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The Heads of Treasuries Accounting and Reporting Advisory Committee (HoTARAC)
welcomes the opportunity to respond to the Australian Accounting Standards Board’s
(AASB) Exposure Draft 155 Financial Reporting by Whole of Governments. The release of
ED 155 as a marked-up version of AASB 1049 Financial Reporting of General Government
Sectors by Governments is a commendable initiative of the AASB.

All jurisdictions have indicated their in-principle support for ED 155 and agree that it is
essential for the new standard to be released by October 2007, in time for the commencement
of the 2008-09 Budget cycle.

HoTARAC’s preferred position is to have separate standards covering General Government
Sector (GGS) reporting and whole-of-government reporting (WoG), given the differing
objectives and requirements in terms of consolidation, Budget data and sectoral reporting.
HoTARAC is also concerned that coverage of GGS reporting and whole-of-government
reporting in a single standard may underplay the importance, and compromise the recognition,
of separate financial reporting for the GGS.

It is important to note that each Standard serves different objectives. AASB 1049 is a budget
and budget outcome reporting framework, presented at the GGS level, while ED 155 serves to
harmonise accountability reporting by governments. HoTARAC recommends that ED 155 is
not collapsed into AASB 1049 and that GGS and WoG reporting are covered by separate
Standards. :
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HoTARAC is concerned at the number of convergence differences that remain between the
Generally Accepted Accounting Principles (GAAP) and Government Finance Statistics (GFS)
frameworks. Reconciliations, as required under AASB 1049 and ED 155, increase the
complexity of government financial reports and reduce the usefulness, relevance and clarity of
the reports. It is in the interests of both users and preparers that, as far as possible, such
differences are eliminated to minimise or remove the need for reconciliation information on
the face of, or as notes to, the financial statements.

In order to fully harmonise the frameworks, HOTARAC recommends that the remaining
convergence differences between GFS and GAAP should be resolved through the AASB
mandating the conceptually best treatment in each case, either GAAP or GFS. HoTARAC
will continue its practice of making submissions on these differences to both the AASB and
the Australian Bureau of Statistics (ABS) as issues emerge. It is noted that both AASB 1049
and ED 155 contain “future-proofing” provisions within their prefaces regarding the
identification and review of emerging differences, allowing the Standard to be amended when
relevant to resolve those differences.

Finally, HOTARAC recommends the removal of the requirement to present disaggregated
functional information about all assets. There is no conceptual basis for comprehensively
allocating assets to particular functions nor are there users who require this information. In
addition, such a requirement is extremely resource intensive for preparers and auditors, for
limited benefit. HoTARAC supports the presentation of information disaggregated by the
GFS function for expenses. HoTARAC also supports limiting disaggregated functional
information about assets to the net capital investment. This level of information is required
by the ABS and the International Monetary Fund.

The attached submission (Appendix 1) provides HOTARAC’s specific conclusions and views
with regard to ED 155. 1 trust this will assist the AASB to progress the Harmonisation
Project.

i Yours sincerely

D W Challen

CHAIR «

HEADS OF TREASURIES ACCOUNTING AND
REPORTING ADVISORY COMMITTEE

9 August 2007

Encl



APPENDIX 1 - HOTARAC RESPONSE TO ED 155

This submission is presented in four parts:

e Section A addresses the specific issues identified for comments by the Australian
Accounting Standards Board (AASB) in the order they appear in
ED 155 Financial Reporting by Whole of Governments;

e Section B provides additional commentary on some of HoTARAC’s concerns with
ED 155;

o Section C includes general comments on the text of ED 155; and
o Section D provides comments on the Illustrative Example.

Section A - Specific matters for comment

(a) The Board’s intention to amend AASB 1049 to reflect its decisions arising out of this
Exposure Draft and thereby issue a single integrated Standard that specifies requirements for
both whole of government financial reports (incorporating GGS, PNFC sector and PFC
sector financial information) and GGS financial report.

The Heads of Treasuries Accounting and Reporting Advisory Committee (HoTARAC)
supports amending AASB 1049 for the purposes of consistency with ED 155.

HoTARAC does not support issuing a single integrated standard. It is HoTARAC’s preferred
position to have separate standards covering General Government Sector (GGS) reporting and
whole-of-government (WoG) reporting, given their differing objectives and requirements in
terms of consolidation, Budget data and sectoral reporting. Further, a single standard holds
the potential to compromise the recognition of the GGS as a separate financial report.
Specific and separate standards are required to address the complexities of the GGS as distinct
from the WoG financial statements.

In addition, there is a risk that integrating the two standards may delay the release of a WoG
Standard. HoTARAC considers that October 2007 is the critical deadline for the release of
the final ED 155 Standard, to ensure it is available in time to accord with each jurisdiction’s
upcoming Budget cycle.

(b) The Board’s intention to base whole of government general purpose financial reporting
requirements on the principles adopted in AASB 1049 for GGS financial reporting.

HoTARAC supports the proposal for consistency between GGS and WoG financial reporting,
but notes the position of the Heads of Treasuries (HoTs) that both standards should
harmonise, rather than reconcile, by mandating the conceptually best treatment. Consistency
between the standards also follows the Financial Reporting Council’s (FRC’s) original
direction to the AASB regarding Government Finance Statistics (GFS) and Generally
Accepted Accounting Principles (GAAP) convergence (FRC Bulletin 2002/5
18 December 2002, as modified by FRC Bulletin 2003/1 11 April 2003).

Alternative approaches would result in different accounting bases for GGS financial reporting
and WoG financial reporting, with the potential to confuse users (eg where the WoG report
did not harmonise with GFS; or if the WoG report was based on pure GFS).



(c) The treatment of transactions with owners as owners and movemenis in reserves
(paragraph 15). Such transactions may occur between the GGS and the PNFC/PFC sectors.
They may also occur in a whole of government context in relation to partly owned
subsidiaries. The Board is particularly interested in views on whether the differential
treatment of transactions with owners as owners and movemenis in reserves is appropriate.

HoTARAC supports the option to present both of these items either in the notes or on the face
of the statements, consistent with AASB 101 (paragraph 97) and AASB 1049, although in
practice, it is likely that this information would be disclosed in the notes only. This is also
consistent with the implication in paragraph 24 of ED 155 that these items may be presented
either on the face or in the notes, except where superannuation actuarial gains/losses are
recognised in equity. There appears to be no justification for the differential treatment of
movements in reserves, compared to transactions with owners as owners.

HoTARAC recommends the inclusion of grey letter discussion to provide the reasoning
behind whether transactions with owners as owners are on the face or in the notes.

HoTARAC also notes that the relationship between paragraph 15 of ED 155 and AASB 101
is unclear. The beginning of paragraph 15 provides that the Operating Statement and
Statement of Changes in Equity are presented as a single statement. However, the second part
of paragraph 15 allows transactions with owners as owners to be disclosed in the notes or a
separate statement rather than on the face of the Operating Statement. Given that ED 155
combines the Operating Statement and the Statement of Changes in Equity, it is unclear as to
what the term “a separate statement” refers. HoTARAC recommends the AASB expands on
this requirement to clarify the matter.

(d) Sector information (paragraphs 41-46). Given the potentially onerous nature of a
requirement to disclose the financial statements and reconciliation notes for the GGS, PNFC
sector and PFC sector in the whole of government financial report, the Board is particularly
interested in views on whether the proposal in this Exposure Draft would provide the most
effective way to meet users’ needs for sector information.

HoTARAC supports the disclosure of sector information in the WoG financial report, as
highlighted as a note in the Illustrative Example. This is preferred over the alternative of
separate stand-alone financial reports for the PNFC and PFC sectors. Consequently,
HoTARAC supports the AASB’s position in paragraph BC17 not to require the disclosure of
* separate Sector financial statements prepared on a GFS basis. HOTARAC supports the
AASB’s arguments that such an approach would be inconsistent with AASB 1049 and create
the potential for user confusion, where the Sector financial statements are prepared on an
inconsistent basis but disclosed within a WoG financial report.

ED 155 requires preparers to disclose a reconciliation between sectoral information and the
corresponding information in the WoG report. HoTARAC notes that this may be interpreted
to require the disclosure of eliminations between the Sectors. It is questionable whether users
would be able to understand these elimination items. Consequently, HO-TARAC supports a
single elimination column, disclosing eliminations between the Sectors and WoG.
HoTARAC does not support the additional elimination columns for eliminations between the
Sectors.



HoTARAC regards the requirement to provide reconciliations to ABS GFS for fiscal
aggregates for the PNFC and PFC Sectors as both of limited value to users and excessively
onerous to preparers. AASB 1049 requires these disclosures for the GGS, where some value,
though limited, may be provided to users. The PNFC and PFC Sector reconciliations (Notes
S1, S2, 83, T and U in the Illustrative Example) provide little useful information. HoTARAC
supports the disclosure of reconciliations to ABS GFS at the WoG and GGS levels only.

(e) Budgetary information (paragraphs 47-53). The Board is particularly interested in views
on whether:

(i) Whole of government budgetary information should only be required to be
disclosed where whole of government budgeted financial statements are presented
to parliament; and

HoTARAC strongly supports this proposal. If Budget information was required for all the
detailed notes (such as movements in PPE and financial instruments) as well as for the
reconciliations, it is believed that the statements will become very unwieldy, especially if
comparatives were also disclosed. HoTARAC recommends it should be clearly stated that
this information is not required.

(ii)  Sector budgetary information should not be required to be disclosed in the whole
of government financial report;

HoTARAC supports this proposal. ~ Such disclosure, if required, would be of limited use,
given that these Sectors are not required to prepare stand-alone financial reports.

()  Transitional requirements (paragraph 54). In particular, the Board is interested in
assessments of the costs and benefits of the approach proposed, which is to require the
principles in AASB 108 Accounting Policies, Changes in Accounting Estimates and Errors to
apply to the first whole of government financial report prepared in accordance with the
proposals in this Exposure Draft;

ED 155 is based on the premise that issues relating to first time adoption of AEIFRS do not
need to be addressed in 2 WoG GFS-GAAP Standard, given that AEIFRS has already been
adopted at the WoG level, as part of AAS 31 F inancial Reporting by Governments. However,
the AASB’s Agenda Paper 6.3 of 6-7 September 2006, implies that the GGS should not apply
certain AASB 1 exemptions, as they are not allowed under GFS. Therefore, there is a
potential conflict between the GGS treatment (which seems to be prohibited from using some
of the AASB 1 exemptions) and the WoG treatment (which has already applied the AASB 1
exemptions).



It is desirable that accounting policies between Sectors and the WoG align for consolidation
purposes. However, transitional provisions may be required at the WoG level and for the
PNFC and PFC Sectors, as first time adoption decisions may have been made under AASB 1
First-time Adoption of Australian Equivalents to International Financial Reporting
Standards, at the date of transition, which do not converge with GFS and need to be changed.
These include:

¢ Some financial instruments may be recognised at amortised cost rather than fair value.
This may require a change to fair value measurement. However, where this requires
designation “at fair value through profit or loss” the ability to reclassify subsequent to
initial recognition, is prohibited. = That is, AASB 139 Financial Instruments:
Recognition and Measurement makes clear that an “....entity shall not reclassify a
financial instrument into or out of the fair value through profit or loss category while it
is held or issued...”. Relief was provided from this requirement in AASB 1, which
allowed an entity to make this designation at the date of transition.

o A similar issue arises in reclassifying out of the “held to maturity” category.
Arguably, under GFS, this category should not be used, because fair value is generally
available for “held to maturity” investments. It is unclear, in the absence of
transitional provisions, about the ability to reclassify out of this category, other than
when there is a change in intention or ability (refer ED 155, paragraph 51).

o If these transitional provisions are not available at the WoG level, then the ability to
converge with GFS will be restricted. This is particularly an issue for the PNFC and
PFC Sectors, which unlike the GGS (refer AASB 1049, paragraphs 59-62) cannot
utilise AASB 1 when preparing the sector information in the first GFS-GAAP
harmonised WoG financial report. This also means that the GGS information as part
of the WoG financial report (which must be prepared consistently with the policies
applied in the WoG financial report) may differ from the AASB 1049 GGS financial
report (ie as the AASB 1049 first time adoption decisions in the financial period
2008-09 may differ to the AAS 31 AEIFRS first time adoption decisions which were
made as part of the 2005-06 financial report).

HoTARAC recommends the AASB reviews paragraph 54 to ensure that onerous and
inconsistent transitional provisions are not required for these or similar issues.

(g) Whether, overall, the proposals would result in financial reports that would be useful to
users; and

HoTARAC is concerned that whilst the proposals in ED 155 will be useful to users, the
number of users of this report is limited. That is, the general public is unlikely to be able to
understand the statements or be able to comment or make informed decisions based on the
information, particularly with the current level of reconciliation items. It is for this reason
that HoTs and HoTARAC have previously recommended that the best conceptual treatment
be adopted, thereby eliminating the need for reconciliation items.

(h) Whether the proposals are in the best interest of the Australian economy.

HoTARAC doubts that reports prepared under ED 155 will have any impact on the Australian
economy.



5

Section B - Additional conimentary on concerns with ED 155

HoTARAC has reservations about the reconciliation-based approach to harmonisation in
ED 155 because it increases the complexity of government financial reports and thereby
reduces their usefulness, relevance and understandability.

In order to fully harmonise GFS and GAAP, HoTARAC reiterates the recommendations of
HoTs to Exposure Draft 142 Financial Reporting of General Government Sectors by
Governments, that remaining convergence differences should be resolved through the AASB
mandating the conceptually best treatment for each case, either GAAP or GFS. HoTARAC
members have identified two such differences in light of ED 155.

HoTARAC notes that the treatment of borrowing cost was not an issue before AASB 123
Borrowing Costs was re-issued in June 2007. As paragraph 14 (a) of AASB 1049 required all
borrowing costs to be expensed, there was no difference between GFS and GAAP. When
AASB 123 was re-issued, it required borrowing costs to be capitalised under certain
circumstances, creating an unnecessary convergence difference. HoTARAC notes that it will
be onerous to maintain suitable records across all government entities for items that are
expensed for GFS and capitalised for GAAP. There is also the ongoing financial impact on
depreciation and asset revaluation. HoTARAC recommends the AASB reviews this
requirement, with a view to mandating the conceptually best treatment of expensing the
borrowing costs for government controlled assets.

Another convergence issue raised by some HoTARAC members is the recognition of deferred
tax assets/liabilities under GAAP by PNFCs and PFCs (in accordance with AASB 112
Income Taxes). The Tllustrative Example assumes that the mirror to the deferred tax liability
recognised by the PNFC and PFC Sectors is not recognised by the GGS. This is also referred
to in Reconciliation note r(ii) of the Illustrative Example.

The AASB has indicated in a letter to HOTARAC that the GGS should not recognise the
deferred tax balances to the extent the tax-equivalent events associated with the PNFC and
PEC deferred tax balances have not occurred. HoTARAC notes that AASB 1049 does not
provide guidance on this issue. Under GFS, in the absence of a counter-party, deferred tax is
not recognised as either a transaction or other economic flow. Therefore, only the current
GFS tax expense/revenue is recognised. —However, HoTARAC notes that, in some
jurisdictions, the GGS has recognised tax revenue/assets, eliminated on consolidation at the
whole-of-government level, to mirror the position reported by PNFCs and PFCs.

HoTARAC considers that when convergence differences are eliminated, the resulting
government general purpose financial reports will be more useful to users and will have a less
onerous impact on preparers.



Section C - General comments on the text of ED 155

Paragraph 6

1.

HoTARAC recommends that changing the wording in paragraph 6 from “in accordance
with” to “in a manner consistent with” may resolve the perception that paragraphs 6 and 7
are inconsistent.

HoTARAC recommends the inclusion of a statement that ED 155 prevails in the event of
an inconsistency with another Standard.

Paragraph 7

3.

One Standard in conflict is listed. HoOTARAC recommends the inclusion in ED 155 of a
list of those Standards that are not to be applied when preparing financial statements under
ED 155. This could include AASB 114 Segment Reporting and AASB 124 Related
Parties. '

Paragraph 9

4.

Paragraph 9 (a) states that historical cost is not characterised as fair value. However, it is
often the case that historic cost is deemed as fair value, for example where an active
market does not exist. HoTARAC recommends the AASB clarifies the implications of
the statement “not characterised”.

The assumption contained in paragraph 9 (e) “that because of the format of the GFS cash
flow statement the direct method must be used for the cash flow statement” may be
incorrect. HoTARAC notes that some jurisdictions using the indirect method are not able
to use the direct method.

HoTARAC recommends the inclusion of the following additional grey letter items in
paragraph 9 as a result of AASB 2007-4 Australian Additions to, and Deletions from
IFRSs, as examples of particular optional treatments that paragraph 8 has the effect of
limiting:

o C(lassification of dividends paid in the Cash Flow Statement; and

e Use of the government bond rate in the WoG financial report (even though for-profit
entities may use the high quality corporate bond rate).

Paragraph 32

7.

As noted earlier in this submission, HOTARAC recommends amendments to AASB 123. If
that recommendation is not undertaken, this paragraph should include capitalised interest as
an example of an item that needs to be expensed for GFS.

Miscellaneous Comments

8.

For many jurisdictions, dividends paid will be a reconciling item disclosed in the
Disaggregated Reconciliation to GFS Net Operating Balance. For some jurisdictions, this
will be the only reconciling item. HoTARAC notes that the need for reconciliations
would be removed if the GFS Disaggregated Income Statement included an Income Tax
Equivalents and Dividends line item under Operating Surplus.



Section D - Comments relating to the Illustrative Example

General Matters

1.

The use of differing terms in financial statements to describe the same item may confuse
users. For example, “distributions” in the Cash Flow Statement and “dividends” in the
Operating Statement. HoTARAC recommends that items are consistently referred to
throughout the Illustrative Example.

The treatment of transactions with an owner, as an owner, are not illustrated. HoTARAC
recommends that the inclusion of a transaction to illustrate the differential treatment with
an owner, as an owner, would clarify the treatment to be adopted.

Where differences in elimination do not cause a difference in measurement of key fiscal
aggregates, and are not included in key reconciliation notes, HOTARAC recommends that
disclosure on consolidation of these differences should not be required. At best, this
information will be an estimate, because at the time of preparing the statements,
jurisdictions will not be in a position to know the final GFS numbers finalised by the
ABS. Users requiring this information can refer to ABS publications.

Note (f) is intended to explain the convergence differences for the Net acquisition of
non-financial assets. The inclusion of the tables from the perspective of providing
information on how this item is derived is supported. However, the tables do not explain
the convergence differences. HoTARAC recommends that the note includes a short
narrative component similar to Note k to explain the convergence differences.

Balance Sheet — WoG

5.

The illustrated negative net worth may confuse readers. HoTARAC recommends the
AASB casts the illustrative example as a positive net worth entity. “Buildings and
structures” and/or “land” could be increased to reflect positive net worth.

HoTARAC recommends that the reference to “unfunded superannuation liability” should
be replaced by “superannuation” or “defined benefit superannuation” since this item is
under the heading of liabilities. In addition, these terms are more flexible and
accommodate jurisdictions that have partly funded superannuation.

Operating Statement - WoG

7. HoTARAC recommends the inclusion of an additional line item on the face of the

Operating Statement: “Transactions with Owners as Owners”. For preparers who disclose
these movements on the face rather than in the notes, this item would reconcile the full
movement in (non-GFS) net worth and be consistent with the purposes of the current
statement of changes in equity under AASB 101 paragraph 97(a). Further, this would
provide users with a single reference point to review all such movements.



8. It is unclear whether the item “superannuation interest expenses” includes the off-setting
actuarial-determined expected return on plan assets or if this component of
superannuation is included under the item “employee expenses-superannuation”.
HoTARAC recommends this should be clarified, with the word “net” being included in
the item description.

Cash Flow Statement-WoG

9. HoTARAC recommends that the item “Dividends from associates (part of share of net
profit/(loss) from associates)” be shortened to “Dividends from associates” or be included
in the item “Other receipts”.

10. HoTARAC recommends that the complementary item to “Sales of investments” should be
“Purchases of investments” rather than “Increases in investments”.

Operating Statement — by sector

11. HoTARAC recommends that the reference to the Operating Statement for the WoG by
Sector as Note “R” be extended to all sectoral statements.
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