\ ACT

L Goverament

Chief Minister, Treasury and
Econormic Development

Ms Kris Peach

The Chair

Australian Accounting Standards Board
PO Box 204

Collins Street West

Victoria 8007

Dear Ms Peach
Invitation to Comment 34 — AASB Agenda Consultation 2017-2019

The Heads of Treasuries Accounting and Reporting Advisory Committee (HoTARAC) welcomes the
opportunity to provide comments to the Australian Accounting Standards Board (AASB) on the
Invitation to Comment 34: AASB Agenda Consultation 2017-2019.

HOTARAC supports the AASB’s proposed agenda for the period 2017-2019 and appreciates the
consideration given to issues relevant to the public sector.

While HOTARAC priorities are broadly consistent with those articulated in HOTARAC's last letter to
the AASB on this matter (Attachment A), recommendations have been updated to reflect work to be
undertaken by the International Public Sector Accounting Standards Board and changes to the
AASB’s work plan, particularly the review of the Australian Reporting Framework. HoTARAC suggests
the Framework review be assigned the highest priority due to its potential impact on other areas of
financial reporting. Recommendations are based on the assumption that the AASB’s current suite of
projects is progressed to completion.

Responses by HOTARAC to the questions posed in the Invitation to Comment are in the attachment
to follow.

If you have any queries regarding HoTARAC’s comments, please contact Peter Gibson from the
Department of Finance on (02) 6215 3551.

Yours sincerely

£
“" David Nicol
CHAIR

HEADS OF TREASURIES ACCOUNTING AND REPORTING ADVISORY COMMITTEE
March 2016

Chief Minister, Treasury and Economics Development Directorate | Canberra Nara Centre
GPO Box 158 Canberra ACT 2601 | phone: 132281 | www.act.gov.au




Attachment: HoTARAC response to ITC 34

General Comment

HoTARAC considers that to a large extent the decision over which topics are added, removed or
prioritised will depend on the outcomes of the research project on the Australian Reporting
Framework. This potentially fundamentally aiters the reporting obligations of public sector entities
and, consequently, those accounting issues that are a priority for this sector.

Question 1.
What topics, including external reporting topics, do you think should be added to the AASB work

program (research and standard-setting)? Please outline the reasons why you think the project(s)
should be addressed by the AASB.

HoTARAC wrote to the AASB in June 2015 to outline public sector priority issues {Attachment A).
While HOTARAC priorities are largely unchanged, the list has been modified as we expect disclosures
to be addressed in the framework review, the I1ASB has released guidance on the application of
materiality and the IPSASB is scheduled to release a consultation paper on non-exchange expenses
this year.

Given some of the issues raised in the HoTARAC letter have been, or are expected to be, addressed
in current or pending projects, HOTARAC suggests adding the following topics:

e Fair value measurement: HoTARAC recommends this project focus on the valuation of assets
held for their service potential and valuation and the application of obsolescence in the
public sector. Additional guidance is also sought on the application of the fair value model
to the range of restrictions that are more common in the public sector, including where
assets are subject to agreements to transfer them in the future for no or nominal
consideration.

+ Discounting of long-term liabilities (particularly employee benefits): HOTARAC suggests
considering the use longer term average interest rates, to remediate the large fluctuation in
values of long-term liabilities associated with use of the spot rate.

e Post-implementation review of AASB 1055 Budgetary Reporting: preparation and audit work
undertaken for the 2014-15 financial statements indicates that disclosing this information at
the entity level imposes a burdensome reporting obligation for questionable benefits to
users.

HoTARAC notes that this list is predicated on the assumption that financial instrument disclosures
and accounting for grants from the grantor perspective are respectively addressed through the
framework review and IPSASB consultation paper.
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Attachment: HOTARAC response to ITC 34

Question 2.
What priority should be ascribed to the project(s)? Please outline the reasons why you think the

project(s) should be prioritised in this manner by the AASB.

Research Projects

As noted above, HOTARAC recommends the highest priority be assigned to the research project on
the Australian Reporting Framework as this potentially impinges on all areas of financial reporting,
including the other research projects on the conceptual framework and IFRS adoption.

HoTARAC regards the process of modifying IFRS for public sector application as following from the
issues considered in the framework review, such as the reporting entity, disclosure requirements
and overall simplification of reporting requirements.

HoTARAC also regards the role of the IPSASB conceptual framework as following from the
fundamental issues considered in the framework review.

As the framework review will not be completed before the preparation of the 2015-16 financial
statements, HOTARAC has also assigned a high priority to the suggested review of AASB 1055 as this
imposes a significant burden on preparers.

For not-for-profit public sector entities, information on parent entities and subsidiaries will depend
on the boundaries for the reporting entity considered in the framework review.

HoTARAC suggests the project on the carbon tax be held in abeyance as Australia does not currently
have such an emissions trading scheme and the current policies for carbon abatement do not give
rise to difficult accounting issues.

HoTARAC's suggested ranking is:

Australian Reporting Framework

Not-for-profit conceptual framework issues

IFRS Adoption in Australia

Post-implementation review of AASB 1055.

Information on entities within a group

Carbon tax/emissions trading scheme/abatement scheme.

ok wh e

Standard Setting Program

HoTARAC notes that there is only one new exposure draft pending on the revision of reduced
disclosure requirements and has no suggestions for removing projects. However, HoTARAC would
point out that Reduced Disclosure Requirements will be closely linked to the Framework review.
HOTARAC would suggest that the new projects on fair value measurement and discounting of long-
term liabilities proposed in the response to question one be assigned the highest priority.
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Attachment: HoTARAC response to ITC 34

Question 3.
Are there any topics on the current AASB work program that you think should be removed from the

work program? Please outline the reasons why you think the project(s) should be removed.

HoTARAC does not have any recommendations for removing topics, but would suggest the carbon
tax be placed in abeyance until the Government revisits this issue and the research project on
information on entities within a group be merged with the framework review or deferred until it is
completed.

HoTARAC would further propose the AASB consider the extent to which projects can be completed
sequentially or issues overlap to maximise the use of limited resources. In particular, the framework
review is likely to cover topics addressed in the not-for-profit conceptual framework and IFRS
adoption for not-for-profits entities research projects and HoTARAC suggests the AASB consider the
opportunity for synergies.
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Attachment: HoTARAC response to ITC 34

Attachment A

Altachment A

{lied Minksten, Teasies anl
Ermeasirtic Bavelspment

k= Kris Peach
The Chair
Australian Acoounting Standards Board
PO Box 204
Caling Stfeat Wast
Wickaris BOOT
L A
Dear Ms Peach,

Priority Fublic Sector Accounting Issaes

Thank you for anterding the Februsry meating of the Heads of Treasuries Pebounting and
Heporting Advisory Committes [HeTARALD). As foreshadowed at that mestlng, and in
other discussions, the ettached provides a list of pracrity public sector secounting szues
far eonsideration by the Australian Sccounting Starsdards Bosrd (485 B} The issues are
identified in no particular order of importance.

Aoeore principle underpinming the issues raised is that the cost of providing Information
shoold nok excesd the banefits Lo vsers of financal repeorts, consistent with the ANSE"s
policy paper Frocess for Wadifying IFRE for PEESNFEs,

HoTARAC loaks foreard to future opportunities to collaborate with the AASE on standard
sefting developments, particularly i light of recent initisthres taken by the Board to
proactively engage public sector stakeholders,

W you have any technlcal gueries regarding HaTABALC s position please contact Peter
Glbsan from the Department of Finanoe on 02 6215 3551,

Wours sinceraly

%3

Heads of Treasuries Acoounting and Reporting Advisory Committes

5 lume 2015

Thief 28inlster, Treasery and Ecomomics Dewsipgenant Divectorass | Canbarrs Mara Centre
G Son LSE Canbarra SCT 2608 | phone: 192381 § wess.ack gov.su
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Attachment: HOTARAC response to ITC 34

Attachment A - Continued:

BITACHMERNT: LIST OF PRICEITY PUBLIC SECTOR ACTOURTING ISSUES

Falr Yalua Meoasurement

HoTARALD notens that the AASE has proposed some interim sdjustments to publle secior
dizelosure reguiremaents relating to fair value measurernent ender 4058 13, HoTaRar
considers the application of fafr value measurement 1o the public sector continuwes to be &
rrajor concern. issuss HoTARALD views as being of particular imporiance are the concept
of oheolescence, to which there 15 o available AA858 guldance on its application in the
prablic sector contest, and the application of the fair value model 1o public sector assets
held for their sepdes potentlsl, including croumestances whero relizble maasurement gy
mol he possibls,

Financial Instruments Disclosures

HoTARAL considers that public sector amendments are needed to simplify disclosures on
financlal instruwments to better align to user needs, Accordingly, the AASE should consider
whether grester flexibitity can be Introduced, v particular to avetd Wnnecessary
dizclosures thal are of no value 1o wsers, For exsmple, for some public seclor entities
many of the esisting financlal iastrument disclosures, such as lguidity, credit and foraign
exchange risk, do not rellect their primary risks, whlch relate to thelr budgeted funding.

HeTARAD would also recommend guidance be developed for the MEP public sector
enttitlez with Fespect 1o Expected Credit Losses applicable to financial instruments. A
prefiminary examination has suggested that there are finandial instruments unique to the
public sector whore relevant measurement and disclosure requirements for expecied
creflt losses and other requiremonts af AASE 9 would not be appropriate,

AASE 119 Employee Denefits

HoTARAC cortinues 1o be of the view that the AASE should explore the use of a longer
termy average interest rate for lang term employee benefit calculations, such as the
superannuation liability, rather than the spot rate currently used. The spot rate is subject
ta expessive Burtestlon teading to unreliable messurement and sxcessive overfunder
valuation of employes benefits. Thiz requirement often does not reflect the managerment
of superannuation and other employes labilities. This is & particular issue for the poabile
sector due to the magnitude of amployee labtlities and relatively large proportion of
defined benefit superannuation obligations, which can result In the surphus or deficit
arising from the lmoact of policy decisions being overshadowed by spot rate movements.

HoTARAC woald further recammend that #H this project is progressad, the wider Issue of
eonsistency of the discounting of ather loog ey llabillitles be considered.

Moreaver, under a revised AASE 119, tawes pavable on contributions ace requdred to be
mcluded in the gross dofined benefit obilgations as an sctusrial assumption. The impact is
to gross up el lability for Superannuation Contributions Tax that will grobably never be
paid, Ghwen the magnitude of govermment superannuation liabillities, this requirenent
does not reflect the govesniments' inancial position,
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Attachment: HoTARAC response to ITC 34

Attachment A- Continued:

application of Materiality [n Disclosure

HoTARALC recomimends the AASE clarify the application of the terms “materdal”,
"significant”, "at a minimum"” and “major” in disclosure requirements, with these terms
somiatimes used within the same standards. This s often a cause for confusion among
preparess and avdilors and is particular pestinent given the current emphasis on making
fimancial stalements mote concise, The AASE may constder including definitions in the
AASD Glossary of Deflned Terms.

Budgat versus Actual Compatisons

HaTARAL recommends that the 4458 undertake 3 post implemantation review of the
regulrementy of AASE 1055 Budgetory Reporting at an appropriate time. Preparatory
winrk undertaken for the 2014-15 financial statements indicates that disclosing this
irformation at entity level Imposes s burdensame reporting obligation for guestionable
benafits o users.

Accounting for Grants from the Grantor Perspective

HaTaRal wolcomes the AASE s ED on fncome frofm Eransactions of BEP entities, which
Includes puldance on grants from a reciplent perspective, This would be an opportune
time to review the limited guldance available for grants from a payer viewpoing,
partlcularly In respect to the timeframe for recognition, noting the principles outlined In
paragraphs 26 of AASE 137 Provisians, Contingent Llabiliiles and Contingent Assels are
not consktent of adeguate to cover the range of grants made by public sector,

HeTARAL notes i thls respect that IPSASE have been considering 4 project on this tople,
separate from their equivalent revenue standard,

Other toplcs to be Addressed by the AASE

HoTARAC understands that the AASE vl be undertaking 3 broad review af the reporting
framewark, Including requirements speciflcally applying Lo the public sector. We ook
forward to the opporlunily to contribute to this dlscussion, While we would expect such a
review to be comprehensive, issues that are of particular interest to HoTARAC memlers
include tiers of reportingIncleding considering the deflnltion of "reparting entity”).
administered and contrelled reparting, AASE 1049 Whale of Government ond General
Government Sector Flnancial Reporting, and the application of transactlon seutrality
principles,

Finally, we note that the Board is eurrently seeking to finalise a number of projects with
particular importance to the public sector, such as service concesslon arrangements and
the spplication of depreciated replacement cost to Impalrment assessments. HoTARAC
se5 Lhis & a positive development,
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