OFFICIAL

30 September 2021

Dr Keith Kendall

Chair

Australian Accounting Standards Board
PO Box 204

Collins St West Victoria 8007
AUSTRALIA

Dear Dr Kendall

AASB Invitation to Comment ITC 45 Request for Comment on IPSASB Exposure Drafts
ED 76 Conceptual Framework Update: Chapter 7, Measurement of Assets and
Liabilities in Financial Statements and ED 77 Measurement

The Australasian Council of Auditors-General (ACAG) welcomes the opportunity to comment on AASB
Invitation to Comment ITC 45 Request for Comment on IPSASB Exposure Drafts ED 76 Conceptual
Framework Update: Chapter 7, Measurement of Assets and Liabilities in Financial Statements and ED
77 Measurement (the ITC).

The majority ACAG view believes that fair value in accordance with AASB 13 ‘Fair Value
Measurement’ is still appropriate to measure operational assets, with the proposed refinements
detailed in our responses to the AASB Specific Matters for Comment outlined in the attachment.

ACAG does not believe that departing from the principles in AASB 13 will resolve the interpretative
and application issues within the public sector. Instead, these issues can be more effectively resolved
by the AASB providing public sector specific practical guidance and illustrative examples to help public
sector entities apply the principles in AASB 13.

Adopting the IPSASB’s current operational value measurement basis would constitute a departure
from current practice in most state government jurisdictions in Australia and result in stakeholders
needing to learn a new current value concept.

The majority ACAG view believes that adopting the IPSASB’s proposed ‘current operational value’
approach may cause additional complexities as:

. the proposed definition of ‘operational value’ is unclear

. entities would need to determine which assets are held for their operational capacity, which
would introduce judgement to determine their value. The classification may also be subjective
and open to interpretation as assets may still receive cash flow returns even though they are
held for their operational capacity. The use of public sector assets also changes over time

. similar assets may be valued using different approaches, such as the current operational value
approach and the fair value approach. This is unlikely to add clarity and comparability for
financial statement users as the basis of measurement of an asset differs solely based on
whether it is in the public, private or not-for-profit sectors

. the inadequate guidance provided in the current operational value approach will result in
application issues and divergent practices, albeit a different set from those currently under
AASB 13.
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The attachment to this letter addresses the AASB’s specific matters for comment outlined in the ITC.
Also attached is ACAG’s response to the IPSASB Exposure Drafts ED 76 Conceptual Framework
Update: Chapter 7, Measurement of Assets and Liabilities in Financial Statements and ED 77
Measurement.

ACAG appreciates the opportunity to comment and trusts the attached comments are useful.

Yours sincerely

o

Margaret Crawford
Chair
ACAG Financial Reporting and Accounting Committee
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Attachment
AASB Specific Matters for Comment

Topic A: The measurement basis to apply when measuring the current value of
an operational asset

AASB SMC 1
In respect of the measurement basis to apply when measuring the current value of an operational
asset, do you agree with:

(a) the IPSASB’s proposal that fair value is inappropriate; or

(b) the AASB’s view that fair value is still appropriate (whether or not current practice in Australia in
applying fair value is maintained)?

Please provide your reasons. See also AASB SMC 2 and SMC 3, which relate to this SMC.

Majority ACAG view

The majority ACAG view believes that fair value in accordance with AASB 13 ‘Fair Value
Measurement’ is still appropriate to measure operational assets. Public sector entities currently use
fair value to measure public sector assets, including operational assets that are not primarily held to
generate net cash inflows. In most instances, use of current replacement cost under the cost approach
in AASB 13 appropriately reflects the service potential of the asset.

ACAG does not believe that departing from the principles within AASB 13 will resolve the interpretative
and application issues within the public sector. Instead, these issues can be more effectively resolved
by the AASB providing public sector specific practical guidance and illustrative examples to help public
sector entities apply the principles in AASB 13.

The majority ACAG view believes that adopting the IPSASB’s proposed ‘current operational value’
approach may cause additional complexities as:

. the proposed definition of ‘operational value’ is unclear

. entities would need to determine which assets are held for their operational capacity, which
would introduce judgement to determine their value. The classification may also be subjective
and open to interpretation as assets may still receive cash flow returns even though they are
held for their operational capacity. The use of public sector assets also changes over time

. similar assets may be valued using different approaches such as the current operational value
approach and the fair value approach. This is unlikely to add clarity and comparability for
financial statement users as the basis of measurement of an asset differs solely based on
whether it is in the public, private or not-for-profit sectors

. stakeholders would need to learn a new current value concept. The inadequate guidance
provided in the current operational value approach will result in application issues and divergent
practices, albeit a different set from those currently under AASB 13.

Divergent jurisdiction’s view

This jurisdiction is supportive of the IPSASB’s proposal. This jurisdiction strongly supports a current
value approach that is consistent with how the public sector uses assets, particularly infrastructure
assets. This jurisdiction does not believe that AASB 13 or an exit approach is desirable or needed for
GFS reporting and that there are weaknesses in the AASB 13 approach of exit value that assumes
that assets will be sold when they will not be, and the related concepts of market participant (when
there are none) and highest and best use (when existing use is the best use, unless a decision has
been made otherwise). This jurisdiction believes that a value based on current use and location and
linked to asset management plans and sustainability will provide more relevant information at a lower
cost.

This jurisdiction believes that currently the current operational value approach is not sufficiently
defined to apply consistently in practice. This jurisdiction also believes that the differences from
IFRS 13 have not been sufficiently articulated, causing confusion. For example, is current operational
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value ‘replacement cost’ as per IFRS 13, but using the assets’ current location and condition, and not
applying the hypothetical participant approach, or is it a significantly different approach? This
jurisdiction believes that identifying and articulating the differences from IFRS 13, may result in a
higher acceptance for what is presently an unknown approach.

AASB SMC 2

In respect of fair value, do you agree with the AASB’s tentative view that hypothetical market
participant buyers would include another NFP entity with similar service delivery objectives? Please
provide your reasons.

ACAG agrees that a hypothetical market participant buyer could include another NFP entity with
similar service delivery objectives, however we would prefer to use the phrase ‘the market participant
buyer steps into the shoes of the entity that holds that specialised asset’ that has also been used by
the AASB and IASB in the Basis for Conclusions on some standards (AASB 13/IFRS 13 and AASB
2016-4), to more explicitly draw out the entity-specific value approach.

The AASB's tentative views to date place a heavy focus on a hypothetical market participant that does
not exist. ACAG believes that any guidance the AASB provides on highest and best use should focus
on using existing information rather than searching for non-existent scenarios and provide examples
that focus on realistic alternatives to determine the highest and best use.

AASB SMC 3
In respect of current value measurement of operational assets, do you agree with:

(@) the IPSASB’s views that fair value is inappropriate because:
0] the ‘highest and best use’ concept is generally inappropriate for NFP public sector
entities; and

(i)  the ‘maximise the use of market participant data’ concept is generally inappropriate for
NFP public sector entities; or

(b) the AASB'’s tentative views to date that fair value is appropriate because the ‘highest and
best use’ and ‘maximise the use of market participant data’ concepts should be retained for
NFP entities?

Please provide your reasons.

Majority ACAG view

ACAG agrees with the AASB's tentative views that fair value is appropriate, and the concepts retained,
however, with proposed refinements detailed in our responses to the other SMCs below. In the public
sector, due to assets being specialised and subject to physical and legal restrictions, often their
current use is their highest and best use. This means that in many instances the value of the assets
would not differ if the highest and best use is applied.

As stated in AASB SMC 2 above, ACAG believes that the AASB's tentative views to date place a
heavy focus on a hypothetical market participant that does not exist. ACAG believes that specific
public sector guidance should focus on:

. removing the ‘financially feasible’ aspect from the highest and best use concept

. removing the need for entities to ‘maximise the use of market participant data’ in AASB 13
where an entity-specific value is used. ACAG believes the current requirement causes some
diversity in practice as some valuers apply the cost approach (CRC) by always considering
market participants' perspective (e.g. private sector market participants in the valuation of public
sector schools) which can result in some project management costs actually incurred in
accordance with public sector policy to be excluded in the CRC valuation.

OFFICIAL




OFFICIAL

Divergent jurisdiction’s view

This jurisdiction does not agree with the AASB’s view. This jurisdiction supports the IPSASB’s views
that a public sector focused current value would be more useful than fair value under AASB 13. The
jurisdiction believes the definition of operational assets should be changed to that used by the AASB
‘assets that are not held primarily for their ability to generate net cash inflows’.

Consistent with responses to SMC 1, this jurisdiction strongly supports a current value approach as
there are weaknesses in the AASB 13 approach of exit value that assumes that assets will be sold
(when they will not be) and the related concepts of market participant (when there are none) and
highest and best use (when existing use is the best use, unless a decision has been made otherwise).

This jurisdiction does not believe that the current AASB approach of additional disclosures (particularly
with assets with restrictions and conditions), and limited additional guidance, will resolve the current
public sector measurement issues.

This jurisdiction believes that if the current operational value approach is sufficiently defined, and
differences from IFRS 13 articulated, then there may be higher acceptance of the proposed approach.
This jurisdiction also believes that an approach (e.g. based on replacement cost) that is similar to
IFRS 13, but modified for the public sector, would assist in resolving the various fair value
implementation issues, as it would not need to modify or interpret IFRS 13.

AASB SMC 4

In respect of fair value, do you agree with the AASB’s tentative view that the ‘financially feasible
use’ aspect of the asset’s highest and best use should not be applicable to measuring restricted
operational assets of NFP entities when an equivalent restricted asset is not obtainable in the
marketplace for a price supported by observable market evidence? Please provide your reasons.

ACAG agrees with the AASB’s tentative view that the ‘financially feasible use’ aspect of the asset’s
highest and best use should not apply when measuring the value of restricted operational assets
without an equivalent restricted asset in the marketplace.

Topic B: Definition of ‘current operational value’

AASB SMC 5

Do you agree with the IPSASB’s proposed definition of ‘current operational value’ or the alternative
definition stated in paragraph AV3 of ED 76 (quoted above)? If you disagree with both definitions,
do you have suggestions for another definition of ‘current operational value’? In answering this
question, please indicate whether you consider that the definition of ‘current operational value’
should:

(@) clearly reflect the service potential of operational assets; and
(b)  focus on the cost of replacing the asset’s service potential?

Please provide reasons for your views.

Majority ACAG view

As stated in AASB SMC 1, the majority ACAG view believes that fair value in accordance with AASB
13 ‘Fair Value Measurement’ is still appropriate to measure operational assets with additional
guidance from the AASB.

OFFICIAL



OFFICIAL

If the new current operational value measurement basis is adopted for operational assets, the majority
ACAG view supports the alternate definition in AV3 of ED 76 which focuses on replacing the service
potential of the operational asset. ACAG believes that the IPSASB’s proposed definition of current
operational value:

. is unclear. For example, it is not clear what ‘value’ means and whether this is an entry or an exit
price. This makes it difficult to determine the objective of the measurement and the
measurement technique that is appropriate

. should specifically refer to valuing the service potential of the asset rather than referring to the
service delivery objectives
. will create additional problems and ambiguity in measuring public sector assets leading to

different interpretations and practices by preparers, valuers and auditors.
Divergent jurisdiction’s view

This jurisdiction accepts the IPSASB definition of current operational value with a suggested change to
the definition for ‘operational assets’ to refer to ‘assets that are not held primarily for their ability to
generate net cash inflows’.

This jurisdiction interprets the alternative view as being based only on the cost approach being used.
The jurisdiction believes that the income approach is suitable in some situations, such as for-profit
government business enterprises (GBEs) consolidated into whole of government financial statements,
or for-profit cash generating units (CGUSs) within a NFP entity.

Topic C: Measurement techniques for estimating the current operational value
of an operational asset: relevance of using the income approach

AASB SMC 6
Do you agree with:

(@) the IPSASB’s proposal in ED 77 that the income approach can be an appropriate
measurement technique in certain circumstances to estimate the current operational value of
an operational asset (paragraphs B24 and B38); or

(b) the alternative view documented in ED 77 that the income approach would be inappropriate
for estimating an operational asset’s current operational value because current operational
value should focus on the cost to replace the service potential embodied in the asset
(paragraphs AV5-AV12)?

Please provide reasons for your view.

ACAG does not agree with the examples presented in paragraph B38 of ED 77. In the Australian
public sector, we would not use the income approach to value the costs to construct a school or to
determine the value of cave paintings as a result of the tourism income received. Public sector entities
would seek to obtain a reliable value for these assets using current replacement cost under AASB 13.
For NFP public sector entities, operational assets are generally specialised, which means that the
cashflows received from the asset are less than the service potential embodied within the asset. Using
the income approach to value these assets might result in the asset's value not reflecting the
remaining service potential. In the public sector the income approach is primarily only used to
measure infrastructure of for-profit entities or for-profit CGUs that earn a return on their assets. For
NFP entities, the current replacement cost method under the cost approach in AASB 13 is used to
value the service potential of the asset.
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Topic D: Measuring the current value of an operational asset based on its
current use

AASB SMC 7

In respect of measuring the current value of an operational asset, do you agree with:

(@) the IPSASB’s proposal that the asset’s current operational value should be measured based
on its current use, disregarding potential alternative uses and any other characteristics of the
asset that could maximise its market value; or

(b)  extending application of the AASB’s tentative view (that the fair value of an operational asset
should take into account its reinvestment potential), to apply to the measurement of either the
asset’s fair value or current operational value?

Please provide your reasons.

Majority ACAG view

The majority ACAG view does not agree with the IPSASB’s proposal that the asset’s current
operational value should be measured based on its current use, disregarding potential alternative uses
and any other characteristics of the asset that could maximise its market value. ACAG believes that
the concept of ‘highest and best use' should continue to apply for operational assets of public sector
entities. The public sector across Australia currently applies the principles of highest and best use
when determining the fair value of operational assets. In the public sector, due to assets being
specialised and subject to physical and legal restrictions, often their current use is their highest and
best use. This means that in many instances the value of the assets would not differ if the highest and
best use is applied.

ACAG sees merit in the AASB's tentative view that the operational asset should take into
consideration its reinvestment potential i.e. the asset’s potential to be sold for cash and be reinvested
in other stores of service potential. We agree that ignoring alternative uses and reinvestment potential
may not reflect the full service potential of the asset to the public sector entity and its highest and best
use.

ACAG believes further guidance on highest and best use is needed as:

. decisions on the future of assets and their locations are made by Ministers rather than
management of a hypothetical market participant
. the AASB's tentative views to date place a heavy focus on a hypothetical market participant that

does not exist.

Any guidance provided on highest and best use should focus on using existing information rather than
searching for non-existent scenarios and provide practical examples that focus on viable alternatives
to determine the highest and best use.

Divergent jurisdictions’ view

On the premise that IPSASB intends introducing the concept of current operational value, one
jurisdiction agrees with the IPSASB’s proposal that the asset’s current operational value should be
measured based on its current use, disregarding potential alternative uses and any other
characteristics of the asset that could maximise its market value. Using the current use and location
which is linked to asset management plans provides more relevant information at a lower cost. When
a change in use has been decided upon by the entity, or genuinely surplus assets identified (i.e. not
planned surge capacity), then these factors should be considered.
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In the context of applying AASB 13, one other jurisdiction believes that any NFP guidance provided on
highest and best use for specialised operational assets (excluding land) should focus on the current
use from an entity-specific perspective. This jurisdiction also believes there is no need to specifically
consider reinvestment potential as the current replacement cost already captures any reinvestment
potential.

Topic E: Measuring the current value of restricted operational assets

AASB SMC 8

In respect of restricted operational assets, if an equivalent restricted asset is obtainable in the
marketplace, do you agree with the IPSASB’s proposal in ED 77 (and the AASB’s tentative view)
that the current value of such restricted operational assets should be measured based on the
available market evidence for the equivalent restricted asset? If you disagree, do you have
suggestions for an alternative way to measure the current value of such restricted operational
assets? Please provide your reasons.

ACAG agrees that if an equivalent restricted asset is obtainable in the market the current value of the
restricted asset should be based on the available market evidence for the equivalent restricted asset.

AASB SMC 9

In respect of restricted operational assets, if an equivalent restricted asset is not obtainable in the
marketplace, do you agree with the IPSASB’s proposal in ED 77 (and the AASB’s tentative view)
that the current value of such restricted operational assets should not be lower than the current
value of an equivalent unrestricted asset? If you disagree, do you have suggestions for an
alternative way to measure the current value of such restricted operational assets? Please provide
your reasons.

Majority ACAG view

Whilst the AASB’s tentative view to estimate the fair value of restricted assets without an equivalent
restricted asset in the market may help reduce the differing interpretations in how to measure these
assets, the majority ACAG view does not support this approach.

The majority ACAG view is that in some circumstances, depending on the restriction, the current value
of a restricted operational asset may have the same value as an unrestricted asset, for example man-
made assets such as specialised buildings and infrastructure. We do not agree that the value of land
subject to a legal restriction is the same as unrestricted land and that a discount should not be applied.
The AASB'’s tentative views would represent a departure from the current practice and will have
widespread ramifications across most, if not all, jurisdictions at the local, state and Commonwealth
government levels.

ACAG understands that the AASB is concerned that measuring land subject to a legal restriction at a
reduced value is equivalent to measuring this at scrap value. Land subject to legal restrictions is
measured using an adjusted market value rather than under an income approach. We do not agree
that inferring a ‘scrap’ value for land is synonymous with fair value after considering the impact of
restrictions, as the general understanding of scrap value is the value an asset can be sold for at the
end of its useful life after its economic benefits have been expended.

If the restricted land’s fair value was measured without a discount to the current price of equivalent
unrestricted land, the measurement would lack comparability because it would depict different assets
as having the same value.
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The valuation method would also be heavily reliant on whether the asset is primarily held for its
service potential. This may create other application issues to determine what the primary purpose of
an asset is. Examples of such include assets that generate significant income streams, such as
venues and stadia, toll roads where rights have not been sold under a service concession
arrangement or have been reacquired, etc. For these assets, judgement is required to determine ‘its
primary purpose’ which will inevitably lead to differing interpretations and application. This may lead to
similar restricted assets being measured using different methods and consequently having different
values.

ACAG believes that it would be more beneficial for the AASB to provide guidance and examples on
how restrictions should be applied to restricted assets, such as land to reduce the divergent practices
within the sector. Public sector entities and valuers are challenged with whether to apply a discount
and if so, the quantum of that discount. This issue is exacerbated when there is a change in valuers
and therefore the approach in relation to restrictions.

Divergent jurisdiction’s view

This jurisdiction believes that any restriction, condition or characteristic that does not affect an asset's
service potential (i.e. the asset must be used for a specific purpose for which it is currently used)
should not reduce the value of an operational asset. The jurisdiction believes that the same approach
should be used for land and any buildings or other improvements on that land.

This jurisdiction believes that a restriction, condition, or characteristic of the asset that may affect the
replacement cost of its service potential should be considered in determining its current value. These
aspects would include whether the land is contaminated, flood prone, inaccessible, freehold vs
leasehold. The current wording can be interpreted as requiring (for example) flood prone land to be
valued as non-flood prone land.

AASB SMC 10

Would your answer to AASB SMC 9 (for restricted operational assets generally) be different in
respect of measuring the current value of restricted land for which equivalent restricted land is not
obtainable in the marketplace? Please provide your reasons.

Refer to ACAG’s response to AASB SMC 9 above.

Topic F: Assumed location of an operational asset used to measure its current
value

AASB SMC 11

Do you agree with the IPSASB’s proposals in ED 77 (and the AASB’s tentative view in the context
of fair value) that an asset’s current value assumes that the entity will continue to meet its service
delivery objectives from the same location in which the existing asset is situated or used? Please
provide your reasons.

ACAG agrees with the proposals in ED 77 and the AASB’s tentative view that an asset’s current value
assumes that the entity will meet its service delivery objectives from its present location, unless the
entity or government has decided to replace the asset in a different location or change the asset’s use.
Generally, there will be reasons precluding the move to another location such as a social policy
decision / legal restriction / operational requirements that require the asset to be located in the current
location.
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Topic G: Nature of the component costs to include when considering the cost
of a modern equivalent asset

AASB SMC 12

When estimating the cost of a modern equivalent asset to measure the current value of an
operational asset, do you agree with:

(@) the IPSASB’s proposals in ED 77 that the cost of a modern equivalent asset may in some
circumstances exclude certain costs (paragraph B35); or

(b) the AASB’s tentative view that all necessary costs intrinsically linked to acquiring or replacing
an asset at the measurement date should be included?

Please provide your reasons, including explaining how your preferred treatment relates to the
objective of the measurement basis adopted.

Neither the IPSASB's proposals nor the AASB's tentative views provide adequate guidance on the
costs to include in the measurement of an operational asset.

ACAG agrees that some costs (per paragraph B35 of ED 77) would not be included in an operational
asset’s value, however we think additional guidance is needed as replacing the service capacity or
service potential of an asset can be an arbitrary judgement and there is little guidance available on
what this means, leading to different valuation outcomes. ACAG does not understand why the costs
specified in paragraph B35(b),(c) and (d) have been specifically drawn out and included as we believe
there are more significant issues that require guidance, such as ‘greenfield’ / ‘brownfield costs and
modern equivalent asset.

ACAG does not believe the AASB’s tentative view that the costs to include in the measurement of the
current value of an operational asset would include all necessary costs intrinsically linked to acquiring
or replacing the asset at measurement date is sufficient to address the issues faced by the public
sector.

ACAG believes that further guidance is required in the following areas.

1. The costs to include when a ‘part’ rather than the whole asset is replaced. In the public sector it
is common for parts of an asset to be replaced rather than the whole asset. This may occur
multiple times over the life of the whole asset. For example, a local government may replace the
road surface, but to do so will incur significant costs removing and disposing of the original
surface. It is not clear to what extent these costs should be included and their impact on the
value of the whole asset? Is it appropriate for the value of the componentised asset to exceed
the value of replacing the asset as a whole?

2. The day 2 issue of what happens when the day 2 ‘brownfield’ cost is different to the day 1
‘greenfield’ cost and the requirements under AASB 13 on day 1 valuation model differences to
reset the day 2 value to the day 1 value. ACAG believes that when valuing the current cost of
an asset, once-off ‘greenfield’ costs such as earthworks (such as for roads) should be included.
ACAG also believes that the current cost for replacing an asset should be based on the costs to
replace the asset in its current location and condition. This might include additional costs like
disruption and diversion costs for roadworks, and extra costs for nightworks (to avoid disruption
during peak use). Consequently, there will be an immediate increase in the current cost of an
asset once it has been completed. The AASB and IPSASB need to address this issue.

AASB 13 paragraph 64 and its requirements on ‘day 1’ valuation differences between
transaction price and valuation could be interpreted as requiring the calibrating of the model (fair
value) to the construction price.
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3. How to measure disruption costs and the likely elements that should be included. The inclusion
of disruption costs is an area of significant judgment and insufficient guidance will lead to
inconsistent interpretations and practice. A state sector entity responsible for roads indicated
that they would not include in their road asset valuations the potential make-good costs that
must be incurred for surrounding assets of another entity disturbed when the entity’s asset is
hypothetically replaced if such make-good costs were not actually incurred in the past.

4. Whether the CRC valuation of an asset held for service potential (e.g. a road asset or a
building) should include the ‘hypothetical’ costs of removal and disposal of the existing asset
(such as the debris from demolition). There are diverse views in the sector as some valuers in
the local government sector advocate including these costs.

5. How embedded finance costs (such as those in assets acquired under public, private
partnerships) that are separate to the reporting entity’s borrowing costs should be treated.

Topic H: Whether borrowing costs should be included when considering the
cost of a modern equivalent asset

AASB SMC 13

In respect of measuring the modern equivalent asset as part of the estimation of an operational
asset’s current value, do you agree with:

(@) the IPSASB’s proposal in ED 77 that if an entity does not capitalise borrowing costs in
accordance with its accounting policy, the entity should disregard any financing costs
(paragraph B35(a)); or

(b) the AASB'’s tentative view that the accounting policy choice regarding whether to capitalise
borrowing costs into an asset’s cost on initial recognition is irrelevant to how those costs
should be treated when measuring the current value of the asset?

Please provide your reasons.

ACAG prefers the IPSASB'’s proposal as it is consistent with the current practice in Australian
jurisdictions of expensing all borrowing costs. It does not seem appropriate to recognise an increase in
the current value of an asset immediately where borrowing costs were expensed on construction, but
included in the revaluation; or alternatively a decrease in the current value if the costs were capitalised
on construction but not included on revaluation.

ACAG understands why the AASB landed on the tentative view that the inclusion of borrowing costs
will depend on whether a market participant buyer of the asset would include borrowing costs in its
pricing decisions about the asset. We do not however, agree with the AASB's reasons for not
mandating a treatment for borrowing costs as the circumstances of the for-profit sector are different
from the NFP public sector in that the for-profit sector would capitalise borrowing costs on construction
of the asset and use either a market or income approach to value the asset or hold the asset at cost
(and assess for impairment).

ACAG believes that the AASB’s guidance on borrowing costs is insufficient as it does not address the
following issues within the sector:

. Determining the market participant — there are numerous market participants who can use
different methods to fund an asset. Should the entity base the borrowing costs on a typical
market participant (in many instances, these are other not-for-profit public sector entities),
unless there is a restriction in place regarding the asset which would influence the type of buyer
in the market?

. Determining the rate — this may depend on how the asset is funded e.g. via borrowings or a
service concession. It is also cheaper for the public sector to borrow than market participants.
. Where the market participant is a public sector entity, is it appropriate to assume they would not

include borrowing costs, given the majority of not-for-profit public sector entities do not
capitalise borrowing costs?
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. If an explicit entity-specific perspective is adopted (i.e. the market participant buyer steps into
the shoes of the entity), is it appropriate for a public sector entity to not include borrowing costs?

ACAG believes the issue of whether the current replacement cost of a self-constructed operational
asset should include borrowing costs will be more prevalent in the future. The impact of COVID-19 has
resulted in governments increasing their capital expenditure program which is funded by higher debt
levels than in the past. After these assets have been constructed, agencies will need to consider
whether the valuation of operational assets should include borrowing costs.

Topic I: Consideration of surplus capacity and economic obsolescence

AASB SMC 14

Do you agree with the IPSASB’s proposal in ED 77 that the current operational value of an
operational asset should assume the asset is used to its full capacity, subject to any tests for
impairment (paragraph B11)? Please provide your reasons.

ACAG does not agree with the IPSASB's proposal that ED 77 should assume the asset is used to its
full capacity subject to any tests for impairment. We believe the IPSASB should provide a more
detailed explanation of why the value of an asset used to achieve the entity's service delivery
objectives requires the asset to be measured as if it is being used to full capacity.

ACAG believes that the asset’s service potential should be replaced which may not necessarily align
with the asset being used to full capacity. The value of the asset should be adjusted for physical,
functional and economic obsolescence as per paragraph B36. As per AASB SMC 15 below, economic
obsolescence would include surplus capacity due to a permanent reduction in demand.

ACAG does not agree that in the example presented in BC 36 of ED 77 that a school that was
originally built with a capacity of 500 students would automatically be replaced with a school with a
500 student capacity if there was an expectation that surplus capacity would continue in the future. If
there is surplus capacity, building a school with a student capacity of 300 (including allowances for
future capacity) would still meet the service delivery objective of providing education to children.

ACAG believes there is insufficient guidance in ED 77 and in AASB 13 on how an entity would value
the 300 student school. To obtain the valuation of a 300 student school, does the entity need to obtain:

. a valuation for a 500 student school (with the current buildings) and then another valuation for a
300 student school to determine the adjustment for economic obsolescence (i.e. incur the cost
of 2 valuations), or

. just one valuation of a 300 student school.

AASB SMC 15
Do you consider the guidance in ED 77 to be sufficiently clear in distinguishing whether a loss of
utility of an asset should be treated as:

(@) surplus capacity, as described in paragraphs B10 and B11 (which is not adjusted for when
measuring the asset’s current operational value); or

(b) anindication of economic obsolescence, as described in paragraph B36(c) (which is
deducted when measuring the asset’s current operational value); or

(c) anindication of impairment?

Please provide your reasons.

ACAG does not believe the guidance is sufficiently clear on how a loss of utility should be treated and
whether a loss of utility should be treated as surplus capacity or a reduction in the demand for
services.

10
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Paragraph C5 of the Implementation Guidance provides information on the modern equivalent asset
which states that economic obsolescence could include changes in demand for services provided by
the asset. Paragraph B18 and B32 of ED 77 refer to using a modern equivalent asset to estimate the
current operational value. If a modern equivalent asset is used to estimate the current operational
value, then economic obsolescence could include changes for the demand for services provided by
the asset.

This is inconsistent with:

. paragraphs B10 and B11 which states that surplus capacity (which may be due to a drop in the
demand for services) should not be adjusted when measuring the asset's current operational
value

. paragraph B36(c) which mentions loss of utility, but not what a loss of utility may encompass.

Paragraphs 29 and 30 of IPSAS 21 'Impairment of non-cash generating assets' mentions a decline in
services is only considered an impairment if there is a significant long-term decline in the demand or
need for services and this has or is anticipated to have a long-term adverse effect.

ACAG is therefore not clear on how a loss of utility or surplus capacity should be treated.

AASB SMC 16
Do you agree with the Alternative View in paragraph AV17 of ED 77 that, when an asset includes
surplus capacity that is severable from the asset and surplus to operating requirements:

(a) the unit of account for the asset's measurement should be bifurcated; and

(b) the severable part of the asset should be classified and measured as an asset held for its
financial capacity (i.e. with its current value consequently measured at fair value instead of
current operational value under the proposals in ED 76 and ED 77)?

Please provide your reasons.

ACAG agrees with the alternative view in paragraph AV17 of ED 77. If an asset includes genuine
surplus capacity that can be separated from the asset and the entity has made a decision to sell the
surplus capacity, then the ‘surplus’ part of the asset should be treated as a separate unit of account
and measured as an asset held for its financial capacity. There may be parts of assets that are not
genuinely surplus such as planned surge capacity that would be considered as part of the service
capacity of the asset, as would land surrounding a rifle range or airport.

For example, if there is a school with surplus land capacity, the value to the entity is best represented
by splitting the surplus land from the school. The value to the entity would be the cost to replace the
service potential of the school (including the land used for the school) and the surplus land measured
at fair value.

Topic J: Value in use as a measurement basis identified in the IPSASB’s
Conceptual Framework

AASB SMC 17

Do you agree with the IPSASB’s proposal to remove ‘value in use’ from the list of measurement
bases in the IPSASB Conceptual Framework? Please provide your reasons. In answering this
guestion, please have regard to the potential implications of the issue addressed by AASB Specific
Matter for Comment SMC 15.

ACAG notes that the IPSASB's proposal to remove ‘'value in use' from the list of measurement bases
for assets in the Conceptual Framework is inconsistent with the IASB's revised Conceptual Framework
(RCF). If the IPSASB is increasing its emphasis on the consistent use of terminology and definitions
by the global standard setter, then ACAG believes that the measurement bases in the Conceptual
Frameworks should align whenever possible.

11
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ACAG does not believe that the IPSASB’s current guidance on value in use provides clarity on the
issue raised in SMC 15 on whether a loss of utility should be treated as surplus capacity, a reduction
in the demand for services or an impairment.

Topic K: Overall comments on the IPSASB’s proposed current operational
value measurement basis

AASB SMC 18
For NFP entities in Australia, do you support measuring the current value of restricted operational
assets using:

(@) the IPSASB’s proposed current operational value measurement basis; or
(b) fair value as currently applied under AASB 13; or

(c) fair value incorporating the AASB’s tentative views; or

(d) another measurement basis (please provide details)?

Please provide your reasons.

Majority ACAG view

The majority ACAG view supports measuring the current value of restricted operational assets using
fair value under AASB 13. The majority ACAG view believes the interpretation and application issues
within the public sector on measuring assets subject to restrictions can be more effectively resolved by
the AASB providing public sector specific guidance and illustrative examples to help public sector
entities apply the principles in AASB 13 rather than adopting an alternative framework for measuring
restricted operational assets.

Refer to ACAG’s response to AASB SMC 9 for further details on ACAG’s views on restricted
operational assets.

Divergent jurisdiction’s view

This jurisdiction does not agree with the IPSASB’s proposal or the AASB’s view. This jurisdiction
believes that any restriction, condition or characteristic that does not affect an asset's service potential
(i.e. the asset must be used for a specific purpose for which it is currently used) should not reduce the
value of an operational asset. The jurisdiction believes that the same approach should be used for
land and any buildings or other improvements on that land.

AASB SMC 19
For NFP entities in Australia, do you support measuring the current value of unrestricted operational
assets using:

(a) the IPSASB’s proposed current operational value measurement basis; or
(b)  fair value as currently applied under AASB 13; or

(c) fair value incorporating the AASB’s tentative views; or

(d) another measurement basis (please provide details)?

Please provide your reasons.

Majority ACAG view

As stated in AASB SMC 1, the majority ACAG view believes that fair value in accordance with AASB
13 is still appropriate to measure operational assets, subject to public sector specific guidance being
provided by the AASB. Public sector entities currently use fair value to measure public sector assets
including operational assets. In most instances, the use of current replacement cost under the cost
approach in AASB 13 appropriately reflects the service potential of the asset.

12
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ACAG prefers not to diverge from the principles based AASB 13 and believes that public sector
matters can be addressed by the AASB providing public sector specific guidance and illustrative
examples to help public sector entities apply the principles in AASB 13 rather than adopting an
alternative framework and departing from IFRS.

Divergent jurisdiction’s view

As stated in AASB SMC 1, this jurisdiction does not agree with the IPSASB’s proposal or the AASB’s
view. This jurisdiction strongly supports a current value approach that is consistent with how the public
sector uses assets, particularly infrastructure assets. This jurisdiction does not believe that AASB 13
or an exit approach is desirable or needed for GFS reporting and that there are weaknesses in the
AASB 13 approach of exit value that assumes that assets will be sold when they will not be, and the
related concepts of market participant (when there are none) and highest and best use (when existing
use is the best use, unless a decision has been made otherwise). This jurisdiction believes that a
value based on current use and location and linked to asset management plans and sustainability will
provide more relevant information at a lower cost.

AASB SMC 20

Unless already provided in response to the above AASB SMCs, please provide an indication of the
likely costs and benefits (quantitative and qualitative) of the IPSASB’s proposed current operational
value measurement basis relative to:

(@) fair value as currently applied under AASB 13; and
(b) fair value incorporating the AASB’s tentative views.

In relation to quantitative financial costs, the AASB is particularly seeking to know the nature(s) and
estimated amount(s) of any expected incremental costs, or cost savings, of the IPSASB’s proposed
current operational value measurement basis relative to fair value (under current practice and/or
incorporating the AASB’s tentative views).

Benefits of the IPSASB proposals

ACAG acknowledges that a focus as per paragraph 25 of ED 77 on a current value based on entry
value, current use (and location) and an entity-specific perspective would avoid the debates and
discussions on highest and best use and hypothetical market participants. The IPSASB proposals
would appear (with additional guidance) to reduce the diversity around values of restricted assets as
there is diversity in practice on the amount of discounts included.

Costs of the IPSASB proposals

Adopting the IPSASB’s current operational value measurement basis would constitute a departure
from current practice in most state government jurisdictions in Australia. This would also result in
stakeholders needing to learn a new current value concept.

The valuation of restricted land would represent a departure for measuring restricted land in most
jurisdictions in Australia. The adjustments to the financial statements of public sector assets are likely
to be significant. Generally, the valuer would already have the information about the fair value of
equivalent unrestricted land, which may not result in an additional cost to obtain the current value
information.
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ACAG does not believe that the IPSASB’s proposed ‘current operational value’ will solve all of the
application issues faced by the public sector as:

. the proposed definition of ‘current operational value’ is unclear

. entities would need to determine which assets are held for their operational capacity, which
would introduce another layer of judgement in determine their value. The classification may also
be subjective and open to interpretation as assets may still receive cash flow returns even
though they are held for their operational capacity. The use of public sector assets also changes

over time

. similar assets may be valued using different approaches such as the current operational value
approach and the fair value approach e.g. assets subject to restrictions

. it is unclear in the guidance on how a loss of utility should be treated and whether a loss of
utility would also include surplus capacity or a reduction in the demand for services

. additional guidance is required on the costs that need to be included in determining the current

operational value of an operational asset.

AASB SMC 21

Unless already provided in response to the above AASB SMCs, please provide an explanation of
whether you consider, overall, that the IPSASB’s proposed current operational value measurement
basis would:

(&) create any auditing or assurance challenges
(b)  result in financial statements that would be useful to users; and

(c) bein the best interests of the Australian economy.

(a) The auditing challenges would be reduced if the current value of operational assets is valued
consistently. However, ACAG does not believe the IPSASB's proposed current operational value
measurement basis would result in consistency but rather, it would create audit and assurance
challenges as:

. the definition of current operational value is unclear which may lead to interpretation issues
between preparers and auditors

. whether an asset is held primarily for its service delivery objectives will involve a significant
amount of judgement. The classification may be subjective and open to interpretation as assets
may still receive cash flow returns even though they are held for their operational capacity.
Examples include assets that generate significant income streams, such as venues and stadia,
toll roads where rights have not been sold under a service concession arrangement or have
been reacquired, etc

. the guidance is unclear on how reductions in utility should be treated and whether these should
be ignored, included in economic obsolescence or whether the asset should be impaired. This
makes it difficult for preparers and valuers to determine the appropriate value of the asset and
may lead to interpretation issues between preparers and auditors

. additional guidance is required on the costs to include in the current operational value of an
operational asset. While some costs (per paragraph B35 of ED 77) would not be included in
determining the current operational value of an operational asset, we believe additional
guidance is needed as replacing the service capacity or service potential of an asset can be an
arbitrary judgement and there is not much guidance on what this means, which is likely to lead
to different valuation outcomes. This makes it difficult for preparers and valuers to determine the
appropriate value of the asset and may lead to interpretation issues between preparers and
auditors

. similar assets may be valued using different approaches such as the current operational value
approach and the fair value approach reducing comparability between similar assets and
between entities.

14
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(b) ACAG does not believe that the IPSASB proposals would necessarily result in financial statements
that are more useful to users as this approach will not solve the current issues faced by the public
sector in determining the fair value of operational assets and may only create more challenges. We
believe the proposals will not reduce the divergent practices within the sector and the different values
determined by valuers as:

the proposed definition of ‘current operational value’ is unclear and focuses on the service
delivery objectives of an asset rather than the cost of replacing its service potential

entities would need to determine which assets are held for their operational capacity, which
would introduce yet another layer of judgement to determine their value. The classification may
also be subjective and open to interpretation as assets may still receive cash flow returns even
though they are held for their operational capacity. Examples include assets that generate
significant income streams, such as venues and stadia, toll roads where rights have not been
sold under a service concession arrangement or have been reacquired, etc

similar assets may be valued using different approaches such as the current operational value
approach and the fair value approach reducing comparability between similar assets and
between entities.

(c) ACAG has no comment on whether the proposals are in the best interests of the economy.

AASB SMC 22

Are there are any regulatory issues or other issues arising in the Australian environment that may
affect the implementation of the IPSASB’s proposed current operational value measurement basis,
including Government Finance Statistics (GFS) implications? Please include an explanation in your
response

ACAG notes that the Australian Bureau of Statistics (ABS) submission to the AASB on ITC 45:

is not supportive of any movement away from fair value, as that is the valuation basis most
consistent with the Government Finance Statistics (GFS) principle of market valuation. The ABS
states that if the IPSASB proposals were to proceed and be implemented in Australia, it is
expected that they would still maintain a requirement for GFS data providers to provide
valuations in line with current practices and standards.

expresses a preference for the current practice adopted by a majority of jurisdictions that results

in a lower value for restricted operational land assets, which is inconsistent with the IPSASB’s
current operational value proposals.

Consistent with the previous comments, the majority of ACAG agrees with the comments in the ABS
submission.

15
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AASB General Matters for Comment

AASB GMC 1

Whether there are any regulatory issues or other issues arising in the Australian environment that
may affect the implementation of the IPSASB’s proposals, including Government Finance Statistics
(GFS) implications?

ACAG has no specific comments.

AASB GMC 2

Whether the proposals would create any auditing or assurance challenges?

ACAG has no specific comments in addition to the comments already included above (specifically
SMC 21).

AASB GMC 3

Whether, overall, the IPSASB’s proposals would result in financial statements that would be useful
to users?

ACAG has no specific comments in addition to the comments already included above (specifically
SMC 21).

AASB GMC 4

Whether the IPSASB'’s proposals would be in the best interests of the Australian economy?

ACAG has no specific comments.

AASB GMC 5

Unless already provided in response to the AASB Specific Matters for Comment 1-22 and/or
general matters for comment 1-4 above, the costs and benefits of the IPSASB’s proposals relative
to the current Australian measurement requirements for NFP entities, whether quantitative (financial
or non-financial) or qualitative. In relation to quantitative financial costs, the AASB is particularly
seeking to know the nature(s) and estimated amount(s) of any expected incremental costs, or cost
savings, of the IPSASB’s proposals relative to the existing Australian requirements.

ACAG has no specific comments.
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30 September 2021

International Public Sector Standards Board
277 Wellington Street West

Toronto, ON M5V3H2

Canada

IPSASB Exposure Drafts ED 76 Conceptual Framework Update: Chapter 7,
Measurement of Assets and Liabilities in Financial Statements and ED 77
Measurement

The Australasian Council of Auditors-General (ACAG) welcomes the opportunity to comment on
IPSASB Exposure Drafts ED 76 Conceptual Framework Update: Chapter 7, Measurement of Assets
and Liabilities in Financial Statements and ED 77 Measurement (the ITC).

The majority ACAG view believes that fair value in accordance with IFRS 13 ‘Fair Value Measurement’
is still appropriate to measure operational assets.

ACAG does not believe that departing from the principles within IFRS 13 will resolve the interpretative
and application issues within the public sector. Instead, these issues can be more effectively resolved
by providing public sector specific practical guidance and illustrative examples to help public sector
entities apply the principles in IFRS 13.

Adopting the IPSASB’s current operational value measurement basis would constitute a departure
from current practice in most state government jurisdictions in Australia and result in stakeholders
needing to learn a new current value concept.

If the new current operational value measurement basis is adopted for operational assets, the majority
ACAG view supports the alternate definition in AV3 of ED 76 which focuses on replacing the service
potential of the operational asset.

ACAG does not believe that the current guidance is sufficient to measure operational assets using the
current operational value. ACAG has identified issues with the guidance which are detailed in the
specific matters for comment for ED 77

The attachment to this letter addresses the IPSASB’s specific matters for comment outlined in the
EDs.

ACAG appreciates the opportunity to comment and trusts the attached comments are useful.

Yours sincerely

oA

Margaret Crawford
Chair
ACAG Financial Reporting and Accounting Committee

PO Box 18286 Melbourne VIC 3001 AUSTRALIA
13922 704 402 P +61 (0) 418 179 714 \W www.acag.org.au
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Attachment

Specific Matters for Comment — ED 76 Conceptual Framework Update: Chapter
7, Measurement of Assets and Liabilities in Financial Statements

Specific Matter for Comment 1:
ED 76 proposes a measurement hierarchy. Do you agree with the three-tier hierarchy?

If not, why not? How would you modify it?

ACAG has no specific comments.

Specific Matter for Comment 2:

Do you agree with the proposed inclusion of fair value as a measurement basis for assets and
liabilities with the same definition as in IFRS 13, Fair Value Measurement, in the Conceptual
Framework?

If not, why not?

ACAG has no specific comments.

Specific Matter for Comment 3:
Do you agree with the proposed inclusion of current operational value as a measurement basis for
assets in the Conceptual Framework?

If not, why not?

Majority ACAG view

The majority ACAG view believes that fair value in accordance with IFRS 13 ‘Fair Value Measurement’
is still appropriate to measure operational assets. Public sector entities in Australia currently use fair
value to measure public sector assets including operational assets that are not primarily held to
generate net cash inflows. In most instances, use of current replacement cost under the cost approach
in IFRS 13 appropriately reflects the service potential of the asset.

ACAG does not believe that departing from the principles within IFRS 13 will resolve the interpretative
and application issues within the public sector. Instead, these issues can be more effectively resolved
by providing public sector specific practical guidance and illustrative examples to help public sector
entities apply the principles in IFRS 13.

The majority ACAG view believes that adopting the IPSASB’s proposed ‘current operational value’
approach may cause additional complexities as:

. the proposed definition of ‘operational value’ is unclear

. entities would need to determine which assets are held for their operational capacity, which
would introduce judgement to determine their value. The classification may also be subjective
and open to interpretation as assets may still receive cash flow returns even though they are
held for their operational capacity. The use of public sector assets also changes over time

. similar assets may be valued using different approaches such as the current operational value
approach and the fair value approach. This is unlikely to add clarity and comparability for
financial statement users as the basis of measurement of an asset differs solely based on
whether it is in the public, private or not-for-profit sectors

. stakeholders would need to learn a new current value concept. The inadequate guidance
provided in the current operational value approach will result in additional application issues and
divergent practices, albeit a different set from those currently under IFRS 13.
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Divergent jurisdiction’s view

This jurisdiction strongly supports a current value approach that is consistent with how the public
sector uses assets, particularly infrastructure assets. This jurisdiction does not believe that IFRS 13 or
an exit approach is desirable or needed for GFS reporting and that there are weaknesses in the IFRS
13 approach of exit value that assumes that assets will be sold when they will not be, and the related
concepts of market participant (when there are none) and highest and best use (when existing use is
the best use, unless a decision has been made otherwise). This jurisdiction believes that a value
based on current use and location and linked to asset management plans and sustainability will
provide more relevant information at a lower cost.

This jurisdiction believes that currently the current operational value approach is not sufficiently
defined to apply consistently in practice. This jurisdiction also believes that the differences from

IFRS 13 have not been sufficiently articulated, causing confusion. For example, is current operational
value ‘replacement cost’ as per IFRS 13, but using current location and condition, and not applying the
hypothetical participant approach, or is it a significantly different approach? This jurisdiction believes
that identifying and articulating the differences from IFRS 13, may result in a higher acceptance for
what is presently an unknown approach.

Specific Matter for Comment 4:

It is proposed to substitute a general description of value in use (VIU) in both cash-generating and
non-cash-generating contexts, for the previous broader discussion of VIU. This is because the
applicability of VIU is limited to impairments. Do you agree with this proposed change?

If not, why not? How would you approach VIU instead and why?

ACAG notes that the IPSASB's proposal to remove 'value in use' from the list of measurement bases
for assets in the Conceptual Framework is inconsistent with the IASB's revised Conceptual Framework
(RCF). If the IPSASB is increasing its emphasis on the consistent use of terminology and definitions
by the global standard setter, then ACAG believes that the measurement bases in the Conceptual
Frameworks should align whenever possible.

Specific Matter for Comment 5:

Noting that ED 77, Measurement, proposes the use of the cost approach and the market approach
as measurement techniques, do you agree with the proposed deletion of the following
measurement bases from the Conceptual Framework:

» Market value—for assets and liabilities; and
» Replacement cost—for assets?

If not, which would you retain and why?

ACAG agrees with the IPSASB’s proposal to delete the market value and the replacement cost
measurement bases from the Conceptual Framework.

Specific Matter for Comment 6:

The IPSASB considers that the retention of certain measurement bases that were in the 2014
Conceptual Framework is unnecessary. Do you agree with the proposed deletion of the following
measurement bases from the Conceptual Framework?

. Net selling price—for assets
. Cost of release—for liabilities
. Assumption price—for liabilities

If not, which would you retain and why?

ACAG agrees with the IPSASB’s proposal to delete the net selling price, cost of release and
assumption price measurement bases from the Conceptual Framework.
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Specific Matter for Comment 7:

Are there any other issues relating to Chapter 7: Measurement of Asset and Liabilities in Financial
Statements of the Conceptual Framework that you would like to highlight?

ACAG has no specific comments.
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Specific Matters for Comment — ED 77 Measurement

Specific Matter for Comment 1 — (paragraphs 7-16):

Do you agree an item that qualifies for recognition shall be initially measured at its transaction price,
unless:

. That transaction price does not faithfully present relevant information of the entity in a manner
that is useful in holding the entity to account, and for decision-making purposes; or
. Otherwise required or permitted by another IPSAS?

If not, please provide your reasons, stating clearly what principles are more appropriate, and why.

ACAG suggests that the IPSASB consider using wording adopted by the AASB in AASB 116
‘Property, Plant and Equipment’ and AASB 1058 ‘Income of Not-for-Profit Entities’. That wording
broadly requires the difference to be recognised when the consideration for the asset is significantly
less than fair value / current value principally to enable the entity to further its objectives.

The benefits of the AASB wording include:

. referring to the entity’s objectives helps ensure that the discount is intentional and does not
arise from a ‘great deal’ such as distress sales or trade discounts
. defining the discount as significantly below fair value provides a practical exemption from having

to consider discounts that are less than significant.

Specific Matter for Comment 2 — (paragraph 17):

Do you agree after initial measurement, unless otherwise required by the relevant IPSAS, an
accounting policy choice is made to measure the item at historical cost or at its current value? This
accounting policy choice is reflected through the selection of the measurement model.

If not, please provide your reasons, stating clearly what principles are more appropriate, and why.

ACAG disagrees with the proposal as our view is that revaluation after initial measurement should only
be permitted if there is a relevant IPSAS to ensure the revaluation movement is appropriately
accounted for. For example, is an increase recognised in net surplus, or in reserves? If recognised in
reserves, is there recycling through net surplus when the item is derecognised?

Specific Matter for Comment 3 — Appendix A (paragraphs A1-A6):

In response to constituents’ comment letters on the Consultation Paper, Measurement, guidance on
historical cost has been developed that is generic in nature (Appendix A: Historical Cost). Do you
agree the guidance is appropriate for application by public sector entities?

If not, please provide your reasons, stating what guidance should be added or removed, and why.

ACAG has no specific comments.

Specific Matter for Comment 4 — Appendix A (paragraphs A1-A6):

Do you agree no measurement techniques are required when applying the historical cost
measurement basis in subsequent measurement?

If not, please provide your reasons, stating which measurement techniques are applicable to the
subsequent measurement of an asset or liability measured at historical cost, and why.

ACAG has no specific comments.
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Specific Matter for Comment 5 — (paragraphs 6):
Do you agree current operational value is the value of an asset used to achieve the entity’s service
delivery objectives at the measurement date?

If not, please provide your reasons, stating clearly what principles more appropriate for the public
sector, and why.

The Exposure Draft includes an Alternative View on current operational value.

Majority ACAG view

The majority ACAG view believes that fair value in accordance with IFRS 13 ‘Fair Value Measurement’
is still appropriate to measure operational assets. Public sector entities in Australia currently use fair
value to measure public sector assets including operational assets that are not primarily held to
generate net cash inflows. In most instances use of current replacement cost under the cost approach
in IFRS 13 appropriately reflects the service potential of the asset.

ACAG does not believe that departing from the principles within IFRS 13 will resolve the interpretative
and application issues within the public sector. We believe that interpretation and application issues
within the public sector can be more effectively resolved by providing public sector specific practical
guidance and illustrative examples to help public sector entities apply the principles in IFRS 13.

If the new current operational value measurement basis is adopted for operational assets, the majority
ACAG view supports the alternate definition in AV3 of ED 76 which focuses on replacing the service
potential of the operational asset. ACAG believes that the IPSASB’s proposed definition of current
operational value:

. is unclear. For example, it is not clear what ‘value’ means and whether this is an entry or an exit
price. This makes it difficult to determine the objective of the measurement and the
measurement technique that is appropriate

. should specifically refer to valuing the service potential of the asset rather that referring to the
service delivery objectives
. will create additional problems and ambiguity in measuring public sector assets leading to

different interpretations and practices by preparers, valuers and auditors.
Divergent jurisdiction’s view

This jurisdiction is of the view that neither fair value per IFRS 13, current operational value as currently
drafted, or the alternative view, addresses the practical issues in valuing public sector assets,
particularly infrastructure. Current operational value addresses some of the practical issues with IFRS
13, but as currently drafted is not an adequate replacement.

While IFRS 13 has been used extensively in Australia, applying the exit price concepts to the
replacement cost approach causes unnecessary time and effort in valuations, and there are divergent
practices across jurisdictions.

The main exit price issues identified in Australia include those identified by the IPSASB - using exit
price when there is no intention of exiting the asset, identifying a highest and best use when the asset
is currently intended to be used for its current purposes, using market observable data when such
data is not readily observable, and restrictions and conditions.

The proposed current operational value term is too nebulous and would be better expressed as a
replacement cost approach — which would include using various techniques — such as market if the
asset was to be replaced from the market (e.g. social housing). The current operational value
approach also includes inadequate guidance. Specific Matter for Comment 6 provides details of
ACAG’s concerns with the current guidance.
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Specific Matter for Comment 6 — Appendix B (paragraphs B1-B41):

Do you agree the proposed definition of current operational value and the accompanying guidance
is appropriate for public sector entities (Appendix B: Current Operational Value)?

If not, please provide your reasons, stating clearly what definition and guidance is more appropriate,
and why.

Definition of operational value
Majority ACAG view

The majority ACAG view believes that fair value in accordance with IFRS 13 ‘Fair Value Measurement’
is still appropriate to measure operational assets with additional public sector specific guidance and
illustrative examples to help public sector entities apply the principles in IFRS 13.

If the new current operational value measurement basis is adopted for operational assets, the majority
ACAG view supports the alternate definition in AV3 of ED 76 which focuses on replacing the service
potential of the operational asset. ACAG believes that the IPSASB’s definition of current operational
value:

. is unclear. For example, it is not clear what ‘value’ means and whether this is an entry or an exit
price. This makes it difficult to determine the objective of the measurement and the
measurement technique that is appropriate

. should specifically refer to valuing the service potential of the asset rather than referring to the
service delivery objectives
. will create additional problems and ambiguity in measuring public sector assets leading to

different interpretations and practices by preparers, valuers and auditors.
Divergent jurisdiction’s view

This jurisdiction accepts the IPSASB definition of current operational value with a suggested change to
the definition for ‘operational assets’ to refer to ‘assets that are not held primarily for their ability to
generate net cash inflows’.

Current operational value guidance

ACAG does not believe that the current guidance is sufficient to measure operational assets using the
current operational value. ACAG has identified the following issues with the guidance.

Costs included in current value

ACAG agrees that some costs (per paragraph B35 of ED 77) would not be included in an operational
asset’s value, however we think additional guidance is needed as replacing the service capacity or
service potential of an asset can be an arbitrary judgement and there is little guidance on what this
means, leading to different valuation outcomes. ACAG does not understand why the costs specified in
paragraph B35(b),(c) and (d) have been specifically included as we believe there are more significant
issues that require guidance such as ‘greenfield’ / ‘brownfield’ costs and modern equivalent asset.

ACAG believes that further guidance is required in the following areas.

1. The costs to include when a ‘part’ rather than the whole asset is replaced. In the public sector it
is common for parts of an asset to be replaced rather than the whole asset. This may occur
multiple times over the life of the whole asset. For example, a local government may replace the
road surface, but to do so will incur significant costs removing and disposing of the original
surface. It is not clear to what extent these costs should be included and their impact on the
value of the whole asset? Is it appropriate for the value of the componentised asset to exceed
the value of replacing the asset as a whole?
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2. The day 2 issue of what happens when the day 2 ‘brownfield’ cost is different to the day 1
‘greenfield’ cost and the requirements under IFRS 13 on day 1 valuation model differences to
reset the day 2 value to the day 1 value. ACAG believes that when valuing the current cost of
an asset, once-off ‘greenfield’ costs such as earthworks (such as for roads) should be included.
ACAG also believes that the current cost for replacing an asset should be based on the costs to
replace the asset in its current location and condition. This might include additional costs like
disruption and diversion costs for roadworks, and extra costs for nightworks (to avoid disruption
during peak use). Consequently, there will be an immediate increase in the current cost of an
asset once it has been completed. The AASB and IPSASB need to address this issue. IFRS 13
paragraph 64 and its requirements on ‘day 1’ valuation differences between transaction price
and valuation could be interpreted as requiring the calibrating of the model (fair value) to the
construction price.

3. How to measure disruption costs and the likely elements that should be included. The inclusion
of disruption costs is an area of significant judgment and insufficient guidance will lead to
inconsistent interpretations and practice. A state sector entity responsible for roads indicated
that they would not include in their road asset valuations the potential make-good costs that
must be incurred for surrounding assets of another entity disturbed when the entity’s asset is
hypothetically replaced if such make-good costs were not actually incurred in the past.

4. Whether the CRC valuation of an asset held for service potential (e.g. a road asset or a
building) should include the ‘hypothetical’ costs of removal and disposal of the existing asset
(such as the debris from demolition). There are diverse views in the sector as some valuers in
the local government sector advocate including these costs.

5. How embedded finance costs (such as those in assets acquired under public, private
partnerships) that are separate to the reporting entity’s borrowing costs should be treated.

Surplus Capacity and economic obsolescence

ACAG does not agree with the IPSASB's proposal that ED 77 should assume the asset is used to its
full capacity subject to any tests for impairment. We believe the IPSASB should provide a more
detailed explanation of why the value of an asset used to achieve the entity's service delivery
objectives requires the asset to be measured as if it is being used to full capacity.

ACAG believes that the asset’s service potential should be replaced which may not necessarily align
with the asset being used to full capacity. The value of the asset should be adjusted for physical,
functional and economic obsolescence as per paragraph B36. As stated in ‘Loss of utility’ below,
economic obsolescence would include surplus capacity due to a permanent reduction in demand.

ACAG does not agree that in the example presented in BC 36 of ED 77 that a school that was
originally built with a capacity of 500 students would automatically be replaced with a school with a
500 student capacity if there was an expectation that surplus capacity would continue in the future. If
there is surplus capacity, building a school with a student capacity of 300 (including allowances for
future capacity) would still meet the service delivery objective of providing education to children.

ACAG believes there is insufficient guidance in the ED and in IFRS 13 on how an entity would value
the 300 student school. To obtain the valuation of a 300 student school does the entity need to obtain:

. a valuation for a 500 student school (with the current buildings) and then another valuation for a
300 student school to determine the adjustment for economic obsolescence (i.e. incur the cost
of 2 valuations), or

. just one valuation of a 300 student school.

ACAG agrees with the alternative view in paragraph AV17 of ED 77. If an asset includes genuine
surplus capacity that can be separated from the asset and the entity has made a decision to sell the
surplus capacity, then the ’surplus’ part of the asset should be treated as a separate unit of account
and measured as an asset held for its financial capacity. There may be parts of assets that are not
genuinely surplus, such as planned surge capacity that would be considered as part of the service
capacity of the asset, as would land surrounding a rifle range or airport.
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For example, if there is a school with surplus land capacity, the value to the entity is best represented
by splitting the surplus land from the school. The value to the entity would be the cost to replace the
service potential of the school (including the land used for the school) and the surplus land measured
at fair value.

Loss of utility

ACAG does not believe the guidance is sufficiently clear on how a loss of utility should be treated and
whether a loss of utility should be treated as surplus capacity or a reduction in the demand for
services.

Paragraph C5 of the Implementation Guidance provides information on the modern equivalent asset
which states that economic obsolescence could include changes in demand for services provided by
the asset. Paragraph B18 and B32 of ED 77 refer to using a modern equivalent asset to estimate the
current operational value. If a modern equivalent asset is used to estimate the current operational
value, then economic obsolescence could include changes for the demand for services provided by
the asset.

This is inconsistent with:

. paragraphs B10 and B11 which states that surplus capacity (which may be due to a drop in the
demand for services) should not be adjusted when measuring the asset's current operational
value

. paragraph B36(c) which mentions loss of utility, but not what a loss of utility may encompass.

Paragraphs 29 and 30 of IPSAS 21 'Impairment of non-cash generating assets' mentions a decline in
services is only considered an impairment if there is a significant long-term decline in the demand or
need for services and this has or is anticipated to have a long-term adverse effect.

Restricted operational assets

ACAG does not agree with the IPSASB's proposal that the current value of such restricted operational
assets should never be lower than the current value of an unrestricted asset.

ACAG believes that a restriction, condition, characteristic of the asset that relates to its service
potential should be considered in determining its replacement value. These aspects would include
whether the land is contaminated, flood prone, inaccessible, freehold vs leasehold. The current
wording can be interpreted as requiring (for example) flood prone land to be valued as non-flood prone
land.

ACAG believes that further guidance is required on restrictions as there is no guidance currently
available on how valuations should be approached when the following restrictions exist:

. physical restrictions that are natural rather than constructed, for example:

- land under water (such as marine parks), old growth forests (such as national parks) that
are not readily replaceable or cannot be relocated to an alternative location

- cemetery land, where the issue is not only the legal restriction for use as a cemetery but
involves human remains that cannot be moved to another cheaper location should the
entity be required to ‘replace the service potential’

. restrictions relating to caveats attached to land (including land owned by either the state or local
governments) because biodiversity rights have been sold through a biodiversity scheme and the
land cannot be used for another purpose.
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Majority ACAG view

The majority ACAG view is that in some circumstances, depending on the restriction, the current value
of a restricted operational asset may have the same value as an unrestricted asset, for example, man-
made assets such as specialised buildings and infrastructure. We do not agree that the value of land
subject to a legal restriction is the same as unrestricted land and that a discount should not be applied.
The IPSAB’s views would represent a departure from the current practice and will have widespread
ramifications across most, if not all, Australian jurisdictions at the local, state and Commonwealth
government levels

Regarding land used for its service capacity, ACAG would prefer to retain the current practice in the
majority of Australia's State government jurisdictions to treat the land as a non-specialised asset and
therefore value it using the market approach taking into account any restrictions (i.e. a lower value
than that of an equivalent unrestricted land asset).

If the restricted land’s fair value was measured without a discount to the current price of equivalent
unrestricted land, the measurement would lack comparability because it would depict different assets
as having the same value.

The valuation method would also be heavily reliant on whether the asset is primarily held for its
service potential. This may create other application issues to determine what the primary purpose of
an asset is. Examples of such include assets that generate significant income streams, such as
venues and stadia, toll roads where rights have not been sold under a service concession
arrangement or have been reacquired, etc. For these assets, judgement is required to determine ‘its
primary purpose’ which will inevitably lead to differing interpretations and application. This may lead to
similar restricted assets being measured using different methods and consequently having different
values.

ACAG believes that it would be more beneficial to provide guidance and examples on how restrictions
should be applied to restricted assets such as land to reduce the divergent practices within the sector.
Public sector entities and valuers are challenged with whether to apply a discount and if so, the
quantum of that discount. This issue is exacerbated when there is a change in valuers and therefore
the approach in relation to restrictions.

Divergent jurisdiction’s view

This jurisdiction believes that any restriction, condition or characteristic that does not affect an asset's
service potential (i.e. the asset must be used for a specific purpose for which is it currently used)
should not reduce the value of an operational asset. The jurisdiction believes that the same approach
should be used for land and any buildings or other improvements on that land.

This jurisdiction believes that a restriction, condition, or characteristic of the asset that may affect the
replacement cost of its service potential should be considered in determining its current value. These
aspects would include whether the land is contaminated, flood prone, inaccessible, freehold vs
leasehold. The current wording can be interpreted as requiring (for example) flood prone land to be
valued as non-flood prone land.

Specific Matter for Comment 7 — Appendix B (paragraphs B6-B7):
Do you agree the asset’s current operational value should assume that the notional replacement will
be situated in the same location as the existing asset is situated or used?

If not, please provide your reasons, stating clearly why the asset should be measured at a different
value.

ACAG agrees with the proposals in ED 77 and the AASB’s tentative view that an asset’s current value
assumes that the entity will meet its service delivery objectives from its present location, unless the
entity or government has decided to replace the asset in a different location or change the assets’ use.
Generally, there will be reasons precluding the move to another location such as a social policy
decision / legal restriction / operational requirements that require the asset to be located in the current
location.
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Specific Matter for Comment 8 — (paragraphs B38—-B39):
Do you agree the income approach is applicable to estimate the value of an asset measured using
the current operational value measurement basis?

If not, please provide your reasons, stating clearly why the income approach is not applicable for
measuring current operational value.

The Exposure Draft includes an Alternative View on current operational value.

ACAG agrees that the income approach can be an appropriate measurement technique in certain
circumstances, in particular for-profit government business enterprises (GBEs) consolidated into
whole of government financial statements, or in for-profit cash generating units (CGUSs) within a NFP
entity. In Australia, the income approach (fair value) is used for valuing specialised infrastructure
assets of for-profit GBEs such as electricity and water.

ACAG does not agree with the examples presented in paragraph B38 of ED 77. In the Australian
public sector, we would not use the income approach to value the costs to construct a school or to
determine the value of cave paintings as a result of the tourism income received. Public sector entities
would seek to obtain a reliable value for these assets using current replacement cost under IFRS 13.
For NFP public sector entities, operational assets are generally specialised which means that the
cashflows received from the asset are less than the service potential embodied within the asset. Using
the income approach to value these assets might result in the asset's value not reflecting the
remaining service potential. As stated above, in the public sector the income approach is primarily only
used to measure infrastructure assets of for-profit entities or for-profit CGUs that earn a return on their
assets. For not-for profit entities the current replacement cost method under the cost approach in IFRS
13 is used to value the service potential of the asset.

Specific Matter for Comment 9 — Appendix C (paragraphs C1-C89):

In response to constituents’ comment letters on the Consultation Paper, Measurement, guidance on
fair value has been aligned with IFRS 13, Fair Value Measurement (Appendix C: Fair Value). Do
you agree the guidance is appropriate for application by public sector entities?

If not, please provide your reasons, stating what guidance should be added or removed, and why.

ACAG agrees that the guidance is appropriate for assets held for their financial capacity.

Specific Matter for Comment 10 — Appendix D (paragraphs D1-D48):

In response to constituents’ comment letters on the Consultation Paper, Measurement, guidance on
cost of fulfilment has been aligned with existing principles in the Conceptual Framework and
throughout IPSAS (Appendix D: Cost of Fulfillment). Do you agree the guidance is appropriate for
application by public sector entities?

If not, please provide your reasons, stating what guidance should be added or removed, and why.

ACAG has no specific comments.
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Specific Matter for Comment 11;

Do you agree measurement disclosure requirements should be included in the IPSAS to which the
asset or liability pertains and not in ED 777

If not, please provide your reasons, stating clearly where the measurement disclosure requirements
should be included, and why.

ACAG has no specific comments.

Specific Matter for Comment 12;

Are there any measurement disclosure requirements that apply across IPSAS that should be
included in ED 77, Measurement?

If yes, please provide your reasons, stating clearly what the disclosures are, and why.

ACAG has no specific comments.

Specific Matter for Comment 13:

Do you agree current value model disclosure requirements should be applied consistently across
IPSAS? For example, the same disclosure requirements should apply to inventory and property,
plant, and equipment when measured at fair value.

If not, please provide your reasons, stating clearly which IPSAS require more or fewer
measurement disclosures, and why.

ACAG disagrees that the same disclosures should apply to inventory and property, plant and
equipment (PPE). There is a need for more detailed information for PPE as it is generally a substantial
portion of public sector entities balance sheets, and additional information is required on how these
assets are valued. Inventory is usually not significant to the public sector, and therefore there is no
need for the disclosures to be as comprehensive.

Specific Matter for Comment 14:

Do you agree with the proposal disclosure requirements for items remeasured under the current
value model at each reporting date should be more detailed as compared to disclosure
requirements for items measured using the current value model at acquisition as proposed in
Appendix E: Amendments to Other IPSAS.

If not, please provide your reasons, stating clearly why disclosure requirements should be
consistent for recurring items and non-recurring items measured using the current value model.

ACAG has no specific comments.
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Specific Matter for Comment 15:

Do you agree fair value disclosure requirements should include requirements to disclose inputs to
the fair value hierarchy?

If not, please provide your reasons, stating clearly why disclosure requirements for inputs in the fair
value hierarchy are unnecessary.

The experience in Australia is that the disclosures in IFRS 13 were mainly designed for financial
instruments, not the revaluation of PPE, in particular infrastructure assets. IFRS 13 requires the
disclosure of significant inputs to the valuation. The AASB re-considered these disclosures for not-for-
profit entities as a result of feedback following the implementation of AASB 13. The AASB agreed with
the feedback that the costs of certain disclosures relating to significant inputs exceeded the benefits.
As a result, the AASB provided relief! for NFP public sector entities with PPE assets that are not held
primarily for their ability to generate net cash inflows from disclosing the following for fair value
measurements categories within Level 3 of the fair value hierarchy:

. gquantitative information about significant unobservable inputs for fair value measurements

. for recurring fair value measurements, the amount of the total gains or losses for the period
included in profit or loss that is attributable to the change in unrealised gains or losses relating
to those assets held at the end of the reporting period, and the line item(s) in profit or loss in
which those unrealised gains or losses are recognised

. sensitivity of the fair value measurement to changes in unobservable inputs if a change in those
inputs to a different amount might result in a significantly higher or lower fair value
measurement.

1 Paragraph Aus93.1 of AASB 13 ‘Fair Value Measurement’.
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