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Disclaimer

While all reasonable care is taken in the preparation of this presentation, to the 

extent allowed by legislation Crowe Horwath (Aust) Pty Ltd accept no liability 

whatsoever for reliance on it.  

All opinions, conclusions, forecasts or recommendations are reasonably held at 

the time of compilation but are subject to change without notice by Crowe Horwath 

(Aust) Pty Ltd. 

Crowe Horwath (Aust) Pty Ltd assumes no obligation to update this presentation 

after it has been issued.

You should seek professional advice before acting on any material. 

Liability limited by a scheme approved under Professional Standards Legislation 

(other than for the acts or omissions of financial services licensees) in each State 

or Territory other than Tasmania. 

Crowe Horwath (Aust) Pty Ltd ABN 84 006 466 351.
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Note to self….

Don’t forget to remind everyone about the upcoming webinar

What: Local Government Model Budget and Model Account Workshop

When: Mar 08, 2018 12:30 PM

How: https://attendee.gotowebinar.com/register/6169545949093118466

While questions will be welcomed during the webinar, given potential numbers it 

would be great if any existing questions or areas of interest could be emailed to 

martin.thompson@crowehorwath.com.au prior to the webinar.
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Audit  |  Tax  |  Advisory  |  Financial Advice

Today’s topics

 An overview of the model budget

 An overview of the model financial report

 AASB 9 – Financial instruments 

 AASB 1058/AASB 15 – Income and revenue

 AASB 16 Leases
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Model Budget
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Model budget – three separate documents

 Model budget

 Model budget better practice guide

 Model budget template (excel)
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Model budget - simplified
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Mayor’s Introduction1 
 
The Councillors and I are pleased to release the proposed Budget 2017/18 to the Community for 
comment and public submissions. This budget builds on our Council Plan 2017-2021 vision which 
focuses on the following six key areas: 
 

 Advocacy and leadership 

 Community and economic development 

 Community participation 

 Resource management 

 Quality service 

 Urban development and environment 

The Council Plan 2017-2021 (Year 1), sets out our strategic plan to deliver our vision over the full 
term of the Council. As this is the first year of the current Council term, the focus over the next year 
will be on planning and design activities to deliver current commitments. 
 
The proposed budget details the resources required over the next year to fund the large range of 
services we provide to the community. It also includes details of proposed capital expenditure 
allocations to improve and renew our City’s physical infrastructure, buildings and operational assets 
as well as funding proposals for a range of operating projects. 
 
As Councillors, it is our job to listen to community sentiment and understand your priorities. During 
and following the Council elections in 2016 we have consistently heard that Council’s services are 
valued by the community, and that Council also needs to be financially responsible and keep its rates 
as low as possible. In response, Council has continued an enterprise wide approach to identify 
savings that don’t impact on its services, to provide increased value for money to ratepayers. Council 
will continue to focus on identifying sustainable cost savings that will enable it to deliver on our 
Council Plan to deliver high quality, responsive and accessible services to the community 
 
The proposed budget proposes a rate increase of 2.0 per cent. This is in line with the Fair Go Rates 
System (FGRS) which has capped rates increases by Victorian Councils. Council has also identified a 
number of significant and unexpected cost and revenue impacts during the budget process which it 
has had to fund. These include; 

  an anticipated increase of 2.0 per cent in the State Government landfill levy ($200,000) 

 increased costs relating to statutory requirements for power line clearances (250,000) 

 higher than inflation labour cost increases of 3.7 per cent which are linked to the current 

Enterprise Agreement ($420,000). 

These items alone are equivalent to a 2.3 per cent rate increase, over and above the mandatory 2.0 
per cent increase in our base costs for delivering core services and projects allowed by the FGRS. 
 
To ease the impact on ratepayers and ensure users help pay for Council services, we are proposing 
to increase most fees and charges by 2.0 per cent, in line with projected inflation.  
 
In this proposed budget we have allocated funding of $21.5 million for asset renewals, upgrades and 
expansions. The proposed budget also funds $9.2 million for new assets. Highlights of the capital 
program include; 

 roads ($7.13 million) – including reconstructions, roads to recovery projects, resheeting, 
footpaths and the Integrated Transport Plan 

 drains ($1.65 million) – including road drainage replacement works, stage 1 of the Victoria 
Park Lake redevelopment and implementation of the Stormwater Management Plan 

 open space ($3.29 million) – including playground equipment, irrigation systems, street trees 
and completion of Victoria Park 

buildings ($8.43 million) – including pavilion upgrades, construction of the Victorian Community 
Facility, construction of a Velodrome and State Bowls Centre and completion of the Block Arcade 
redevelopment 

Mayor and CEO’s Introduction  
 
Provide a summary and overview of the budget, linking key initiatives to the strategic objectives of the 
Council. Refer to guidance document for an example disclosure. 
 

G1 
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Model budget – better practice guidance
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• Guidance material now provided in a 

stand alone document.

Planning and accountability framework 

G3 This section gives the reader a wider picture of how the budget fits into the strategic planning and 

reporting framework. As a significant number of readers may not be trained in financial management 

and corporate planning techniques, the planning and reporting framework is best illustrated 

diagrammatically with a brief explanation. The diagram should highlight how Council’s overall longer 

term objectives feed into the Council Plan, link to the Annual Budget and show how they are expressed 

numerically in the Financial Statements included in the Strategic Resource Plan and Budget. The Council 

Plan, Strategic Resource Plan, Annual Budget and Annual Report (containing Audited Statements) are 

statutory requirements. The preparation of a longer term planning / vision document is not required by 

legislation but is common within council planning frameworks in Victoria. 

 

Council’s purpose 

G4 This section describes the vision, mission and values of the Council as set out in its Council Plan. 

Strategic objectives 

G5 This section provides an overview of the strategic objectives, which when achieved, will deliver the 
outcome described in the vision and mission. A description is provided to allow the reader to 
understand each objective. The section should detail each strategic objective and include a brief 
overview. 

 

Services and initiatives and service performance outcome indicators 

G6 1. The purpose of the services, initiatives and service performance indicators section is to show the 
strategic objectives and key strategies included in the Council Plan and how these will be translated 
into services delivered, initiatives and major initiatives undertaken in the forthcoming year. This 
enables the reader to obtain an understanding as to how revenue and expenditure levels are set 
and then how rating levels are determined. As a minimum the services, initiatives, major initiatives 
and service performance section should include the following: 
(a) Services, initiatives and major initiatives 
(b) Service performance outcome indicators 
(c) Performance statement 
(d) Reconciliation with budgeted operating result. 
Section 127(2)(b) and (c) of the Act requires the budget to contain a description of the services and 
initiatives to be funded in the budget, and a statement as to how the services and initiatives will 
contribute to achieving the strategic objectives specified in the Council Plan. Section 127 (2)(d) of 
the Act requires that the budget must also include major initiatives, being initiatives identified by 
the Council as priorities, to be undertaken during the financial year. This section complies with 
these requirements and sets out what the Council believes are the services, initiatives and major 
initiatives that will be achieved in line with the Council Plan. 
 

2. The services delivered by Council are those undertaken to meet the needs of the community as 
reflected in the Council Plan. They tend to be ongoing in nature and have internal and external 
customers. It will be important that this section does not become a list of all services delivered by 
the Council, since this level of disclosure would not be useful to the readers. It is recommended 
that the services be described at a level which gives the reader a good understanding (but not 
detailed) of the services undertaken by Council. The services should be grouped under the relevant 
strategic objective (Council Plan) to which it relates to show the linkage between the Budget 
services and the Council Plan. 
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• Guidance linked to model in same 

was as model financial report.

1.2 Our purpose 
 
Our vision 

Insert vision statement 
 
Our mission 

Insert mission statement 

 
Our values 

Insert organisational values 
 

1.3 Strategic objectives 
 
Insert introduction to Council’s Strategic Objectives 
 

Strategic Objective Description 

1. Strategic Objective  Description 

2. Strategic Objective Description 

 

 

2. Services and initiatives and service performance outcome indicators 
 
This section provides a description of the services and initiatives to be funded in the Budget for the 
2018/19 year and how these will contribute to achieving the strategic objectives outlined in the 
Council Plan. It also describes several initiatives and service performance outcome indicators for key 
areas of Council’s operations. Council is required by legislation to identify major initiatives, initiatives 
and service performance outcome indicators in the Budget and report against them in their Annual 
Report to support transparency and accountability. The relationship between these accountability 
requirements in the Council Plan, the Budget and the Annual Report is shown below. 

 

G4 

G5 

G6 

Council’s purpose 

G4 This section describes the vision, mission and values of the Council as set out in its Council Plan. 

Strategic objectives 

G5 This section provides an overview of the strategic objectives, which when achieved, will deliver the 
outcome described in the vision and mission. A description is provided to allow the reader to 
understand each objective. The section should detail each strategic objective and include a brief 
overview. 

 

Services and initiatives and service performance outcome indicators 

G6 1. The purpose of the services, initiatives and service performance indicators section is to show the 
strategic objectives and key strategies included in the Council Plan and how these will be translated 
into services delivered, initiatives and major initiatives undertaken in the forthcoming year. This 
enables the reader to obtain an understanding as to how revenue and expenditure levels are set 
and then how rating levels are determined. As a minimum the services, initiatives, major initiatives 
and service performance section should include the following: 
(a) Services, initiatives and major initiatives 
(b) Service performance outcome indicators 
(c) Performance statement 
(d) Reconciliation with budgeted operating result. 
Section 127(2)(b) and (c) of the Act requires the budget to contain a description of the services and 
initiatives to be funded in the budget, and a statement as to how the services and initiatives will 
contribute to achieving the strategic objectives specified in the Council Plan. Section 127 (2)(d) of 
the Act requires that the budget must also include major initiatives, being initiatives identified by 
the Council as priorities, to be undertaken during the financial year. This section complies with 
these requirements and sets out what the Council believes are the services, initiatives and major 
initiatives that will be achieved in line with the Council Plan. 
 

2. The services delivered by Council are those undertaken to meet the needs of the community as 
reflected in the Council Plan. They tend to be ongoing in nature and have internal and external 
customers. It will be important that this section does not become a list of all services delivered by 
the Council, since this level of disclosure would not be useful to the readers. It is recommended 
that the services be described at a level which gives the reader a good understanding (but not 
detailed) of the services undertaken by Council. The services should be grouped under the relevant 
strategic objective (Council Plan) to which it relates to show the linkage between the Budget 
services and the Council Plan. 

 
3. In addition to the services provided by Council, the initiatives and major initiatives to be 

undertaken during the forthcoming year should also be described. Initiatives are tasks or actions 
that are once-off in nature and lead to improvements in service performance or service levels. 
Major initiatives are significant initiatives that the Council has identified as priorities and that 
directly contribute to the achievement of the Council Plan during the budget year. The major 
initiatives should be limited to only those initiatives that will have a significant impact on the 
operations of the Council in that financial year and will be of interest to the reader. They should be 
disclosed under the strategic objective to which they relate to show a clear linkage to the Council 
Plan including an estimate of the net cost (revenue). 
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• Note references are now included 

in each of the primary financial 

statements in the Model Budget 

2018-19. The notes to the 

financial statements are contained 

in a separate, subsequent section 

and largely follow the note 

disclosures in the Local 

Government Model Financial 

Report (LGMFR).

 Comprehensive Income Statement         

For the four years ending 30 June 2022           

             

   Forecast 
Actual 

 
Budget 

Strategic Resource Plan 

 Projections 

   2017/18 2018/19 2019/20 2020/21 2021/22 

  NOTES $’000 $’000 $’000 $’000 $’000 

Income            

Rates and charges 4.1.1 0 0 0 0 0 

Statutory fees and fines 4.1.2 0 0 0 0 0 

User fees 4..1.3 0 0 0 0 0 

Grants – operating 4.1.4 0 0 0 0 0 

Grants - capital 4.1.4 0 0 0 0 0 

Contributions - monetary 4.1.5 0 0 0 0 0 

Contributions – non-monetary 4.1.5 0 0 0 0 0 

 

4.1 Comprehensive Income Statement  
 

4.1.1 Rates and charges 
 
Rates and charges are required by the Act and the Regulations to be disclosed in Council’s annual 
budget. 
 
In developing the Strategic Resource Plan, rates and charges were identified as an important source 
of revenue. Planning for future rate increases has therefore been an important component of the 
Strategic Resource Planning process. The Fair Go Rates System (FGRS) sets out the maximum 
amount councils may increase rates in a year. For 201/8/19 the FGRS cap has been set at 2.25%. 
The cap applies to both general rates and municipal charges and is calculated on the basis of 
council’s average rates and charges.   
 
The level of required rates and charges has been considered in this context, with reference to 
Council's other sources of income and the planned expenditure on services and works to be 
undertaken for the community. 
 
To achieve these objectives while maintaining service levels and a strong capital expenditure 
program, the average general rate and the municipal charge will increase by 2.25% in line with the 
rate cap.  
 
<Insert other rate increases as applicable>.  
 
This will raise total rates and charges for 2018/19 to <insert $ amount>.  
 
4.1.1(a) The reconciliation of the total rates and charges to the Comprehensive Income Statement is as 

follows: 
 

 

Forecast 
Actual 

2017/18 
Budget 
2018/19 

 
 

Change 

$’000 $’000 $’000 % 

General rates* 0 0 0 0.0% 
Municipal charge* 0 0 0 0.0% 
Waste management charge 0 0 0 0.0% 
Service rates and charges 0 0 0 0.0% 
Special rates and charges 0 0 0 0.0% 
Supplementary rates and rate adjustments 0 0 0 0.0% 
Interest on rates and charges 0 0 0 0.0% 
Revenue in lieu of rates 0 0 0 0.0% 

Total rates and charges 0 0 0 0.0% 

 
*These items are subject to the rate cap established under the FGRS. 

G11 
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• A split of capital works expenditure by funding source 

(grants, contributions, council cash and borrowings) is 

included on the face of the SOCW

Statement of Capital Works         

For the four years ending 30 June 2022            

             

   Forecast 
Actual 

 
Budget 

Strategic Resource Plan 

 Projections 

   2017/18 2018/19 2019/20 2020/21 2021/22 

  NOTES $’000 $’000 $’000 $’000 $’000 

 

Funding sources Represented by:       

Grants  0 0 0 0 0 

Contributions  0 0 0 0 0 

Council cash  0 0 0 0 0 

Borrowings  0 0 0 0 0 

Total capital works expenditure 4.5.1 0 0 0 0 0 
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• A reconciliation between the statutory 

disclosures of total rates and charges 

and the rates and charges line item in 

the Comprehensive Income Statement 

has been added.

.1.1(a) The reconciliation of the total rates and charges to the Comprehensive Income Statement is as 
follows: 

 

 

Forecast 
Actual 

2017/18 
Budget 
2018/19 

 
 

Change 

$’000 $’000 $’000 % 

General rates* 0 0 0 0.0% 
Municipal charge* 0 0 0 0.0% 
Waste management charge 0 0 0 0.0% 
Service rates and charges 0 0 0 0.0% 
Special rates and charges 0 0 0 0.0% 
Supplementary rates and rate adjustments 0 0 0 0.0% 
Interest on rates and charges 0 0 0 0.0% 
Revenue in lieu of rates 0 0 0 0.0% 

Total rates and charges 0 0 0 0.0% 

 
*These items are subject to the rate cap established under the FGRS. 
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• The table disclosing compliance with 

the Fair Go Rates System (FGRS) has 

been expanded to include prior year 

information and the numerator and 

denominator used to calculate the 

Base Average Rate.

4.1.1(l) Fair Go Rates System Compliance 
 

Victoria City Council is fully compliant with the State Government’s Fair Go Rates System. 
 

 2017/18 2018/19 

Total Rates $ $ 

Number of rateable properties xxx Xxx 

Base Average Rates $ $ 

Maximum Rate Increase (set by the State Government) 2.00% 2.25% 

Capped Average Rate $ $ 

Maximum General Rates and Municipal Charges Revenue $ $ 

Budgeted General Rates and Municipal Charges Revenue $ $ 
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Model financial report
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• The model financial report has been significantly revised to 

streamline and simplify disclosures

• Note 1 has been largely reallocated to other areas within the 

financial report, aligning with the relevant financial disclosures.

• A number of unnecessary disclosures have been removed as a 

result of the revision of the model

• The certification of the financial statements and audit report have 

been moved to the front of the financial statements, reflecting the 

importance of these documents. 

…changes are not as significant as it may appear at first glance…more 

restructure than revolution….
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Comparison

AASB 139 IFRS 9

Classification categories 

(financial assets)

FVTPL

Held to maturity

Loans & receivables

Available for sale

Amortised cost

Fair value (FVTPL / FVTOCI)

Residual measurement 

category

Available for sale FVTPL

Reclassification after 

initial recognition

To FVTPL – prohibited

Out of FVTPL – if certain 

criteria met

Only when there is a change in business model 

(expected to be rare)

Impairment model Incurred loss model Expected loss model

Hedging 80-125% effectiveness 

test

Aligned with risk management policies

Additional documentation requirements

Economic relationship and hedge ratio

Rebalancing of hedge ratio allowed

Broader eligibility for hedged items

Hedging with an option
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Balance Sheet

Fair value

Cost

Measurement 

basis:

FVTOCI 
(with recycling)

FVTPL

Classification and Measurement

Amortised cost

Fair value

Profit or Loss

Dividend income

Impairment

Interest

Impairment

Movements in fair 

value

Other 

Comprehensive 

Income

Movements in FV

Reclassify to P/L on 

derecognition

-

-

Fair valueFVTOCI 
(without recycling*)

-
Movements in FV

Impairment

* Equity instruments

20
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Comparative          Initial Application 

Year                          Year

1 July 2017

First day of 

Comparative Year

1 July 2018

Initial Application 

Date

Disclose 

quantitative 

information 

on impact of 

AASB 9

Timeline (June year end) – Financial Instruments (AASB 9)

30 June 2019

Year End Date

Today

First  

Financial 

Report
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Revenue and Income recognition for NFP’s

AASB 1058 

Income of Not-for-profit 

Entities

AASB 15

Revenue from contracts with 

customers
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Key Standards

Standard Title Scope Effective Date

AASB 15 Revenue from 

Contracts with 

Customers 

(including Appendix F 

Australian 

Implementation 

Guidance for Not-for-

Profit Entities)

Revenue from contracts with 

customers [for consideration in 

exchange for the] transfer 

goods or services that are an 

output of the entity’s ordinary 

activities 

1 January 2019

[First year end =

30 June 2020]

AASB 1058 Income of Not-for-

Profit Entities

Transactions where on initial 

recognition of an asset the 

consideration is significantly 

less than fair value 

principally to enable entity to 

further its objectives, or 

volunteer services

1 January 2019

[First year end =

30 June 2020]
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Income – Not-for-Profit (AASB 1058): Debit side of the Entry

Consideration to acquire Asset [on initial recognition] significantly less than FV 

principally to enable NFP to further its Objectives + other standard doesn’t apply

Yes

AASB 1058 applies – recognise 

Asset [FV] in accordance with 

relevant Standard, for example:

a) AASB 9 Financial Instruments

b) AASB 116 Property, plant and 

equipment

c) AASB 16 Leases 

d) AASB 138 Intangible Assets

Volunteer 

Services?

Yes

No

Fair Value reliably 

measured?

Yes

Volunteer Services not 

recognised

No

Entity elects to 

recognise?

Recognise 

Volunteer Services 

at Fair Value

“Public Sector” 

Entity
or

Volunteer Services 

would be purchased 

if not donated?

No

Yes

Yes No

Other standards apply 

(AASB15)

No
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Income – Not-for-Profit (AASB 1058): Credit side of the Entry

Inflow

Recognise and measure related 

liability, equity, revenue in 

accordance with relevant Standard,  

for example: 

a) Contributions from owners 

(AASB 1004)

b) Revenue from Contracts with 

Customers (AASB 15)

c) Lease liability (AASB 16)

d) Financial liability (AASB 9)

e) Provision (AASB 137)

Asset less sum of [related] Liabilities, 

Equity, Revenue

Recognise Income 

when satisfies 

obligation under 

transfer

Other

Recognise Income 

immediately

Transfer of financial 

asset to acquire or 

construct non-

financial asset & 

meets criteria

or
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Income – Not-for-Profit (AASB 1058): Scope

Consideration to acquire Asset [on initial recognition] significantly less than FV 

principally to enable NFP to further its Objectives?

Assess whether in scope of AASB 15 first 

(partially or fully) 
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AASB 15 Framework

Identify Contract with Customer
Contract creates enforceable rights and obligations  

1

2

3
4

5

Identify Separate Performance Obligations
‘Distinct’ or separate promises to transfer goods or services that are sufficiently specific

Determine Transaction Price
Amount expected to be entitled – predictive estimation and avoid significant reversal 

Allocate Transaction Price
To performance obligations – basis of relative stand-alone selling 

price

Recognise Revenue
Performance obligation satisfied when control 

transferred – ‘over time’ or ‘at-a-point-in-time’
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Identify the contract with a customer

1

2

3

4

5Step 1. 

A contract exists when …

 It is approved

 It has commercial substance

 The parties are committed to their respective obligations

 Each party’s rights can be identified

 Payment terms can be identified

 Collection of consideration is considered probable

Enforceable rights 

and obligations

Customary 

business/industry 

practices
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Enforceable rights and obligations

 Enforceable through legal or other means

 Usually achieved if in writing and sufficiently specific requirements of the parties

 Examples of enforceability:

 A refund if agreed specific performance not met

 Right to claim damages

 Customer has right to interest in asset purchased or constructed with resource provided under 

contract

 Consequence if parties act in a manner that is inconsistent with stated intention

 Ministerial authority in the case of public sector entities / government departments

 Penalty for non-performance [sufficient to compel performance]

 The following do not, by themselves, create enforceable rights:

 Transferor has capacity to withhold future funding that entity is not currently entitled

 Statement of intent, even if subject to acquittal
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Identify the performance obligations in the 

contract

1

2

3

4

5Step 2. 

A performance obligation is…

 A promise to transfer to the customer a distinct good or service

Customer can 

benefit on its own 

or with other 

resources

Separately 

identifiable in the 

context of the 

contract
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Example 1a: University Endowment

An alumnus transfers $2 million cash to University A as an endowment. 

Under the terms of the endowment:

i) University A is required to provide free student accommodation each year for one 

student for one year, for as long as University A continues to operate as a university and 

subject to the real value of the principal of $2 million being preserved. Must return if 

endowment terms breached. 

ii) income generated from investment of the principal may be applied to provide the student 

accommodation; and

iii) any excess income generated from the investment of the principal is permitted to be 

spent on other university activities 

Enforceable ?      

Sufficiently specific ?
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Example 1a: University Endowment

An alumnus transfers $2 million cash to University A as an endowment. 

Under the terms of the endowment: 

i) the $2 million cash can be invested at the university’s discretion; 

ii) subject to preserving the real value of the principal, all income generated from investing 

the principal is required to be applied towards cash scholarships of $20,000 per student 

for the student to use at their discretion; and 

iii) if the university breaches the terms of the endowment, the university is required to return 

the real value of the principal to the alumnus. 
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Example 1a: University Endowment

An alumnus transfers $2 million cash to University A as an endowment. 

Under the terms of the endowment: 

i) the $2 million cash can be invested at the university’s discretion; 

ii) subject to preserving the real value of the principal, all income generated from investing 

the principal is required to be applied towards cash scholarships of $20,000 per student 

for the student to use at their discretion; and 

iii) if the university breaches the terms of the endowment, the university is required to return 

the real value of the principal to the alumnus.

Enforceable ?      

Sufficiently specific ?      X
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Income – Not-for-Profit (AASB 1058): Credit side of the Entry

Inflow

Recognise and measure related 

liability, equity, revenue in 

accordance with relevant Standard,  

for example: 

a) Contributions from owners 

(AASB 1004)

b) Revenue from Contracts with 

Customers (AASB 15)

c) Lease liability (AASB 16)

d) Financial liability (AASB 9)

e) Provision (AASB 137)

Asset less sum of [related] Liabilities, 

Equity, Revenue

Recognise Income 

when satisfies 

obligation under 

transfer

Other

Recognise Income 

immediately

Transfer of financial 

asset to acquire or 

construct non-

financial asset & 

meets criteria

or
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Example 2: Favourable lease (below market terms)

NFP Ltd provides domestic violence support to community.

Lease agreement with government for building to provide charity services to public.

Rent is set at $300 pa for 20 years

Under the new leasing standard (AASB 16 Leases) right of use recognised and 

capitalised.

Therefore:

• Lease liability at present value of minimum leases payments ($300 x 20 x discount 

rate applied)

• Recognise right of use asset at fair value in accordance with AASB 13

• Excess of asset over related amounts immediately recognised as income
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Example 3: Favourable lease (below market terms)

For example:

Dr Right of Use asset $300,000 (Fair valued in accordance with AASB 13)

Cr  Lease liability $2,000 

Cr Income $298,000
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Example 3a: Customer Contracts

NFP Ltd receives a government grant of $2.4 million on 31 May 20X6, which is refundable if 

the money is not spent in the period 1 July 20X6 to 30 June 20X7. 

Funds are to further objectives of charity, but no other specifications on use

Enforceable ?      

Sufficiently specific ? 
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Example 3a: Customer Contracts

NFP receives a government grant of $2.4 million on 31 May 20X6, which is refundable if the 

money is not spent in the period 1 July 20X6 to 30 June 20X7. 

Funds are to further objectives of charity, but no other specifications on use

Enforceable ?      

Sufficiently specific ? x
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Example 4a: Customer Contracts

NFP receives a government grant of $2.4 million on 31 May 20X6, which is refundable if the 

money is not spent in the period 1 July 20X6 to 30 June 20X7. 

Funds are to further objectives of charity, but no other specifications on use

Therefore on 31 May:

Dr Cash $2.4m

Cr Income $2.4m

Only recognise liability if breach occurs (i.e. spend before 1 July, or not spending all by 30 

June 20X7) 
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Example 4b: Customer Contracts

NFP receives a government grant of $2.4 million on 31 May 20X6, which is refundable if the 

money is not spent in the period 1 July 20X6 to 30 June 20X7. 

However:

NFP has agreement with the government that specifies the grant must be spent providing 

crisis counselling services for a given number of hours per week for the entire year ending 30 

June 20X7. 

NFP expects to fulfil its promise to provide the counselling services. 

Enforceable 

Sufficiently specific 
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Determine the transaction price

1

2

3

4

5Step 3. 

Variable 

consideration

Time value of 

money

Payments to 

customers

Non-cash 

consideration

The transaction price is…

 The amount … expected to be entitled in exchange for 

promised goods and services
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Allocate the transaction price to the 

performance obligations in the contract

1

2

3

4

5Step 4. 

Allocate based on relative stand-alone selling prices

Performance 

obligation 1

Performance 

obligation 2

Performance 

obligation 3

Determine stand-alone selling prices

Observable price Estimate price

Fair value 

measurement

Adjusted market 

assessment 

approach

Expected cost 

plus a margin 

approach

Residual approach only if selling price is 

highly variable or uncertain
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• Rebuttable presumption, where dual purpose exists of obtaining goods or services AND 

helping a NFP entity achieve its objectives, that price wholly relates to goods/services 

• Presumption rebutted where price is partially refundable in event NFP entity does not deliver 

goods or services

•   Where presumption rebutted, disaggregate transaction price into transfer of promised goods       

or services under AASB 15 and contribution under AASB 1058

. 

4. Allocate 
transaction price to 

performance 
obligations
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Example 7b:

NFP holds annual fundraising dinner to promote awareness of charity’s aims and raise funds for 

ongoing activities. Details as follows:

• Ticket price is $600 per head

• If dinner cancelled, customer receives $300 refund

• Retail price of dinner is $200 per head

• Dinner also provides patrons (customers) with benefit of socialising with a wide range of 

foundation members (including networking) 

• Consideration to which NFP expects in exchange for transferring promised goods or services 

(the dinner and networking) to customer is valued at $250

4. Allocate 
transaction price to 

performance 
obligations
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Example 7b:

Enforceable ?       - due to return obligation ($300 refund)

Sufficiently specific ?  - dinner and networking on a set date

However, transaction price not wholly within AASB 15 as only partially refundable

$250 accounted for under AASB15 (transaction price of dinner/event – contract liability 

until dinner held – then revenue)

$350 accounted for under AASB 1058 (residual amount, as consideration provided by NFP 

of $250 is considerably less than FV of asset $600 to enable it to further its objectives)

Recognise $350 as income immediately.

4. Allocate 
transaction price to 

performance 
obligations
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Example 7b:

But what if dinner is cancelled ?

4. Allocate 
transaction price to 

performance 
obligations
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Example 7b:

But what if dinner is cancelled ?

If so, after previous accounting:

• Reverse $250 contract liability

• Reduce cash $300 (being refund)

• Difference of $50 is either an expense of reduces donation income

Net donation would then be reduced to $300 

4. Allocate 
transaction price to 

performance 
obligations
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Recognise revenue when (or as) the entity 

satisfies a performance obligation

1

2

3

4

5Step 5. 

Transfer promised goods/services … i.e. when customer 

obtains control

Point in time Over time
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Comparative          Initial Application 

Year                          Year

1 July 2018

First day of 

Comparative Year

1 July 2019

Initial Application 

Date

Disclose 

quantitative 

information 

on impact of 

AASB 15

Timeline (June year end) – Not-For-Profit

30 June 2020

Year End Date

Today

First  

Financial 

Report

1 July 2017

Disclose 

qualitative 

impact 

information  

as a minimum

50
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Leases



Audit  |  Tax  |  Advisory  |  Financial Advice

Before and after

One single lessee 

model

Distinction between 

operating and financing 

leases

Lessee accounting

Lessor accounting

 Substantially the same 

Specific guidance on when a 

contract contains a lease

52



Audit  |  Tax  |  Advisory  |  Financial Advice

Definition

A contract, or part of a 

contract, that conveys the 

right to use an asset (the 

underlying asset) for a 

period of time in exchange 

for consideration

A lease is an agreement 

whereby the lessor conveys 

to the lessee in return for a 

payment or series of 

payments the right to use an 

asset for an agreed period of 

time

53
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Balance sheet

 Right-of-Use (RoU) asset

 Lease (payments) liability

 Deferred tax (?)

Income statement

 Depreciation on RoU 

asset

 Interest expense on lease 

liability (finance costs)

Cash flow statement

Split total cash paid into:

 Principal (financing)

 Interest (operating or 

financing)

 Variable (operating, if not 

part of lease liability)

Impact

Depreciation

 Operating costs

 EBITDA

 Finance costs

Impact

 Assets

Liabilities

 /  Ratios

?  Covenants

Impact

 /  Operating cash flows

 Financing cash flows

Lessee accounting – recognition and measurement

Time

A
m

o
u
n
t

Rental (old)

Interest and 

depreciation (new)

54
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Lease liability

Lease incentives 

received

Initial direct 

costs

Costs of removal 

and restoring

Payments made 

at or prior to 

commencement

Right-of-Use 

Asset

Right-of-Use Asset – initial recognition
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Fixed payments 

from 

commencement 

date

Certain variable 

payments

Exercise price of 

purchase 

options

Termination 

penalties

Residual value 

guarantee Lease Liability

Lease liability – initial recognition
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Comparative          Initial Application 

Year                          Year

1 July 2018

First day of 

Comparative Year

1 July 2019

Initial Application 

Date

Disclose 

quantitative 

information 

on impact of 

AASB 16

Timeline (June year end) – Leases (AASB 16)

30 June 2020

Year End Date

Today

First  

Financial 

Report

1 July 2017

Disclose 

qualitative 

impact 

information  

as a minimum

57
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2019 2020

Option 1 –

Full 

retrospective
(Apply AASB 108)

NEW 

AASB 16

NEW 

AASB 16

Cumulative effect at 1 July 2018

Reliefs

 Definition of a lease

 Low value assets

 Investment property @ FV

Option 2–

Modified 

retrospective

OLD GAAP
NEW 

AASB 16

Cumulative 

effect at 1 July 2019

 Leases with <12mths remaining

 Simplified ROUA measurement

 Discount rates

 Onerous leases

 Initial direct costs

 Finance leases

 Use of hindsight

It depends. 

Lessee accounting – transition

58
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Note to self (again)….

Don’t forget to remind everyone about the upcoming webinar

What: Local Government Model Budget and Model Account Workshop

When: Mar 08, 2018 12:30 PM

How: https://attendee.gotowebinar.com/register/6169545949093118466

Remember to email questions or areas of interest to 

martin.thompson@crowehorwath.com.au prior to the webinar.

59
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Any Questions?


