note disclosures are pertinent to the whole of government,
consistent with the rationale in paragraphs BC30-BC32 of
AASB 1049.

Development of a Separate Standard rather than
Incorporation into AASB 1049

BC8 The Board decided to develop a separate Standard specifying
GAAP/GFS harmonisation requirements for whole of government
financial reports, incorporating GGS, PNFC sector and PFC sector
information, rather than incorporate the requirements into AASB 1049.
This is on the basis that AASB 1049 was only recently issued and
should be allowed to be implemented before it is subject to review and
potential substantive amendment. Furthermore, the development of a
separate Standard acknowledges that GGS financial reports may be
presented separately from whole of government financial reports. A
separate Standard is consistent with a government possibly preparing a
whole of government financial report prior to making GGS financial
reports available. Development of a separate Standard also will
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facilitate the Board being able to produce a whole of government
GAAP/GFS harmonised Standard on a timely basis.

Consolidation of Controlled Entities

Consolidation of non-resident entities

BC9 Broadly, the controlled entities that are not consolidated within the
GGS would be consolidated under both GAAP and GFS in whole of
government financial reports, and therefore one of the more
controversial aspects dealt with in AASB 1049 does not arise in the
context of whole of government. However, a different kind of non-
consolidation issue conceivably arises. Under GAAP, irrespective of
residency, all controlled entities are consolidated. Under GFS,
controlled non-residents are not consolidated. For example, an off-
shore subsidiary of a PNFC sector entity or PFC sector entity is not
consolidated under GFS because it is not part of the Australian
economic territory. Instead GFS records the parent PNFC/PFC sector
entity as having an equity investment in the non-resident subsidiary
and deriving dividend income from it. The non-resident subsidiary is
an institutional unit in the economic territory of the other economy that
would be part of that other economy’s private sector. The Board notes
that Australian jurisdictions either do not have or have immaterial non-
resident subsidiaries and that the issue is expected to remain
immaterial in the future.

BC10 The Board decided that all controlled entities should be consolidated in
whole of government financial reports. If material, the GFS non-
consolidation of non-resident subsidiaries would be shown as a
reconciling difference. Given that the issue is not significant in
practice, the Board decided that it is not necessary for the Standard to
explicitly refer to the issue.

Consolidation of PNFC sector and PFC sector entities

BC11 The Board noted that under AASB 1049 the GGS must recognise its
investment in PNFC sector and PFC sector entities at fair value where
it is reliably measurable, and otherwise at the government’s
proportional share of the net asset value. If the whole of government
financial report were to consolidate PNFC sector and PFC sector
entities for which fair value is reliably measurable at fair value this
would result in the recognition of, among other things, internally
generated goodwill. The Board notes that no PNFC sector and PFC
sector entities in any Australian jurisdiction have traded shares and
therefore the principle in AASB 1049 would be expected to result in
the investments being measured at net assets, which is consistent with
GFS. The Board also noted that the principle in AASB 1049 does not
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limit reliable measurement of fair value to traded shares. However, in
practice it would be expected that fair value is only obtainable where
there are traded shares. Therefore, the question of consolidating PNFC
sector and PFC sector entities at fair value is not expected to arise in
practice.

BC12 The Board decided that although it is conceivable that AASB 1049

would require a GGS investment in a PNFC sector or PFC sector entity
to be recognised at fair value, it is not appropriate for government to
recognise internally generated goodwill. Accordingly, PNFC sector
and PFC sector entities should be consolidated at their net assets on a
line-by-line basis, determined in a manner consistent with the
GAAP/GFS harmonisation principles in AASB 1049. It is expected
that in practice the amount recognised under AASB 1049 would also
be net assets. Accordingly, the Board decided that it is not necessary
to explicitly address the fair value versus net assets issue in the
Standard.

Disclosure of Sector Information

PNFC Sector and

PEC Sector Information as Note Disclosure in Whole

of Government F

nancial Reports rather than as Separate Financial

Reports

BC13 The Board decided that the financial statements for the PNFC sector

and PFC sector (together with the financial statements for the GGS)
and reconciliations between GFS and GAAP measures of key fiscal
aggregates should be disclosed in the whole of government financial
report. The Board concluded that such information is sufficient to
satisfy user needs in a general purpose financial reporting context and
therefore it is not necessary to produce separate PNFC sector and PFC
sector financial reports. To facilitate a presentation format that
provides sufficient prominence to the various sectors relative to each
other and the whole of government, the Board decided that the sector
information could be provided in the form of a table comprising all
sectors, whole of government and an adjustments column or presented
on the face of the government’s financial statements.

BC14 The Board noted that a government may choose to disclose

information about additional sectors, such as the total non-financial
public sector (comprising the GGS and PNFC sector). The Board
decided that it is not necessary to prescribe the disclosure of additional
sectors as the GGS, PNFC sector and PFC sector comprise a
comprehensive disaggregation of the whole of government. However,
where a government elects to disclose information about additional
sectors, this should be made on a comparable basis. This ensures that
information contained in the financial report is consistent.
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GGS Investment in PNFC/PFEC Sector Entities

BC15 The Board addressed the guestion of whether the GGS information
disclosed in the whole of government financial report should be
consistent with the AASB 1049 information or the consolidated
amounts. It therefore considered whether GGS investments in PNFC
sector and PFC sector entities should be disclosed, and how they
should be measured (fair value or net assets). The Board noted that if a
GGS investment in PNFC sector and PFC sector entities were to be
measured at fair value in the whole of government financial report’s
sector note, there would be a disconnect between that amount and the
amount of net assets consolidated into the whole of government

financial report.

BC16 The Board decided that GGS investments in PNFC sector and PFC
sector entities should be disclosed in the sector information, and
measured at an amount consistent with the amount consolidated into
the whole of government financial report. It is therefore conceivable
that GGS information disclosed as sector information in the whole of
government financial report would differ from the GGS information
prepared in accordance with AASB 1049. The Board noted that this is
unlikely to arise in practice (see paragraph BC12).

Budgetary Information

BC17 The Board noted that typically governments budget on a GGS basis
rather than on a whole of government basis. One Australian
jurisdiction publishes budget estimates for the total public sector. The
Board also noted that AASB 1049 does not prescribe the preparation of
a budget. Accordingly, consistent with the principle in AASB 1049
that budgetary information is to be disclosed where a budget is
presented to parliament, the Board decided that governments should
not be required to disclose budgetary information on a whole of
government budget basis unless such a budget is presented to

arliament.

BC18 The Board also noted that, as part of the Uniform Presentation
Framework, typically Australian jurisdictions publish GGS budget
information together with budget information relating to the PNFC
sector (and the Non-Financial Public Sector, comprising the GGS and
PNFC sector) but not the PFC sector. One Australian jurisdiction
publishes budget information relating to all three sectors (and the total
public sector). The Board also noted that some arque that the
information relating to the PNFC sector and PFC sector should not be
characterised as ‘budgets’.
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BC19 The Board decided that because the PNFC sector and PFC sector are
not separate entities, a requirement to disclose budget information for
the PNFC sector and PFC sector in whole of government financial
reports would be onerous and of limited use to users even if that budget
information is presented to Parliament.

Transitional Requirements

BC20 The Board noted that jurisdictions adopted Australian-equivalents-to-
IFRSs for their whole of government financial reports for annual
reporting periods ending on 30 June 2006 and AASB 1049 requires the
date of transition of the GGS to be the date of transition used in the
whole of government financial reports. The Board also noted that all
jurisdictions intend deferring adopting AASB 1049 until a whole of
government harmonised Standard is in place. Accordingly, the Board
decided that it should not be necessary to provide transitional
requirements/guidance in a whole of government GAAP/GFS
harmonised Standard and that AASB 108 Accounting Policies,
Changes in Accounting Estimates and Errors should apply.
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ILLUSTRATIVE EXAMPLE A

This example accompanies, but is not part of, the StandardAASB-XOOX.

Illustration of an Acceptable Format and Content
of Financial Statements, Reconciliation Notes,
Explanations of Key Technical Terms, and
Disaggregated Information

This Appendix provides an illustration of an acceptable format for the
financial statements of a government-

that is consistent with the requirements of the Standard and the assumptions
made for the purpose of the illustration. It also illustrates an acceptable style
and format for reconciliation notes, explanations of key technical terms and
disaggregated financial information.

The style and format illustrated are not mandatory. Other styles and formats
may be equally appropriate so long as they meet the requirements of the
Standard.

To assist an understanding of the illustration, particularly in relation to
differences between GAAP and GFS, explanatory notes are provided
immediately following the illustrative reconciliation notes. They do not form
part of the illustrative financial statements or notes.

The illustration does not purport to identify all possible differences between
GAAP and GFS, nor to present on the face of the financial statements all the
line items as might be required by a different set of assumptions.
Additionally, it does not illustrate the disclosure of comparative period
information, and notes required by paragraphs 40,2 ard-42 (except the
relevant reconciliation notes and explanations of key technical terms) and
51A(a). It also does not illustrate the disclosure requirements of budgetary
information (paragraphs 52 to 58), nor all the disclosures required by other
Australian Accounting Standards.

The numbers used are based on assumptions made for illustrative purposes
only.

THE ILLUSTRATION IS YET TO BE DEVELOPED

Staff note: Illustrative Example A from AASB 1049 has been deleted rather
than presented as entirely struck through, to save paper.
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CONSEQUENTIAL AMENDMENTS TO

AASB 1049 FINANCIAL REPORTING OF

GENERAL GOVERNMENT SECTORS BY
GOVERNMENTS

Paragraph 40(d) of AASB 1049 is amended as follows:

40. In addition to the disclosures required by other Australian
Accounting Standards in the note containing the summary of
significant accounting policies, the following disclosures shall be
made prominently in that note:

(d) __adescription of how the GGS financial report differs from
the whole of government financial report in terms of the
treatment of the government’s investments in PNFC sector
and PFC sector entities;

The second last paragraph of Illustrative Example B of AASB 1049 is
deleted.
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