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1996-97 TERRITORIAL FINANCIAL STATEMENTS OF DEPARTMENTS
Purpose

This OFM Memorandum is issued to reiterate earlier advice provided by this Office, which was
designed to give effect to the accounting trestment sought by the Auditor Generd in regard to the
Territorid financid statement schedules for 1996-97 and subsequent years.

| refer in particular to the Office of Financid Management Memorandum 97/25 “ACT Accounting
Policy Manud Update’ issued on 27 June 1997 and to CFU’'s subsequent request (on
4 Augudt 1997) for information on the actua amounts to be disclosed.

Background/l ssues

2. OFM Memo 97/25 advised details of changes to the format and content of the Statement of
Revenues and Expenses on Behdf of the Territory, and provided guidance on relevant changesin the
accounting for ‘ Transfers to Government’ (Ref APM section 10.3.10.2). This Memo provides further
guidance on the change in accounting policy that applies to the revised format. The change isintended
to improve the clarity of Territorid financid Satements.

3. The effect of the policy change is that Territoria financia statements should now report (as
goplicable) lighilities to, and recaivables from, the Centrd Financing Unit (CFU).

4, A Teritorid lidbility to CFU arises when an department collects taxes, fees, and fines, or
other Territoria revenues, and the department is obliged to onpass those fundsto CFU. Thisliability
is discharged when the department pays the cash to CFU. So, if a department has recognised a
Territorid revenue, and ether has a corresponding receivable or has received cash which is not yet
trandferred to CFU, the depatment has an outstanding ligbility to CFU. As a period end
adjustment, the department should take up the following journd:

Dr Expense “Trandersto Government”
Cr  Liability: “Creditor” (ie CFU)

5. The above journa should only reflect the amount of revenue that the department has not yet
transferred to CFU but expects to transfer after receipt of the money. In other words, the liability to
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CFU should exclude any bad/doubtful debts. The intended result of this accounting is that the
expense item “Transfers to Government”, together with Bad/Doubtful Debts expense, should offset
al Territorid revenues that the department is obliged to pay to CFU. This should provide a nil net
effect on the Territorid Operating Statement.

6. A liahility in the Territorid accounts dso arises if a department has received gppropriation
moneys for payments on behaf of the Territory, and the department has not yet incurred a related
expense. In this case, ingtead of recognising a revenue (“Payment for Expenses on Behdf of the
Territory”), the department should recognise ether a liability for “Revenue Recelved in Advance” or
aliability to CFU to repay those moneys, as applicable. (Note: It is only appropriate to recognise a
“revenue recelved in advance’ if the department Hill expects to spend the money on the purpose for
which it was gppropriated. Otherwise the department must return the money to CFU.) Because this
is a period end adjustment only, departments will probably have dready accounted for the
gppropriation as a revenue, in which case the rdlevant journd is:

Dr  Revenue “Payment for Expenses on Behdf of the Territory”
Cr  Liahility: “Creditor” (ie CFU) or “Revenue Received in Advance’

7. Territorid receivables from CFU arise where a department has recognised a Territorid
ligbility to athird party, and for which the department will probably receive appropriation funding to
pay the ligbility. One example of this is the Superannuation Provison Unit, which should recognise
receivables (current and non-current) equivdent to the (current and non-current) whole of
Government ligbility for superannuation. Another example is when a department has entered into a
grant/funding agreement (or some other contract) that requires the department to make payments
after the end of the reporting period, where such payments condtitute a ligbility (as opposed to a
commitment). Note that a receivable from CFU only exists where the ligbility will be funded by
direct appropriation from CFU (as opposed to being funded by other departments out of their own
gppropriations). The journd to recognise a Territorid receivableis:

Dr  Assat: “Debtor” (ie CFU)
Cr  Revenue “Payment for Expenses on Behdf of the Territory”

8. Territorid receivables from CFU do not arise smply because a department has incurred a
Territorid expense. They arise only where there is a liability to a third party. This means that
Territorid financid statements may continue to report a net loss, due to unfunded expense items such
as depreciation, and |loss on disposal of assets.

0. Conggtent with the above, the Statement of Assets and Liabilities on Behdf of the Territory
should show net assets (and equity) totdling the value of noncurrent assets - other than receivables
(Note: This does not gpply to CFU Territorid). All other assets should be offset againg lighilities to
CFU and third parties, as applicable. Likewise, dl liabilities should be offset againgt cash, and
receivables from CFU and third parties. Conversdly, the CFU Territorid financid statements should
reflect recelvables from, and liabilities to, departments.

10. Departments are required to treat the accounting outlined above as period end adjustments,
for purposes of annud reporting only. For the moment, monthly reporting is not required to include



this accounting. Departments are aso requested to advise CFU of the amounts of receivables and
creditors taken up at period end.

11. For the initid gpplication of the above change in accounting trestment, departments may
need to make opening baance adjustments to assets and liabilities, and adjustments to revenues and
expenses, eg to reverse the amount of cash transfers that related to prior period Territorial revenues.
Departments should make such adjustments to opening accumulated funds, as required by paragraph
15 of AASL. Examplejournasare asfollows:

To adjust for cash transfers that relate to prior period revenues.

Dr  Capitd: opening baance adjustment
Cr Expense “Trandersto Government”

To adjust for appropriation revenue that relates to prior period expenses.

Dr  Revenue “Payment for Expenses on Behdf of the Territory”
Cr  Capitd: opening baance adjustment

12. Financid statements should include a note, dong the following lines, aout the above change
in accounting policy:

The Statement of Assats and Liabilities on Behdf of the Territory includes (as
goplicable) lidhilities to, and recaivables from, the Centrd Financing Unit. In
previous years no such liability or recevable has been recognised. This
represents a central Government change to the accounting framework.

13. Please dso note that if a department is required to make a cash transfer to CFU during the
period, and that cash transfer does not relate to current or prior period revenues (eg it is due to the
sdle of an assat), the department should treat the transfer of cash to CFU as a capitd transfer.

Likewise, where a department receives Appropriation for Payments on Behdf of the Territory, and
the appropriation is not for the purpose of funding Territorid expenses (ie it is funding for capitd

purposes, as indicated in the Budget Papers), the department should treat the gppropriation as a
capitd inflow (rather than as arevenue).

14. If you require further information in relaion to the above please contact elther Brian Crofts of
OFM on 207 5079 or the Audit Manager responsible for your agency’s 1996-97 audit (ie Kurt
Munro or Bernie Sheville).

15. Asadvised in OFM Memorandum 1997/25, OFM will shortly issue revised pages for the
Accounting Policy Manua update. Those revised pages will adso reflect the above additiona
guidance.

16. On a separate matter, in reation to Depatmentd financid satements for 1996-97,
departments should be reporting as a revenue dl Government Payments for Outputs (GPO) received
during the year. In other words, for 1996-97 only, departments should treat al GPO recelved as
having been earned during the year. (Whereas for monthly reporting, departments should continue to



recognise a liability, as gpplicable, for unearned GPO revenues) The financid statements should
include a note about this treestment, dong the following lines:

For 1996-97, the department has recognised a revenue (“Government Payment
for Outputs’) for al Output Appropriation received during the year.

17. If you require further information in relation to paragraph 16, please contact either Brian
Crofts on 207 5079 or Rick Martin on 207 0228.

18. OFM welcomes feedback on the clarity and usefulness of its memoranda. Any comments
can be forwarded to Wayne Hunt, Communications officer, Office of Financia Management, Leve
1 Canberra Nara Centre (207 0138).

Geoff Ellis

Director

Financid and Budgetary Management
20 August 1997



