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Paper 4: A CONSTRAINING PRINCIPLE FOR SERVICE PERFORMANCE
REPORTING

Background and the purpose of this paper

1. At its September 2009 meeting, the AASB considered a number of threshold issues
relating to service performance reporting. Emerging from the discussion was the
question of whether there should be a constraining principle for the type of
information the Board might prescribe to be included in service performance reports
and, if so, what that principle should be. In that regard, minute item 7, second (e),

notes that the Board tentatively decided:
consideration should be given to identifying a constraining principle for the information the
AASB might decide should be included in service performance reports. The Board directed staff
to develop a draft paper on this issue for discussion at a future Board meeting. The paper should
include consideration of at least the following constraints:
0] information that explains amounts recognised in the financial statements; and
(i) information that is directly related to the principal, not-for-profit, objective of the entity.

This issue is closely related to the distinction between financial and non-financial
information, because one possible constraining principle would be to limit the
information the AASB might decide should be included in service performance
reports to financial information. In that regard, minute item 7, second (b), notes that

the Board tentatively decided:
service performance information might comprise both financial and non-financial information of a
quantitative or qualitative nature, including disaggregated/program financial information, which is
pertinent to the entity’s principal objective and assessment of service performance. What
constitutes non-financial information within a general purpose financial statements framework is
to be considered.

The purpose of this paper is to fulfil the Board’s directions as recorded in the above
extracts from the September 2009 minutes, after considering the relationship of those
directions to the Board’s Conceptual Framework project. Consistent with the Board’s
decisions, this paper does not attempt to specifically define service performance
reporting per se, rather it attempts to broadly articulate a principle that would identify
that part of service performance reports that should be the domain of the AASB.

2. Consistent with the Board’s decision at its 23-24 September 2009 meeting (minute
item 4.2), the definition of not-for-profit entity for the purpose of this paper is that

currently used in existing Australian Accounting Standards:
An entity whose principal objective is not the generation of profit. A not-for-profit entity can be a
single entity or a group of entities comprising the parent and each of the entities that it controls.
(see, for example, paragraph Aus6.1 of AASB 102)

3. An earlier version of this paper was provided to Project Advisory Panel members (a
list of members is provided in agenda paper 12.5) for comment. Some of the
comments received have been reflected in this version of the paper. In addition, the
appendix to this paper provides a collation of Panel members’ comments, particularly
on the ‘questions to the Board’ identified in the paper. The gquestions have not been
substantially amended since the earlier version.

Perspectives from New Zealand

4. In relation to the issues of identifying a constraining principle and distinguishing
between financial and non-financial information, as reported in agenda paper 9.1 of
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the AASB/FRSB joint October 2009 meeting, the FRSB’s Public Benefit Entities
(PBE) Working Group has formed the tentative view (noted under issue 2 of the
appendix in that agenda paper) that service performance reporting links financial and
non-financial information. Therefore, the Working Group concludes, the distinction
between financial and non-financial information is not critical in determining the
scope and/or applicability of the project. The Working Group does not identify what
non-financial information is. Issue 3 of the appendix goes on to note the Working
Group’s tentative view that non-financial reporting is just as important, if not more
important, than financial reporting for PBEs. The Working Group notes that some
non-financial information is already provided in the notes to the financial statements
of profit-oriented entities and there may be some financial information included in
service performance reports. Furthermore, issue 6 of the appendix notes the Working
Group’s tentative view that it is not necessary to develop a constraining principle on
the information to be included in service performance reports. The Working Group
comments that the fact a number of public sector service performance reports are
audited has the potential to act as a natural constraint on the type of information
included in such reports but should not be permitted to limit the provision of relevant
and reliable information.

The relationship of this paper to the Conceptual Framework project

5.

The project outline posted on the AASB website, which is based on the project
proposal considered by the Board at its July 2009 meeting, identifies the Conceptual
Framework project as a cross-cutting issue. There is a risk that consideration of the
issues identified in paragraph 1 above will impinge on issues more pertinent to the
Conceptual Framework project, such as issues relating to the scope of general purpose
financial statements or financial reporting. If this project were to address such
fundamental issues, progress on developing pronouncements specifically for service
performance reporting could be severely delayed. To help avoid that consequence,
this paper focuses on identifying a constraining principle for the scope of information
that the AASB might prescribe to be included in service performance reports rather
than the scope of general purpose financial statements or the scope of financial
reporting. Whether the information that the Board decides should be included in
service performance reports falls within the scope of general purpose financial
statements or financial reporting is a matter for the Conceptual Framework project.

A risk of proceeding on this basis is the Board could specify requirements for service
performance reports that the Conceptual Framework project might subsequently
conclude are not within the scope of general purpose financial reports or even
financial reporting.’ This kind of risk is not unique to this project — any project being
progressed prior to resolution of pertinent aspects of the Conceptual Framework faces
a similar risk. There is precedent for standard-setting Boards, including the AASB,
progressing standards-level projects in advance of developments in the Conceptual
Framework. However, it is relevant to note that the International Public Sector
Accounting Standards Board (IPSASB) has decided to not progress its Reporting of

Minute item 7, second (d), of the Board’s September 2009 meeting records that the Board tentatively
decided “in noting the concern of some that a significant amount of service performance information is
too subjective/qualitative to go into general purpose financial statements, consideration on whether
service performance information falls within or outside the general purpose financial statements should
be revisited when the project has been developed further.”
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Service Performance Information project until it has reviewed responses to the
IPSASB Conceptual Framework Consultation Paper, which includes the proposal that
service performance reporting falls within the scope of general purpose financial
reports. In particular, IPSASB’s preliminary view 5 (following paragraph 3.18)

states:
The scope of financial reporting encompasses the provision of financial and non-financial
information about:

e the reporting entity’s achievement of its service delivery objectives; and
e prospective financial and other information about the reporting entity’s future service delivery
activities and objectives, and the resources necessary to support those activities.

It also encompasses explanatory material about: (a) ... the achievement of its service delivery and
other objectives and the factors which are likely to influence its performance in the future; ...

7. Another consequence of proceeding to consider the scope of service performance
reports ahead of the Conceptual Framework work is that it arguably implicitly accepts
that the term ‘financial’ in the phrases ‘general purpose financial statements’ or
‘financial reporting’ does not necessarily preclude the Board from deciding that non-
financial information should be included in service performance reports. If this is
accepted, defining the distinction between financial and non-financial information
might be of limited use to the Board’s work on service performance reporting.
Despite this, paragraphs 14 to 21 below consider issues pertinent to distinguishing
between financial and non-financial information. Pragmatically, it would be useful
for the Board to develop some kind of principle for constraining the type of
information that it would consider prescribing to be included in service performance
reports, even if it is not based on the distinction between financial and non-financial
information, to provide a focus for the Board’s ongoing deliberations.

8. Tentative staff view: For the purpose of this paper (and this project), it is not necessary
for the Board to determine whether service performance reports are within the scope
of general purpose financial statements or even financial reporting. However, as the
project progresses, regard should be had to developments in the Conceptual
Framework project, including its consideration of the scope of financial reporting and
identification of the principal user of financial reports (including service performance
reports) in a not-for-profit private sector context. Indeed, the Board’s work on service
performance reporting might help in the Board’s development of the conceptual
framework for private sector not-for-profit entities This is arguably consistent with
the Board’s tentative decision, as noted in minute item 7, second (a), of the

September 2009 AASB meeting minutes, that the Board:
... has an interest in the form and content of service performance reports, irrespective of whether
service performance information falls within the scope of general purpose financial statements. In
that regard, the Board would be reluctant to take on a project that would not include a mandatory
element falling within general purpose financial statements

Regard should also be had to the IASB’s Management Commentary project because it
addresses issues that are similar to those relevant in a service performance reporting
context and might help ensure consistency with the Conceptual Framework.
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Question 1 for the Board:

Do you agree that the question of the scope of service performance reports and the
Board’s role in specifying requirements within that scope can and should be
addressed even though the Conceptual Framework project has not yet addressed the
broader questions of the scope of general purpose financial statements and financial
reporting?

9. The remainder of this paper presumes that the response to Question 1 for the Board is

< b

yes’.

Identifying a constraining principle

10.  Arguably, the phrase/descriptor ‘service performance reporting’ (the working title for
this part of the project) provides its own constraint — for example, with its focus on
service, it would appear to exclude performance on environmental matters or
employee relations. Furthermore, it would appear to explicitly relate to an entity’s
outputs and/or outcomes, and only implicitly relate to inputs. It is notable that the
descriptor adopted could be broader. For example, the US Governmental Accounting
Standards Board (GASB) adopts the descriptor ‘service efforts and accomplishments’
(SEA), which would appear to relate more explicitly to both inputs and outputs, and
perhaps outcomes. Therefore, although the descriptor provides some indication as to
content, it is useful to consider what constraining principle might underlie it.
Depending on the decisions the AASB makes in relation to this paper, consideration
of the specific nature of the information to be specified for inclusion in service
performance reports (whether at the level of inputs, outputs and/or outcomes) will be
the subject of a future paper. Such a paper could include consideration of whether the
Board should require service performance reports to include financial and service
related information detailing how funds raised have been utilised and what services
were provided from those funds.

11.  This section of the paper considers a range of ‘possible constraining principles’. It
presumes that it is appropriate for private sector not-for-profit entities to disclose
information relevant to assessing service performance, and for the Board to specify at
least some aspects of the disclosures. In particular, it considers the appropriateness of
the AASB limiting its deliberations on the content of service performance reports to:
(A) financial information about service performance not included elsewhere in the
general purpose financial statements. This paper considers alternative ways of
defining financial information [which may include (B)-(E) immediately below,
although for the purpose of this paper, as noted in paragraph 21, to avoid
repetition, (B)-(E) are discussed separately from the definition of financial
information];

(B) service performance information that relates to an entity’s principal financial
objective;

(C) service performance information that relates to an entity’s principal objectives
(irrespective of whether they are financial or non-financial);

(D) service performance information that can be used by a user as input for making
financial (economic resource allocation) decisions; and

(E) information that, after following a rigorous due process, the Board concludes
should be included in service performance reports.
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Some have suggested that a further possible constraining principle would be the
qualitative characteristics (understandability, relevance [including materiality],
reliability and comparability) specified in the Conceptual Framework. Related to
reliability, one particular suggestion is to limit a service performance report to
information where the quality of the information can be verified. However, for the
purpose of this paper, it is assumed that the Conceptual Framework underpins any
constraining principle that might be developed and therefore is not itself a
constraining principle. Another mooted constraining principle is one that ensures
users are not overwhelmed with information. Again, it is assumed that this principle
underpins any constraining principle that might be developed and therefore need not
be articulated.

Others suggest that more specific constraining principles could be identified. For
example, in Canada, paragraph 34 of CICA Statement of Recommended Practice
SORP-2 Public Performance Reporting states that a public performance report should
focus on “the few critical aspects of performance”; and in the US, the paragraph
between paragraphs 9 and 10 of GASB’s Proposed Suggested Guidelines for
Voluntary Reporting SEA Performance Information states that Service Efforts and
Accomplishments reports include “the major goals and objectives of the programs and
services being reported or what those programs or services are intended to
accomplish”. Another suggestion is to describe the constraining principle as “key
service performance information that impacts on the significant elements recognised
in the financial statements”. Whilst there might be merit in adopting such constraints
at a standards level, they are not regarded as suitable candidates for possible
constraining principles for the purpose of this paper. This is because they would pre-
empt a decision about the content of a service performance report from the
perspective of what the AASB should prescribe, without regard to the broader issues
addressed in this paper relating to:
e the relationship of service performance information to conventional financial
statements;
e the principal objective of private sector not-for-profit entities;
e user needs; and
e the process for determining the information that should be prescribed to be
included in service performance reports.

Possible constraining principle (A): Financial information, as defined, about service
performance

14.

The distinction between financial and non-financial information might be useful in
defining the scope of general purpose financial statements and/or financial reporting
to the extent, as alluded to in paragraph 7 above, the term ‘financial’ is used in both
those phrases to effectively define their scopes. However, as noted in paragraph 5
above, this is a Conceptual Framework issue that is beyond the scope of this paper.
Despite this, it is relevant to note that the IASB will consider the boundaries of
financial reporting in a later phase of its Conceptual Framework project.

Paragraph 13 of the current IASB Framework for the Preparation and Presentation of
Financial Statements states that ... financial statements ... do not necessarily provide
non-financial information”, which suggests that non-financial information is not
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precluded. What the IASB will say on this in its revised Framework will not be
known for some time.

The distinction between financial and non-financial information might also be
necessary in defining the scope of the Board’s role in relation to service performance
reports, if the Board decides that its focus should be on financial information about
service performance. This sub-section of the paper first considers possible ways of
defining financial information (and thereby defining its obverse — non-financial
information) and then considers whether the definition would be suitable as a
constraining principle for the information the Board might prescribe to be included in
service performance reports.

Before developing a principle-based definition of financial information, it is useful to
consider whether all the information currently prescribed by the Board to be included
in general purpose financial statements is financial information. This can be
facilitated by listing the types of information that could be characterised as financial
along a spectrum, as depicted in the following table using the example of information
required to be disclosed about financial assets under current Australian Accounting
Standards. From narrowest to broadest, financial information might be variously
restricted to:

(@) | $115m (ie a dollar amount)

(b) | Financial assets $115m (ie a dollar amount and its line-item description)

(c) | Financial assets $115m + notes providing disaggregated information

(d) | Financial assets $115m + notes providing disaggregated information + accounting policies (eg
basis of measurement)

(e) | Financial assets $115m + notes providing disaggregated information + accounting policies (eg
basis of measurement) + other information about the financial assets (eg nature and extent of
risks arising from financial instruments that is currently required to be disclosed by AASB 7
Financial Instruments: Disclosures)

Those who believe that the term ‘financial’ in the phrase ‘general purpose financial
statements’ limits the scope of those statements might argue that (e) provides an
appropriate definition of financial information. However, because any of the possible
definitions in (a) to (e) might effectively codify the status quo, it would be a static
definition that lacks a general principle. Also, arguably, such a definition would take
too narrow a view of information, focusing on packets of information, rather than
taking a top-down, entity-wide perspective.

To overcome these criticisms, the definition of financial information from a service
performance perspective could be expressed more generally as ‘financial information
is any information that is related to information intended to be conveyed in
conventional financial statements that could enable users to assess an entity’s service
performance’.

Arguments in favour of this constraint include that it:

@) is consistent with the Board’s traditional role. Some are concerned that if the
Board were to enter the ‘non-financial’ area, it would be beyond its current
expertise and require an investment of unlimited resources. (However, others
counter that if the focus were to be on efficiency indicators/principles,
concerns about the Board’s expertise might diminish); and
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(b) Is accommodated within the existing Conceptual Framework. To do otherwise
would be expecting too much of general purpose financial statements. That is
not to say that non-financial information is not important — rather it questions
whether it should be the province of the AASB or some other body (such as a
Charity Commission).

Arguments against this constraint include that it:

@) would result in the Board only focusing on information that is related to the
dollar amounts recognised in the conventional financial statements. For
example, it might be limited to segment type information, providing a
description of a not-for-profit entity’s charitable programs and the costs of
each program. This might not be sufficient to meet the needs of users;

(b) might be difficult to justify prescribing disclosure of even financial
information about the non-financial outputs or outcomes of the entity, even
though the term ‘service performance report’ suggests a report that provides
information that goes beyond such a constraint. (However, it is interesting to
note that this concern could be, at least to some extent, overcome if an entity
were to elect to disclose its expenses by output [as is explicitly allowed under
paragraph NZ 103 of NZ IAS 1 Presentation of Financial Statements],
because further disclosures about outputs in a service performance report
would be clearly related to those financial disclosures); and

(©) is too limited by the traditional meaning of ‘financial’, which is related to the
reporting of financial position, financial performance and cash flows.
Therefore, the traditional meaning is too deeply engrained to permit that its
interpretation be expanded to encapsulate other information content intended
to be disclosed under the purview of service performance reporting
information.

Although financial information could be defined more broadly than the definition
suggested in paragraph 18 above, for example as (B), (C), (D) or (E) in paragraph 11,
the following discusses each of (B) to (E) in paragraph 11 as a ‘possible constraining
principle’ rather than their suitability as a definition of financial information. This
avoids duplication of the discussion that would occur if (B) to (E) in paragraph 11
were to be discussed in terms of both possible definitions of financial information and
as possible constraining principles. Once the substantive technical issue of a
constraining principle is resolved, it is then a semantic question of whether it is
appropriate to refer to it in terms of the dichotomy between financial and non-
financial information.

Possible constraining principle (B): Service performance information that relates to an
entity’s principal financial objective

22.

Arguments in favour of this constraint include that it:

(@) is consistent with the financial nature of the Board’s traditional role;

(b) is more likely to result in a range of information that would satisfy a greater range
of user needs than possible constraining principle (A);

(c) is consistent with transaction neutral principles, because it is equivalent to the for-
profit entity focus on profit, which is a financial objective that is the focus of
general purpose financial statements of for-profit entities;
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enhances comparability among not-for-profit entities, to the extent the principal
financial objective of diverse not-for-profit entities is common (for example,
among charities, a common financial objective might be the maximisation of net
fund-raising revenue, to enable entities to maximise their charitable work); and

Is consistent with the view that information about the financial aspects of a not-
for-profit entity is of key interest to users, and of greater interest than information
about non-financial aspects. As noted in paper 3 of this project ‘Threshold issues
pertinent to service performance reporting by private sector not-for-profit entities’
(considered by the Board at its September 2009 meeting), unless the financial
aspects of a not-for-profit entity are managed properly, the entity is unlikely to be
able to continue to operate. (However, a retort to this argument is that it is more
accurate to state that unless a not-for-profit entity can show that it is achieving the
non-financial objectives for which it was established, the entity would not be
expected to attract funding to enable its continued existence.)

Arguments against this constraint include that it:

(@)

(b)
(©)

IS too narrow, because it is reasonable to presume that users would also want
information about the non-financial objectives of a not-for-profit entity. The
essential difference between a for-profit entity and a not-for-profit entity is that a
not-for-profit entity has a principal objective other than profit. Although its
objectives will include financial objectives, it is likely that its principal objectives
are non-financial;

is not consistent with the substance implied by the phrase ‘service performance’,
which includes non-financial aspects; and

information about financial objectives can be better conveyed through the
presentation of conventional financial statements rather than through service
performance reports. The presentation of the conventional financial statements
needs to be considered in addition to issues relating to service performance
reports, to help ensure the conventional financial statements convey information
in a way that facilitates better communication of information about financial
objectives other than profit.

Possible constraining principle (C): Service performance information that relates to an
entity’s principal objectives (irrespective of whether they are financial or non-financial)

24,

Arguments in favour of this constraint include that it:

(a)
(b)

(©)
(d)

is more likely to satisfy a wider range of user needs than possible constraining
principles (A) and (B);

adds rigour to the application of the definition of not-for-profit entity, because an
entity would be required to identify its principal objectives, rather than merely
state that the principal objective is not the generation of profit;

is more consistent with the underlying notion of service performance, as implied
by the descriptor ‘service performance report’;

could be implemented in a way that would not require the AASB to prescribe
requirements that are beyond its expertise. For example, the Board could specify
the principles upon which an entity determines what non-financial service
delivery (outputs and/or outcomes) it should disclose in a service performance
report, without specifying what those outputs and/or outcomes should be for a
particular entity (eg whether the output is expressed in quantitative or qualitative
terms, or a combination of the two, such as the number of nutritious meals served
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to the homeless). The Board could then prescribe the financial information to be
disclosed about that non-financial information entities choose to disclose within
the principles set by the Board;

is consistent with the view that non-financial objectives have financial
consequences, and reporting only on the financial consequences does not provide
sufficient information upon which to assess the performance of an entity. A user
could use the information about the entity’s pursuit/achievement of its principal
non-financial objectives to help decide their relationship with the entity. In
contrast, in a for-profit context, it is reasonable to conclude that the principle
objective is for-profit, which readily lends itself to financial information
conveyed in the conventional financial statements supplemented by disclosures;
and

it provides a rationale for dealing with service performance reporting by not-for-
profit entities separately from such reporting by for-profit entities.

Arguments against this constraint include that it:

(a)
(b)

(©)

(d)

goes beyond the financial nature of the Board’s traditional role;

is dependent on a clear identification of an entity’s principal objectives. In
applying the definition of not-for-profit entity, it is not currently necessary to
specifically identify those objectives — it is sufficient to merely determine that the
principal objective is not the generation of profit. It might be difficult for a not-
for-profit entity to identify its principal objectives, except at a very high level at
which point they are so general that they are not meaningful,

might not provide comparable information across entities, given the potentially
diverse non-financial objectives of not-for-profit entities. (However,
comparability overtime and with targets/budgets would be provided); and

results in the inclusion of information in a service performance report that is
likely to be already reflected in the budget or strategic plan of an entity, and
therefore it is unnecessary for it to be repeated in the service performance report.
(Arguably, this criticism is related to the question of the level of detail that should
be included in service performance reports. The criticism could be addressed by
allowing the service performance report to incorporate by cross-reference
information that is located elsewhere, to avoid duplication.)

Possible constraining principle (D): Service performance information that can be used by a
user as input for making financial (economic resource allocation) decisions

26.

Arguments in favour of this constraint include that it:

(a)

is focused on user needs rather than the entity’s objectives (although the two
would be expected to be interrelated). Consistent with paragraph 24(e) above,
this possible constraining principle would lead to a user being provided with
information about the entity’s pursuit/achievement of its principal non-financial
objectives to help the user decide their relationship with the entity;

The minutes of the Board’s September 2009 meeting record that “The Board also considered the range
of entities that might be affected by this project and decided to: (a) formally consider the project in the
light of its Process for Modifying IFRSs for PBE/NFP, before determining whether the project should
have implications for for-profit entities. In the meantime, the focus will continue to be not-for-profit
entities ...” (see minute item 7, fourth (a)). As noted in paragraph 27(d) of this paper, agenda

paper 12.3 of this meeting provides a paper written in response to this Board decision.
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is related to the financial nature of the Board’s traditional role (from a user
perspective rather than from an entity perspective);

enhances comparability among entities, to the extent users of the information that
would be included within such a constraint have similar needs;

is similar to possible constraining principle (C), but expressed as a higher level
principle;

like constraint (C), can be implemented in a way that would not require the
AASB to prescribe requirements beyond its expertise. Within the constraint, the
Board could specify the principles upon which an entity determines what non-
financial service delivery (outputs and/or outcomes) it should disclose in a service
performance report, without specifying what those outputs and/or outcomes
should be for a particular entity. The Board could then prescribe the financial
information to be disclosed about that non-financial information entities choose to
disclose within the principles set by the Board; and

is consistent with the view that information on what an entity has achieved in
terms of service performance could influence users’ decisions on the financial
information.

Arguments against this constraint include that it:

(@)

(b)

(©)
(d)

(€)

is akin to the objective of financial reports, which is the subject of the Conceptual
Framework project, and therefore is not sufficiently focused as a standards-level
constraining principle;

does not provide an effective constraint, because conceivably any information
(for example, information that is not service performance information) about an
entity could influence a user’s financial decisions;

would require the Board to address issues that are beyond its traditional
financially-focused role, unless the argument in paragraph 26(e) is accepted;

does not enable a distinction to be drawn between for-profit and not-for-profit
service performance reports, which would be inconsistent with our understanding
of the Board’s intention that this project only address service performance
reporting issues from a not-for-profit perspective (see agenda paper 12.3
“Applying the AASB/FRSB Process for Modifying IFRSs for PBE/NFP to
Service Performance Reporting by Private Sector Not-for-profit Entities”). There
are users in a for-profit environment who would presumably want non-financial
information about service performance (eg ‘ethical investors’); and

might cause the Board to consider explicitly identifying who the principal users
of service performance reports of private sector not-for-profit entities are, which
would pre-empt the work on the Conceptual Framework project (see paragraphs 5
to 8 above).

Possible constraining principle (E): Information that, after following a rigorous due
process, the Board concludes should be included in service performance reports

28.

Arguments in favour of this constraint include that it:

(a)

is consistent with allowing the scope of service performance reports to evolve in
response to user needs having regard to cost/benefit considerations and the
competencies of preparers and standard setters — effectively the rigours of the due
process provide a self-checking mechanism to provide the constraint; and

(b) effectively avoids the need to explicitly define the scope of service performance

reports and the Board’s role in relation to that scope.
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Arguments against this constraint include that it:

(@) does not provide the Board with a practical constraint that can be used without
going through the costly exercise of the due process;

(b) puts pressure on the Board’s agenda setting process to ensure vested interests do
not skew the type of information that would be included in service performance
reports;

(c) might make it difficult to rationalise why not-for-profit entities should be subject
to service performance reporting requirements while for-profit entities are not;
and

(d) differs in nature from all the other possible constraining principles because it is
focused on a process for determining the content of service performance reports
rather than providing the Board with an objective test for assessing the content of
such reports.

Conclusion — Tentative staff view

30.

31.

32.

Constraints (A) and (E) are not sufficiently principles-based to satisfy the Board’s
need for a constraining principle. Aspects of the various other constraints (B) to (D)
are not mutually exclusive. For example, constraint (C) might be indistinguishable
from (D), except for a lack of explicit user focus. Even constraint (B) could be seen
as a re-expression of (D) — for example a principal financial objective of a not-for-
profit entity might be to produce the greatest quantity of low cost housing with the
available financial resources, which is not very different from the way the non-
financial objective might be expressed: to produce the greatest quantity of low cost
housing.

However, we are concerned that constraint (B) would be too focused on the financial
aspects of an entity, potentially at the expense of meeting user needs. In concept,
there are merits in possible constraint (D). However, it does not provide a practical
way for the Board to focus on not-for-profit entities, because it could equally apply to
for-profit entities. Therefore, on balance, project staff favour possible constraining
principle (C) — it provides a practical basis for the Board, having regard to the Board’s
expertise, to consider candidates for inclusion in service performance reports by
private sector not-for-profit entities and is consistent with user needs. It is also
consistent with a view that a not-for-profit entity should have a clear understanding of
its principal objectives. Furthermore, it would help an entity fulfil its accountability
obligations whereby programs related to the principal objectives, and funding and
expenditure for those programs, are transparent and fully disclosed. In addition it
would help potential donors and benefactors assess whether funds sought would be
properly accounted for in the achievement of the entities’ objectives.

In applying constraint (C), an entity should not be constrained from disclosing
information about its service performance. Therefore, non-financial information,
however defined, should not be precluded from service performance reports. Indeed,
it is not necessary to define a distinction between financial and non-financial
information for the purpose of agreecing the Board’s role in specifying service
performance reporting requirements. Consistent with this view, the AASB could
prescribe:
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(@) the principles that should be followed by an entity in identifying the non-financial
service performance information to be disclosed; and

(b) the financial information to be disclosed about the entity’s non-financial service
performance.

To illustrate, an entity might articulate a principal non-financial objective as: to
provide low cost housing to the poor. It would therefore be relevant to include in a
service performance report information to enable users to assess the entity’s
performance against that objective. The outputs achieved might be that 450 families
(or whatever non-financial metric best reflects the entity’s non-financial performance)
were housed during a given year, at a cost of $xxx (being the related financial
information) enabling an assessment of the cost per family.

If constraint (C) is adopted in the manner envisaged in paragraph 32 above,
consideration should be given to supplementing any resulting pronouncements issued
by the Board with illustrative disclosures. Whether it is possible to develop a single
principle suitable for all not-for-profit private sector entities or whether there is a need
to stratify different types of not-for-profit private sector entities will be the subject of
a future paper.

In developing requirements for not-for-profit private sector entities’ service
performance reporting, regard should also be had to the service performance
reporting-like requirements already imposed on private sector not-for-profit entities,
to help ensure that the Board’s work improves the overall quality of information
provided to users of financial reports. It is possible that the Board’s work could
develop reporting principles that could be adopted by other regulators, thus reducing
the current or potential level of duplication of reporting.

Question 2 for the Board:

Do you think it is necessary for the Board to identify a constraining principle for
service performance reporting?

If so, which of the following possible constraining principles do you think has the

greatest potential to assist the Board in progressing this project:

(A) Financial information, defined as any information that is related to information
intended to be conveyed in the conventional financial statements, related to
service performance;

(B) Service performance information that relates to an entity’s principal financial
objective;

(C) Service performance information that relates to an entity’s principal objectives;

(D) Information that can be used by users as input for making financial decisions; or

(E) Information that, after following a rigorous due process, the Board concludes
should be included in service performance reports.

Is there another constraining principle that you think would be better than any of the
above?
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Question 3 for the Board:

If constraint (C) or (D) is adopted, should the Board prescribe the type of non-
financial information to be disclosed?

If yes, should the Board prescribe principles (eg identify the type of non-financial
information to be disclosed using a ‘through the eyes of management’ approach
whereby performance is reported against strategic objectives established at the
beginning of the reporting period from the perspective of users) or detail (eg specify
the type of non-financial information to be disclosed, whether it be in terms of
quantity, quality or a mix of quantity and quality)?
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Appendix:
Collation of comments from Project Advisory Panel members on an earlier version of
the issues paper

Staff note to Board: not all Panel members answered all of the questions explicitly. Some
judgement has been used by AASB staff in interpreting comments. Comments have also not
necessarily been extracted word for word. If you would like a copy of the original text of
responses, please email jlion@aasb.gov.au. Where a comment is associated with a number,
(e.g. [3]) this number corresponds to the Panel member number column in the Panel contact
details listing in agenda paper 12.5].

Executive Summary of Comments
A total of twenty out of sixty-seven panel members commented on an earlier version of the
issues paper.

Five ([12] [21] [49] [53] [54]) members explicitly expressed support for the project, with
only one member explicitly not supporting the project ([33]). Comments indicated that
service performance reporting would be useful to users of private sector not-for-profit
entities’ financial statements (as much as, or even more so than, current financial reporting)
and there is a need to address this issue which is not covered by the existing framework.
Some commented that it could take a similar form to, and be comparable with, the
Management Commentary project.

Four ([12] [53] [54] [57]) members specifically raised concerns as to whether the AASB is
best positioned to perform this work (two of these being members who expressed broad
support for the project). Members commented that the project might be better dealt with by
public policy reform and legislative amendment by the government, (similar to how the
director’s report is dealt with) or by part of the work being done by Treasury for reporting by
not-for-profit/unlisted public companies.

There was also a question raised as to who the users of service performance disclosures
would be, and that this needs to be established. However, we note that the paper expresses the
view that such a question would be more appropriately dealt with in the Conceptual
Framework project. Question 1 asked if the AASB should go ahead with this project rather
than leave it to the Conceptual Framework project, to which ten members replied ‘yes’ and
only one ‘no’.

Some Panel members noted that many existing entities that provide funding or donations
already require not-for-profit entities to produce an audited report of how the funding was
spent. Therefore, those members were worried that the Board might be contemplating adding
an unnecessary extra cost for those entities, whose user needs had already been met.

The majority of Panel members supported constraint (C) in Question 2, that the constraining
principle should be linked to service performance information that relates to an entity’s
principal objectives. Some of those explicitly noted that more often than not entities have
more than one principal objective. Other key points raised were that service performance
needs to be auditable and linked to the audited financial information. Four members explicitly
commented that both financial and non-financial information should be included ([2] [27]
[54] [67]).
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General comments supporting the project:

I’'m pleased the AASB is addressing this issue [12].

This project is very important and the Board should be congratulated for conducting it
[49].

The financial nature of the Board’s traditional role should not prevent this work from
going ahead [49].

Service performance reporting, if done properly, would be more useful than General
Purpose Financial Reports (GPFR). Currently GPFR do not go far enough to
communicate real outputs to the community. Funding bodies often call for compliance
reporting of financial and non-financial information as this is what they need to compare
entities [53].

| support the project and it could be conducted in a similar way to the Management
Commentary project [54].

General comments expressing concern about the project:

Should the AASB be performing this work and are we expecting too much to extend
GPFR to service performance reporting? [12]

The vast majority of not-for-profit entities are not covered by the Corporations Act.
Many entities are subject to a fundraising state act, which requires specific accounting.
Most funding is already subject to some form of an audited report. Aged care entities are
already subject to provisions of government legislation (which is already on the public
record), why add another level of reporting? The Senate has already produced a report on
disclosures for charities and not-for-profit organisations so why add another layer of
reporting? Is this project within the power of the AASB? The AASB should check
legislation to ensure they can perform this project [33].

This project raises some questions such as: independence/auditability/industry
specific/links to ISO accreditation/is this in the expertise of the AASB [53]?

Would this be best dealt with by public policy reform and legislative amendment by the
government (akin to the director’s report)? The AASB should also consider if this project
should be part of the work currently being undertaken by Treasury for reporting by not-
for-profit entities/unlisted public companies [54].

Users (donors/funding arrangements) often already have specific needs for which a
separate report is produced anyway. Charities may be too different with specific user
needs to be dealt with via this project. Also is the AASB best placed to understand the
users of these accounts? If the AASB sets constraints on the information to be disclosed
it may not be useful to users, which is against the principle of reporting. It may help to
categorise not-for-profit entities to make the disclosures specific to specific groups, but
then this is also hard to do [57].

Other comments

How does this project fit into the regulatory framework? Will it be a new accounting
standard? Will it be subject to audit? Will you issue it as guidance? Or part of larger
concept, the reporting entity and conceptual framework [7]?
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Question 1:

Do you agree that the question of the scope of service performance reports and the Board’s
role in specifying requirements within that scope can and should be addressed even though

the Conceptual Framework project has not yet addressed the broader questions of the scope
of general purpose financial statements and financial reporting?

View PAP member Total number
Yes [2] [3] [12] [21] [42] [46] [49] [54] [63] [67] 10

No [6] 1

No comment [7]1[9] [15] [18] [27] [33] [45] [53] [57] 9

Related comments

e This project should be linked to the Management Commentary project [3].

e This should be done as part of the conceptual framework project and service
performance should be in financial statements. The relationship between financial
information and service performance reporting is important and should be merged/linked
[6].

e | have concerns with the degree of attachment to the conceptual framework, which is
generally focused on needs of for-profit entities, which are very different to not-for-profit
entities. | support the New Zealand view that the difference between financial and non-
financial information is not important and non-financial reporting is just as important, if
not more important, than financial information for not-for-profit entities [21].

e Perhaps one of the early tasks may be to define the principal user of such reports and in
this way it should be much easier to understand their requirements and thus generate an
acceptable and useful pronouncement. [21].

e Is another type of report (non-financial report) more appropriate than extending GPFR?
And at what point is there so much information in a GPFR that it is no longer a financial
report? [27]

Question 2 — part 1:
Do you think it is necessary for the Board to identify a constraining principle for service
performance reporting?

View PAP member Total number
Yes [12] [21] [27] [45] [49] [54] [63] [67] | 8
No [42] 1
No specific view expressed, [3116] [7][9] [15] [53]] 6

but went on to express a view
on a preferred constraint

No comment [18] [33] [46] [57] [67] 5

Question 2 — part 2:

If so, which of the following possible constraining principles do you think has the greatest

potential to assist the Board in progressing this project:

(A) Financial information, defined as any information that is related to information intended
to be conveyed in the conventional financial statements, related to service performance;

(B) Service performance information that relates to an entity’s principal financial objective;

(C) Service performance information that relates to an entity’s principal objective;

(D) Information that can be used by users as input for making financial decisions; or
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(E) Information that, after following a rigorous due process, the Board concludes should be
included in service performance reports.

View PAP member Total number
(A) [12] 1

(B) [63] 1

E[C); [27] [49]12] [6] [53] [15] [9] [21] [7] [67] [45] (1)1

(E) 0

(A)-(D) inclusive [3] 1

(C) and (D) [42] 1

No comment [18] [54] [33] [57] [46] 5

Comments on specific constraints
Constraint (A)

The distinction between financial and non-financial information is not important, the key
IS assessing performance. [2]

I suggest that to enter the “non-financial” area would be a minefield requiring unlimited
resources. | suggest we are expecting too much of General Purpose Financial Statements
by extending the scope to include “non-financial” service performance information [12].
‘Financial’ may be too engrained to permit its interpretation to disclose service
performance [54].

(A) is too restrictive [67].

Constraint (B)

Use of the term ‘financial’ may restrict information linked to financial objectives as
opposed to other objectives [54].

| disagree that financial information is of greater interest than non-financial, it is just as
important. Using dollar amounts only is too constraining [54].

Panel member [63] provides a rebuttal for each of the arguments against constraint (B).
(B) is a possibility [67].

Constraint (C)

The base problem with establishing a constraining principle before identifying the needs
of the end user is the report could become useless. So maybe we should start with (C)
and implement (E) to make the report more user friendly [2].

The arguments listed against (C) are not substantive obstacles. For example, entities
should understand their principal objective and to ensure comparability one just needs
guidance [7].

The principle should not be limited to a single objective [9] [42] [49].

(C) raises the issue of the robustness of the not-for-profit definition; hence the AASB
may need to revisit the definition [18].

| consider principle (C) to be the most suitable as it would be consistent with user needs,
assuming of course that a principal user can be clearly identified. Perhaps one of the
early tasks may be to define the principal user of such reports and in this way it should be
much easier to understand their requirements and thus generate an acceptable and useful
pronouncement [21].

In relation to concern about the Board’s expertise, efficiency ratios could be in the
Board’s expertise [46].

‘Principal’ should be removed and changed to ‘main’ [54].

(C) meets the Board’s objective and clearly identifies an entity’s principal objective [67].
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Constraint (D)

e Decisions are often made by users of the accounts that are not economically based [54].

e (D) is not sufficiently focused and could take the Board outside its area of expertise and
terms of reference [67].

Constraint (E)

e Loss of comparability [54].

e Compliance would be a major cost [67].

Question 2 — part 3:
Is there another constraining principle that you think would be better than any of the above?

View PAP member Total number
Yes [2] [27] [46] [54] 4

No 0

No comment 16

Other principles to consider

e Auditable key KPIs [2].

e Reporting should be related to critical aspects of performance [27].

e Financial and service related information detailing how funds raised have been
accounted for and what services were provided from these funds [46].

e Key service performance information that drives the significant financial reporting
elements contained in the financial report. Users should not be overwhelmed with
information to the extent that the usefulness of report is eroded; however service
performance should be in the financial statements [54].

Other comments

e We shouldn’t assume that the user is only interested in financial outcomes, and we need
to consider financial and non-financial information [2].

e Need to consider financial value disclosures [6].

e The Board entering into non-financial information would be a minefield; the AASB
should stick to disclosure of financial information about service performance [12].

e D’m particularly interested in comparing audited inputs with outputs/efficiency/outputs to
budgets [46].

e ‘Service’ should be changed to ‘vocational service’ to capture the broad range of not-for-
profit entities’ activities [63].

e Need to ensure that compliance cost is minimised [67].

Question 3 — part 1:
If constraint (C) or (D) is adopted, should the Board prescribe the type of non-financial
information to be disclosed?

View PAP member Total number
Yes [6] [21] [27] [49] [67] 5
No [63] 1
Not mentioned but picked a [3] [7] [15] [45] [54] 5
principled approach
No comment [2][9] [12] [18] [33] [42] [46] [53] [57] | 9
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Related comments

e Itis difficult to prescribe the type of non-financial information to be disclosed unless
generalities are adopted. My initial inclination would be to avoid being involved in
prescription. However, on further reflection I would agree that a ‘through the eyes of
management’ approach may work as long as it is not the management’s perspective that
is being considered but that of the principal user, as defined. [21].

e Disclosures should be either member driven, stakeholder driven or mandated by
government, however the Board could provide a broad set of generic ‘best practice’
guidelines to link profitability to not-for-profit outcomes [63].

Question 3 — part 2:

If yes, should the Board prescribe principles (e.g. identify the type of non-financial information
to be disclosed using a ‘through the eyes of management’ approach) or detail (e.g. specify the
type of non-financial information to be disclosed, whether it be in terms of quantity, quality or
a mix of quantity and quality)?

View PAP member Total number
Principle [3] [7] [15] [21] [27] [45] [49] [54] 8

Detail 0

No comment [2] [6] [9] [12] [18] [33] [42] [46] [53] [57] [63] [67] | 12

Other comments

e The disclosures should include a description of customers, employees, suppliers, third
entities, customer satisfaction charts, supplier reliability charts, progress reports of
customer and supplier developments, objective collection reports, progress of markets
that have developed, ‘turnstile’ charts and ‘lost activity’ charts [6].

e Examples essential as this will be new to many entities [7].

e The objectives of entities are different so the disclosures need to be wide [9].

e Service performance reporting should go beyond outputs and consider reporting on
outcomes and impacts [15].

e The ‘through the eyes of management’ approach is aligned with Segment Reporting and
Management Commentary [15] [45].

e The focus of service performance is on outcomes rather than outputs [18].

e The principle should reflect sustainability, financial efficiency and effectiveness,
capacity to deliver services, protecting interests of members, protecting interest of
recipients of service, contractual obligations to funding bodies and triple bottom line
reporting (people/planet/profit) [42].

e The Board should see service performance as a means of entities reporting a health check
and not another administrative burden. It needs to be useful [42].

e Consideration needs to be given to how service performance reporting will be audited
[45].

e The purpose of service performance is transparency, accountability and communication
of achievements (not for the allocation of economic resources) [49].

e Itisimportant to link service performance to the objectives of the entity, as the
objectives will not be homogenous for all entities [49].

e Disclosures should be of measured performance against the strategic objectives
established by the entity [67].
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