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Agenda

9.00 am–9.30 am: Arrival tea and coffee

9.30 am–9.40 am: Reflections on last year
P. Brahman, Assistant Auditor-General

9.40 am–10.40 am: Technical update

Greg Hall, Principal Accountant & Jing Lu, Senior Accountant, Queensland Treasury 

David Hardidge, Director QAO

10.40 am–10.55 am: MOG changes and controls maturity model
Michelle Reardon, Senior Director QAO

10.55 am–11.10 am: Update on audit planning and public reporting

Rachel Vagg, Assistant Auditor-General

11.10 am–11.30 am: Closing and Q&A

Brendan Worrall, Auditor-General

11.30 am–12.00 pm: Refreshments and networking
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Reflections on last year and our 
engagement with you

P. Brahman, Assistant Auditor-General



Given the uncertainties of 2021, QAO will continue to work with entities to further 

refine our respective processes based on this year’s learnings.

I anticipate a demanding year ahead for many; we will be here to support.

Reflections 
on last year

Tackled the challenges of 

service delivery during rapid 

change, emerging risk.

Internal controls for most 

continued to be effective.

Modified business processes 

to transition to working from 

home. 

More complex community 

service needs, continued 

pressure on efficient use of 

resources.

State and local government entities: 
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* 2020–21 results are only based on round 1



Feedback

Professionalism and 

responsiveness of staff

Skills and knowledge, and 

understanding of clients

Timeliness of audit opinions

Balanced and fair reports

Valued recommendations 

and assurance

Timeliness of management 

letters

Clear communication

Opportunity to comment

Areas for continued improvementAreas of positive feedback
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Common ongoing lease accounting issues under AASB 16
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2020/21 Financial Reporting Update

Greg Hall

Queensland Treasury
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2020/21 FRRs

• Anticipated release within the next fortnight

• 2020/21 update is relatively minor compared to 

previous years

• Major impact: New FRR 5D for Service Concession 

Arrangements / PPPs

• AASB 1059 – minimal “policy” – more guidance
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AASB 1059 – Service Concessions
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AASB 1059 – Service Concessions

No single Service Concession “Liability”
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AASB 1059 – Service Concessions

• PPP arrangements OUTSIDE AASB 1059?

• Other Standards to be considered: 

o AASB 116 - PPE 

o AASB 16 – Leases

o AASB 9 – Financial Instruments

• FRR 5D guidance – but each case assessed on 

individual merits
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AASB 1059 – Service Concessions

• Similar disclosures for all PPPs irrespective of 

which Standard applies. 

• Disclosures by individual PPP grouped into:

a. narrative information, 

b. outstanding balances, 

c. amounts reported in operating statement;

d. estimated future cash flows

• Prior year disclosures – much of the information 

already available.
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On the Horizon…Goodbye RDR

• From 1 July 2021 the Tier 2 Reduced Disclosure 

Reporting framework (RDR) will be withdrawn and 

replaced by Tier 2 GPFS - Simplified Disclosures. 

• Entities preparing GPFS for Tier 2 entities will have 

to apply Simplified Disclosures from 2022.

• 2021 Future Bay – last year under Tier 2 RDR 

regime.
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On the Horizon…Goodbye RDR

• Recognition and measurement requirements 

unchanged for Tier 2 entities.

• Disclosure requirements in each Australian Accounting 

Standard replaced by AASB 1060 - a separate 

disclosure standard containing simplified disclosures 

based on IFRS for SMEs

• Illustrative Statements applying AASB 1060 available 

before 30 June 2021 – 12 months advance notice
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On the Horizon…

• Fit out assets held on agency balance sheets under 

QGAO arrangements – consultation survey to be 

issued in coming days.

• AASB 1055 – operating statement only for 2020/21

• Company Financial Reporting Policy Update

• Future of Public Sector Financial Reporting project
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Common ongoing lease accounting 

issues under AASB 16 for lessees

Jing Lu

Queensland Treasury
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Common ongoing lease accounting issues

Reassessments Modifications Other issues



2020

Common ongoing lease accounting issues

Reassessments Modifications Other issues

Options periods Rent adjustments
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

Options periods Rent adjustments

Extension 

options
Early termination 

options

When the lease term changes, use a revised discount rate

When should you 

reassess options?
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

Options periods Rent adjustments

CPI based rent increases & 

market rent reviews

Usage or sales 

based rentals

Use an unchanged discount rate
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

Changes to leased assets

e.g. office floor space
Changes to lease term
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

Changes to leased assets 

e.g. office floor space
Changes to lease term

Inclusion of additional 

leased assets

Reduction in leased assets

(partial termination)

Use a revised discount rate for lease modifications
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

Changes to leased assets

e.g. office floor space
Changes to lease term

Extending the 

lease term

Reducing the lease term

(partial termination)

Use a revised discount rate for lease modifications



2626

Common ongoing lease accounting issues

Reassessments Modifications Other issues

New leases
Leasehold improvements

(non-QGAO)
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

New leases
Leasehold improvements

(non-QGAO)

Lease payments before 

commencement date

Cash lease 

incentives

Non-cash 

incentives
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Common ongoing lease accounting issues

Reassessments Modifications Other issues

New leases
Leasehold improvements

(non-QGAO)

Improvements funded and 

constructed by lessee

Improvements funded and 

constructed by lessor
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ADDITIONAL INFORMATION

(For post-presentation reading)
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Extension options

• Reassess when there is a significant event or 

significant change in circumstances

• When lease term is changed → must remeasure 

lease liability with a revised discount rate

• Leases with indefinite lease terms

– refer IFRIC agenda decision

– consider broader economics of the contract

• Revised lease term may impact on sub-lease 

classification
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Early termination options

• Assess whether you’re no longer reasonably 

certain not exercise the termination option

• Timely revision of lease term is important, don’t 

leave it to the last day!

• Use a revised discount rate, however discounting 

may not be needed if remaining term <12 months

• If reduction in liability exceeds carrying amount of 

ROU asset, record a gain for the excess
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Rent adjustments

• CPI based increases and market rent reviews

– remeasure lease liability only when the change to rent 

payments take effect

– use an unchanged* discount rate

• Usage or sales based rent

– recognise variable lease payment expense as incurred 

– separately disclose if material

*Except as described in AASB 16.43 (rentals based on floating interest rates)
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Lease of additional assets (e.g. office space)

Is the increase in rent commensurate with 

the stand-alone rental price for the 

additional assets leased?

Account as a separate lease

Recognise new ROU asset 

and lease liability

Modify the existing lease

Remeasure the lease liability 

using a revised discount 

rate, and adjust against ROU 

asset

YES NO

See IFRS 16 Illustrative Example 15 See IFRS 16 Illustrative Example 18
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Reduction in leased assets

• Partial termination under AASB 16.46(a)

Step 1

• Reduce ROU asset and lease liability proportionately (e.g. 
based on original floor space vs reduced floor space)

• Recognise gain or loss in P&L

Step 2

• Recalculate lease liability using a revised discount rate

• Bring lease liability to the new amount, adjusting against 
ROU asset

See IFRS 16 Illustrative Example 17
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Modification to extend the lease term

• At the date of the modification: Remeasure lease liability 

using a revised discount rate, adjust against ROU asset

• What if instead of modifying the existing agreement, you 

enter into a new agreement with the lessor for the same 

asset, starting after the current lease ends?

– If it is in substance the same as a re-negotiated lease term 

extension, account for it as a lease modification

– Brings forward recognition of asset & liability to date the new lease 

agreement is signed

See IFRS 16 Illustrative Example 16
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Modification to reduce the lease term

• Partial termination under AASB 16.46(a)

Step 1

• Recalculate lease liability using original discount rate, reduce 
lease liability to this new amount

• Reduce ROU asset proportionately (e.g. based on original 
remaining lease term vs reduced remaining lease term)

• Recognise gain or loss in P&L

Step 2

• Recalculate lease liability using a revised discount rate

• Bring lease liability to the new amount, adjusting against ROU 
asset

See IFRS 16 Illustrative Example 18
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New leases

• Lease payments made before commencement
– Recognise a prepayment first, move to ROU asset on 

commencement

• Cash lease incentives, including reimbursements

– Received on or before commencement → reduce ROU asset

– Receivable after commencement → factor into lease liability 

calculation, which in turn reduces ROU asset

• Non-cash incentives – Is it a “lease incentive”?

– Improvements to the leased asset → may just be a part/feature of 

the asset leased, no separate accounting required

– Not related to the leased asset → non-lease component
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Leasehold improvements (non-QGAO)

• Improvements funded and constructed by lessee

– Capitalise eligible costs as PP&E

– Determine useful life – Can the improvements can be 

physically and economically removed?

– Review useful life if lease term changes

• Improvements funded and constructed by lessor

– No accounting required if you’re not required to pay 

extra for it and the ROU asset is measured at cost
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What discount rate to use when remeasuring the lease 

liability

Revised discount rate Unchanged discount rate

Reassessment of options that changes 

the lease term

CPI rent adjustment or market rent 

review

Change in assessment of a purchase 

option

Change in estimate of amount payable 

under residual value guarantee

All lease modifications not accounted 

for as separate leases
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Treasury accounting advice?

Email: fmhelpdesk@treasury.qld.gov.au
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Accounting standards update

David Hardidge, Director



2020–21 2021–22 Beyond

AASB 1059 Service 

concessions

AASB 17 Insurance 

contracts

Reporting entities/ 

SPFRs

(FP private sector)

Conceptual 

framework 

(NFPs)

Upcoming 
changes

RDR/SDS (Tier 2)

Conceptual 

framework 

(FP private sector)

General 

Presentation and 

Disclosures

NFP + Public 

Sector Financial 

Reporting 

Framework



Current issues

Revenue and 
income for 
NFPs

Government grants and termination for 
convenience clauses

• Different views amongst accounting firms

1

Did AASB 15 and AASB 1058 fix the ‘matching 
issue’ for not-for-profits?

• How can it be improved?

2



What is a peppercorn lease?

• Concessionary leases

Originally—Mandated fair value

• How do you work out fair value?

• ‘Temporary’ deferral (use cost)—class-by-class

• For how long in the public sector?

What is fair value of an operating lease?

• No observable market

• Restrictions for not-for-profit

• Termination clauses—e.g. 99 year lease and two year termination notice by 
lessor

• Contingent rentals, for example, 10 per cent of revenue

Peppercorn 
leases



AASB Fair Value Measurement project

• Project advisory panel

• Public sector focus

• Restrictions and conditions from ‘equivalent unrestricted land’

- Do you apply any? E.g. land under buildings

- What is the justification for the discount?

- What is the market or other evidence?

• Greenfield versus brownfield

- Day one gain?

• Borrowing costs

• Peppercorn/concessionary leases

Fair Value 
Measurement



COVID-19 issues?

COVID-19

Impairment—expected credit losses

COVID-19 effects disclosures

• Originally restricted to payments due before 30 June 2021

COVID-19 lease rent concessions



AASB 1059 
Service 
Concession 
Arrangements

Do you have a PPP (public–private partnership)?

• Is it currently off-balance sheet?

• How will you account for it?

- As a service concession or another method?

On-balance sheet liability transition changes

Life cycle payments (capital expenditure replacements)

• Identifying from the quarterly service payment 

• Diversity in approaches

• What has been included in the replacement cost valuation?



2 This Standard shall be applied to service concession 
arrangements, which involve an operator: 

(a)   providing public services …; and 

(b)   managing at least some of those services under its own
discretion…

5 The grantor shall recognise an asset provided by the operator and 
an upgrade … if the grantor controls the asset. The grantor controls 
the asset if, and only if: 

(a)   the grantor controls or regulates what services the operator

must provide with the asset,

to whom it must provide them, and 

at what price; and 

(b)   the grantor controls … any significant residual interest in the

asset at the end of the term of the arrangement. 

Criteria
AASB 1059



B7 If an arrangement provides public services principally 

through a primary asset, and a secondary asset is used or 

is mainly used to complement the primary asset, such as 

student accommodation for a public university, the 

secondary asset would be regarded as providing public 

services as well. 

As another example, a hospital car park constructed by an 

operator as part of the arrangement to construct a hospital 

that largely provides public services would be considered 

part of the hospital service concession arrangement. 

…

Criteria
AASB 1059



IFRS Interpretations Committee (IFRIC)

• Interpretations

• Agenda Decisions (formerly Rejection Notices)

• Making them mandatory internationally (IFRS compliance)

- IFRS Trustees Due Process Oversight Committee

- Due Process Handbook review

- All 200+ of them?

• Australian NFP and public sector compliance?

• Timing of changes

- IASB—companies to be entitled to sufficient time to implement changes

- Months, not years

- As soon as possible, as soon as practicable?

- https://www.ifrs.org/news-and-events/2019/03/time-is-of-the-essence/

IFRIC Agenda 
Decisions

https://www.ifrs.org/news-and-events/2019/03/time-is-of-the-essence/


Revenue recognition in a real estate contract (IFRS 15)

• Determining control (and when revenue is recognised)

Revenue recognition in a real estate contract that includes the transfer of land 

(IFRS 15)

• Might be separate performance obligations

Right to payment for performance completed to date (IFRS 15)

• Right to recovery of loss on cancellation not enough

Assessment of Promised Goods or Services (IFRS 15) 

• Separate activities and charges versus performance obligations

Costs to Fulfil a Contract (IFRS 15)

• Percentage of completion—no smoothing of profit margin over contract

Compensation for Delays or Cancellations (IFRS 15) 

Training Costs to Fulfil a Contract (IFRS 15)

IFRS 15
IFRIC Agenda 
Decisions



Subsurface Rights (IFRS 16)

• Defining the asset

Lessee’s Incremental Borrowing Rate (IFRS 16)

• Adjusting your current borrowing rate

Lease term and useful life of leasehold improvements (IFRS 16)

• Options—especially for cancellable and renewable leases

Definition of a Lease—Decision-making Rights (IFRS 16)

Sale and Leaseback with Variable Payments (IFRS 16)

IFRS 16
IFRIC Agenda 
Decisions



Cloud computing/SaaS (software-as-a-service) configuration 
and customisation costs

• Can these be capitalised?

Classification of debt—current or non-current

• Implications of recent amendments effective 1 Jan 2023

Interest Rate Benchmark (IBOR) Reform

• LIBOR is going

• What about BBSW?

• What happens if your interest rate reference changes?

- Interest rate hedge accounting?

- Loan—effective interest rate?

Emerging 
issues



Debt restructure QTC

• Refinance fixed interest debt

• Possible extension of term

• Government owned corporations

• Local government
Debt 
restructure

Example (substantive modification)

• $100 million carrying value

• $14 million Early Repayment Adjustment

• Expense Early Repayment Adjustment—even 

if capitalised into borrowing



Service Concession Arrangements: Grantors (AASB 1059) + Amendments

Definition of a Business (Amendments to AASB 3)

Definition of Material (Amendments to AASB 101 and AASB 108)

Conceptual Framework (For-Profit private sector)—includes amendments to AASB 108

relating to selection of accounting policies in the absence of a standard

Interest Rate Benchmark Reform (IBOR Phase 1)

Disclosure of the Effect of new IFRS Standards Not Yet Issued in Australia

Disclosure of GFS Measures of Key Fiscal Aggregates and GAAP/GFS Reconciliations

New 
standards
1 Jan 2020 



• Tier 2—Reduced Disclosure Regime (RDR) to be replaced by Simplified 

Disclosures (SDS) next financial year

- Starting 1 July 2021

• SDS is a different system to RDRTier 2, SPFRs 
and the 
public sector

For-profit

AASB is requiring extra 

disclosures in SPFRs

Not-for-profit and 

for-profit

AASB is ‘removing’ 

Special Purpose 

Financial Reports 

(SPFRs) for many uses

Not-for-profit

Private sector Public sector

AASB has deferred 

changes



RDR Extract 
PPE



SDS Extract 
PPE

16 Corresponding AASB Standards:  AASB 116 Property, Plant and Equipment: and AASB 140 Investment Property. 



SDS extract 
more 
disclosures



Preparing position papers for accounting matters and valuation

QAO fact 
sheets

www.qao.qld.gov.au/reports-resources/fact-sheets

https://www.qao.qld.gov.au/reports-resources/fact-sheets


Q&A
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Machinery of government changes 
and controls maturity model
Michelle Reardon, Senior Director



Services 
transferred in 
last 12 years

Number of services transferred as a result of machinery of 

government changes following state elections

www.qao.qld.gov.au/blog/are-you-prepared-your-

machinery-government-changes



✓ Effective date if announced on 12 November

• Abolished departments—12 Nov

• Functions transferring from abolished departments—13 Nov

• Functions transferring between continuing departments—1 Dec

✓ Accounting for transfers of assets, equity and appropriations

✓ Who are your key management personnel and related parties?

✓ Agency transactions are in a note—not the statements

✓ Budget is based on what is published

Financial 
statements



Internal 
controls

RiskCulture
Culture



Risk

Setting 
strategy/
objective

Responding

to risk

Monitoring

Identifying

risk

Assessing

risk



Finance and payroll systems–

Queensland Shared Services

Other systems that may be impacted:

• networks

• subsidiary systems for revenue or expenses 

like corporate card

• timesheets

• contract management

• record keeping.

Systems

Senior 
leaders

Business 
outcomes

Consistent 
goals

Skills and 
capacity

Learnings



Financial 
statements

Self-assessments against the financial statement preparation 

maturity model for 22 departments



Changing the way we assess controls: 

• Moving to a maturity assessment (rather than traffic light) 

• Consult during 2020–2021; roll out 2021–22

Controls maturity model has two parts:

Annual assessment

• 10 focus areas 

• Aid assessment of processes, highlight areas for improvement and risk, 

support our assessment of compliance

• Four maturity ratings

Deep dives (one or two per year) across the 10 focus areas

• Starting with procurement and grants management

• Form basis of reports to agencies and themes for parliament 

Our new 
controls 
assessment

Internal 
controls 
maturity 
model



Design of 
maturity 
model

Design of the questionnaire based controls maturity model 

10 focus areas Questions per focus area

Qualitative factors and 

additional support

Four ratings:

1. Does not exist or is limited

2. Has been established but requires development

3. Fundamentally sound with some elements of improvement 

4. Best practices



Ten focus 
areas

Risk

management

Information
systems

Governance Procurement

Change

management

Records

management

Asset

management

Culture

Monitoring Grants

management



Grants 
management 
maturity model
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Planning

Planning for as much financial statement work to be done before 30 June as 

possible: 

✓ Machinery of government changes

✓ Asset valuations 

✓ Technical issues identification and resolution

✓ Liability assessments 

Delivery

Reflection on methods that worked well this year, including:

✓ sharing of data and working papers

✓ team communication 

✓ timing of on-site visits. 

Preparation 
for this year's 
audits



Rapid response programs of government

• Reduced level of documentation and assessment

• Refocused business during those times may mean key controls have not been 

effective

• Credit loss exposure of loans to be reassessed

Fiscal response and going concern assessments

• Fiscal response change may result in changed materiality levels and areas of 

focus

• Increased scepticism required over forecasts and going concern assessments

• Critical assessments of restricted cash and changes in investment valuations

We have noted:

• deferred or cancelled capital expenditure programs

• focused operating expenditure reduction

• redundancy programs (provisions).

Areas of 
focus

In
c
re

a
s
in

g
 r

is
k



Sharing our 
insights 

Reports to parliament

Interactive dashboards

Blog

Fact sheets

Better practice guides

Subscribe for reports, blog & news

We produce a range of materials to 

share our advice and insights

Did you see our fact sheets last year, such as:

• Financial reporting considerations in 

uncertain times

• Financial statement preparation maturity 

model

• Measuring service performance

• Preparing position papers for accounting 

matters and valuation

• Working with electronically signed financial 

statements—User guide

www.qao.qld.gov.au/reports-resources



Assurance 
reports 

Assurance reports released this financial year

• Regulating firearms 

• Delivering successful technology projects 

• Awarding of sports grants 

• Responding to complaints from people with impaired capacity—Part 1: The 

Public Trustee of Queensland

• Queensland Health’s new finance and supply chain management system 

• Queensland Government response to COVID-19 

• Effectiveness of audit committees in state government entities 

• Family support and child protection system 

• Responding to complaints from people with

impaired capacity—Part 2: The Office of the 

Public Guardian



Key report 
themes 

Key report themes

❖ Financial statements are reliable

❖ Some health systems and processes have been ineffective

❖ Impact of COVID-19—additional health funding, changed expense 

profile, public transport services maintained

❖ Financial sustainability of hospital and health services (HHSs), 

energy sector profitability decline, water profits have declined



Most financial statements signed on time

Rapid response to COVID-19 brought risk

Cyber attacks have doubled this year

Report on 
state entities

Recommendations: 

• Seven recommendations across financial statements preparation, information systems 

controls, masterfile updates and governance 

• One recommendation relating to the timeliness of release of information



Clear accountability for all parties—respective roles of elected 

members and entity

Merit-based process—elected members should rely on the 

entity's process:

• May provide approval to commence a grant program, and 

feedback on design

• May be advised of, and can provide feedback, on the outcome 

of assessment

Documentation

• Must articulate responsibility for outcomes

• Any interactions between entity and member, particularly on 

feedback which results in changes to outcomes

Sports grants



ICT projects



Report style and 
data presentations

www.qao.qld.gov.au/reports-resources/interactive-dashboards



Underway

March 2021:

• Follow on—Emergency department 

performance reporting

• Planning for sustainable health services 

in Queensland 

June 2021: 

• Educating for the digital future

• Regulating dam safety

Forward 
program

Post June 2021:

• Appointing and renewing government 

boards

• Strategies for delivering efficient services 

• Health pathways (waitlist management)

• Domestic and family violence initiatives 

• Managing our transition to renewable

• Contract management of new 

infrastructure 

Annual work plan (replaces strategic audit plan) currently 

being updated

www.qao.qld.gov.au/audit-program
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Closing remarks and Q&A

Brendan Worrall, Auditor-General



New 
deliverables 
from QAO

We constantly evolve our operations and engagement to better 

meet our clients’ and stakeholders’ needs

Engagement with your DGs, CEOs, and parliament 

• Meeting with our clients and ministers—gives us valuable feedback on our 

services, and we provide updates on or share the insights from our reports.

Entity self assessments on implementation of our recommendations 

• New online system—gives entities a record of QAO recommendations, clarity over 

previously reported status, and identifies recommendations across government.

• Report to parliament on the progress entities report to us—3rd quarter 2021.

Thank you



Q&A with today’s 
presenters



T:  (07) 3149 6000

M: qao@qao.qld.gov.au

W: qao.qld.gov.au

Queensland Audit Office

Any questions please contact us
Any further questions, please contact us or your QAO engagement leader 



Disclaimer

The Queensland Government supports and encourages the dissemination of its 

information. The copyright in this publication is licensed under a Creative Commons 

Attribution (CC BY) 4.0 International licence. 

To view a copy of this licence, visit https://creativecommons.org/licenses/by/4.0/ 

In essence, you are free to copy, communicate and adapt this presentation, as long as

you attribute the work to the State of Queensland (Queensland Audit Office) Client 

Technical Audit Update—17 February 2021.

© The State of Queensland (Queensland Audit Office) 2021. 


