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[bookmark: _Toc22548865][bookmark: _Toc90892977]Introduction
[bookmark: _Toc22548866][bookmark: _Toc90892978]Purpose
To provide better practice guidance to assist accountable officers and agencies to meet their obligations under the Treasurer’s Direction – Loans and advances, the 
Financial Management Act 1995 (FMA), and other relevant legislation.
Guidance material in this document is not mandatory. If a conflict arises between this guidance document and Treasurer’s Directions (TDs) or other legislative requirements, the legislation takes precedence followed by the TDs.
[bookmark: _GoBack]The TDs generally designate responsibility to the accountable officer. Unless specifically excluded by the FMA or TDs, accountable officers may choose to delegate certain responsibilities and functions to agency employees. This can be done through a number of mechanisms, such as accountable officer approved policies, procedures and agency delegations.
[bookmark: _Toc22548867][bookmark: _Toc90892979]Statement
The objective of the TD – Loans and advances and this guidance document is to establish a framework for managing risks, approval, accounting, recordkeeping and reporting requirements of loans and advances provided or issued by the NT Government (asset).
This guidance document predominantly focuses on advances as loans can only be issued by the Northern Territory Treasury Corporation (NTTC), unless otherwise approved by the Treasurer. Loans and advances issued by the NTTC are excluded from the scope of the TD.
Agencies are strongly encouraged to ensure all employees primarily engaged in providing loans and advances are aware of and have access to this guide.
Agencies may use this guide to develop their own specific policies and procedures that are relevant to and appropriate for their agency.
[bookmark: _Toc77692078][bookmark: _Toc77772523][bookmark: _Toc77775073][bookmark: _Toc77775338][bookmark: _Toc89331325][bookmark: _Toc89703374][bookmark: _Toc89942543][bookmark: _Toc22548868][bookmark: _Toc90892980]Legislative basis and related documents
· Financial Management Act 1995 (FMA)
· Northern Territory Treasury Corporation Act 1994 (NTTC Act)
· TD - Loans and advances
· TD – Part 5 Section 6 Advances
· TD – A2.7 Assets – Receivables
· TD – R2.1 Agency Financial Statements
· TD – R3.1 GBD Financial Statements
· Australian accounting standards (AASB)
· AASB 7 Financial instruments: Disclosures
· AASB 9 Financial instruments
· AASB 13 Fair value measurements
· AASB 132 Financial instruments: Presentation
· AASB 139 Financial instruments: Recognition and measurement

[bookmark: _Toc77692087][bookmark: _Toc77772532][bookmark: _Toc77775082][bookmark: _Toc77775347][bookmark: _Toc89331327][bookmark: _Toc89703376][bookmark: _Toc89942545][bookmark: _Toc77692088][bookmark: _Toc77772533][bookmark: _Toc77775083][bookmark: _Toc77775348][bookmark: _Toc89331328][bookmark: _Toc89703377][bookmark: _Toc89942546][bookmark: _Toc77692089][bookmark: _Toc77772534][bookmark: _Toc77775084][bookmark: _Toc77775349][bookmark: _Toc89331329][bookmark: _Toc89703378][bookmark: _Toc89942547][bookmark: _Toc77692090][bookmark: _Toc77772535][bookmark: _Toc77775085][bookmark: _Toc77775350][bookmark: _Toc89331330][bookmark: _Toc89703379][bookmark: _Toc89942548][bookmark: _Toc77692091][bookmark: _Toc77772536][bookmark: _Toc77775086][bookmark: _Toc77775351][bookmark: _Toc89331331][bookmark: _Toc89703380][bookmark: _Toc89942549][bookmark: _Toc77692092][bookmark: _Toc77772537][bookmark: _Toc77775087][bookmark: _Toc77775352][bookmark: _Toc89331332][bookmark: _Toc89703381][bookmark: _Toc89942550][bookmark: _Toc77692097][bookmark: _Toc77772542][bookmark: _Toc77775092][bookmark: _Toc77775357][bookmark: _Toc89331337][bookmark: _Toc89703386][bookmark: _Toc89942555][bookmark: _Toc22548869][bookmark: _Toc90892981]Background
The NT Government may issue loans and advances to an external party for liquidity management purposes or to achieve a government policy objective or public benefit.
Lending of funds will always carry some degree of financial risk. Appropriate risk management and governance arrangements are critical for determining when the NT Government should enter into a contractual agreement to lend or advance public funds. Appropriate contract management is also important throughout the life of the agreement to mitigate the risk of loans or advances not being repaid in full.
The accountability mechanisms associated with the provision of loans and advances have been established because of the potential significant financial exposure to the NT Government. Strict governance arrangements are in place for loans administered by the NTTC.
[bookmark: _Toc22548870][bookmark: _Toc90892982]Exclusions
The following items are excluded from the scope of the TD – Loans and advances.
Short-term cash advances
Short-term cash advances are types of advances which do not ordinarily attract interest and include, but are not limited to:
· petty cash
· travel allowances
· salary advances
· other advances issued through advance bank account.
These types of advances are addressed in the TD – Part 5 Section 6 Advances.
Salary overpayments
Salary overpayments occur when an employee receives a salary payment in excess of what they are actually entitled to. When an employee receives a salary overpayment, an invoice is raised to recognise the amount as a receivable to the NT Government.
Generally, salary overpayments stem from a breakdown in internal controls rather than a specific decision by government to lend funds to another party. The TD – Loans and advances deals with specific decisions by government to lend funds and therefore, excludes salary overpayments.
Loans and advances issued by the NTTC
The NTTC is governed by the NTTC Act which has strict risk management and governance policies in relation to lending arrangements.
Only the NTTC can issue loans for liquidity management purposes, unless otherwise approved by the Treasurer. NTTC also issues loans and advances to government bodies, mainly government business divisions and government owned corporations, which are entities that form part of the NT Government’s financial statements. These loans and advances are guaranteed by the NT Government and therefore have a lower risk of non-repayment in comparison to advances to external entities.
[bookmark: _Toc505682278][bookmark: _Toc505682279][bookmark: _Toc505682280][bookmark: _Toc505682281][bookmark: _Toc505682282][bookmark: _Toc505682283][bookmark: _Toc505682284][bookmark: _Toc505682285][bookmark: _Toc505682286][bookmark: _Toc505682287][bookmark: _Toc22548871]
[bookmark: _Toc90892983]Definitions
[bookmark: _Toc22548872][bookmark: _Toc90892984]Loans
A loan is the temporary transfer of funds from an agency or government business division (the lender) to another party (the borrower) in exchange for future repayment of the loan value amount for liquidity management purposes with the aim of earning a commercial rate of return.
[bookmark: _Toc77692107][bookmark: _Toc77772552][bookmark: _Toc77775102][bookmark: _Toc77775367][bookmark: _Toc89331347][bookmark: _Toc89703396][bookmark: _Toc89942565][bookmark: _Toc77692108][bookmark: _Toc77772553][bookmark: _Toc77775103][bookmark: _Toc77775368][bookmark: _Toc89331348][bookmark: _Toc89703397][bookmark: _Toc89942566][bookmark: _Toc77692109][bookmark: _Toc77772554][bookmark: _Toc77775104][bookmark: _Toc77775369][bookmark: _Toc89331349][bookmark: _Toc89703398][bookmark: _Toc89942567][bookmark: _Toc77692110][bookmark: _Toc77772555][bookmark: _Toc77775105][bookmark: _Toc77775370][bookmark: _Toc89331350][bookmark: _Toc89703399][bookmark: _Toc89942568][bookmark: _Toc77692111][bookmark: _Toc77772556][bookmark: _Toc77775106][bookmark: _Toc77775371][bookmark: _Toc89331351][bookmark: _Toc89703400][bookmark: _Toc89942569][bookmark: _Toc21686237][bookmark: _Toc21686400][bookmark: _Toc21704151][bookmark: _Toc22032718][bookmark: _Toc22288213][bookmark: _Toc22542895][bookmark: _Toc22546128][bookmark: _Toc22548873][bookmark: _Toc22548874][bookmark: _Ref77153825][bookmark: _Toc90892985]Advances
An advance is also a temporary transfer of funds from an agency or government business division (the lender) to another party (the borrower) in exchange for future repayment of the loan value amount with the aim of funding a particular enterprise, household or government activity for NT Government policy purposes or to achieve a public benefit. 
The main difference between an advance and a loan is the purpose in which the funds are provided to the borrower. 
Also, unlike loans, advances can be issued on concessional or non-concessional terms.
[bookmark: _Toc90892986]Concessional advances
Advances are considered concessional when the NT Government lends funds to another party on more favourable terms than what that party could obtain in the market place. Favourable terms include, but are not limited to:
· lower than market interest rates – for example, funds advanced with a 5% interest rate when a similar loan in the market place has an 8% interest rate
· nil interest or interest free periods
· longer advance terms compared to similar loans in the market place – for example, if funds are advanced for a term of 15 years when a normal business loan is 10 years, the extra five years would be considered concessional
· grace periods before the payment of principal or interest is due – for example, where repayment of an advance (plus any applicable interest) is not required until three years after the advance was paid
· income-contingent repayment where the amount of repayment depends on the borrower’s income.
[bookmark: _Toc90892987]Non-concessional advances
Non-concessional advances are provided at terms and conditions that would be expected between parties at an arms-length transaction.
[bookmark: _Toc77692113][bookmark: _Toc77772558][bookmark: _Toc77775108][bookmark: _Toc77775373][bookmark: _Toc89331353][bookmark: _Toc89703402][bookmark: _Toc89942571][bookmark: _Toc77692114][bookmark: _Toc77772559][bookmark: _Toc77775109][bookmark: _Toc77775374][bookmark: _Toc89331354][bookmark: _Toc89703403][bookmark: _Toc89942572][bookmark: _Toc77692115][bookmark: _Toc77772560][bookmark: _Toc77775110][bookmark: _Toc77775375][bookmark: _Toc89331355][bookmark: _Toc89703404][bookmark: _Toc89942573][bookmark: _Toc90892988]Contractual agreement
A contractual agreement is a legally binding agreement which expresses a legally enforceable act, process, contractual duty, obligation or right between or among its parties.
Loans and advances both require a written contractual agreement (for example, loan agreement) stipulating the following terms and conditions of the loans and advances arrangement, at a minimum.
· parties to the agreement
· amount of the loan or advance
· interest rates (if any)
· term of the loan or advance
· purpose of the loan or advance
· details of security held by the NT Government (if any)
· repayment conditions, including consequences for non-payment by the due date
· any other relevant factors to enable correct recognition, measurement and disclosure.
Agencies should also assess and ensure compliance with any other legislation or regulation that may apply to loans and advances issued.
[bookmark: _Toc77692117][bookmark: _Toc77772562][bookmark: _Toc77775112][bookmark: _Toc77775377][bookmark: _Toc89331357][bookmark: _Toc89703406][bookmark: _Toc89942575][bookmark: _Toc77692118][bookmark: _Toc77772563][bookmark: _Toc77775113][bookmark: _Toc77775378][bookmark: _Toc89331358][bookmark: _Toc89703407][bookmark: _Toc89942576][bookmark: _Toc77692119][bookmark: _Toc77772564][bookmark: _Toc77775114][bookmark: _Toc77775379][bookmark: _Toc89331359][bookmark: _Toc89703408][bookmark: _Toc89942577][bookmark: _Toc77692120][bookmark: _Toc77772565][bookmark: _Toc77775115][bookmark: _Toc77775380][bookmark: _Toc89331360][bookmark: _Toc89703409][bookmark: _Toc89942578][bookmark: _Toc77692121][bookmark: _Toc77772566][bookmark: _Toc77775116][bookmark: _Toc77775381][bookmark: _Toc89331361][bookmark: _Toc89703410][bookmark: _Toc89942579][bookmark: _Toc77692122][bookmark: _Toc77772567][bookmark: _Toc77775117][bookmark: _Toc77775382][bookmark: _Toc89331362][bookmark: _Toc89703411][bookmark: _Toc89942580][bookmark: _Toc77692123][bookmark: _Toc77772568][bookmark: _Toc77775118][bookmark: _Toc77775383][bookmark: _Toc89331363][bookmark: _Toc89703412][bookmark: _Toc89942581][bookmark: _Toc77692124][bookmark: _Toc77772569][bookmark: _Toc77775119][bookmark: _Toc77775384][bookmark: _Toc89331364][bookmark: _Toc89703413][bookmark: _Toc89942582][bookmark: _Toc77692125][bookmark: _Toc77772570][bookmark: _Toc77775120][bookmark: _Toc77775385][bookmark: _Toc89331365][bookmark: _Toc89703414][bookmark: _Toc89942583][bookmark: _Toc77692126][bookmark: _Toc77772571][bookmark: _Toc77775121][bookmark: _Toc77775386][bookmark: _Toc89331366][bookmark: _Toc89703415][bookmark: _Toc89942584][bookmark: _Toc77692127][bookmark: _Toc77772572][bookmark: _Toc77775122][bookmark: _Toc77775387][bookmark: _Toc89331367][bookmark: _Toc89703416][bookmark: _Toc89942585][bookmark: _Toc77692128][bookmark: _Toc77772573][bookmark: _Toc77775123][bookmark: _Toc77775388][bookmark: _Toc89331368][bookmark: _Toc89703417][bookmark: _Toc89942586][bookmark: _Toc77692129][bookmark: _Toc77772574][bookmark: _Toc77775124][bookmark: _Toc77775389][bookmark: _Toc89331369][bookmark: _Toc89703418][bookmark: _Toc89942587][bookmark: _Toc77692130][bookmark: _Toc77772575][bookmark: _Toc77775125][bookmark: _Toc77775390][bookmark: _Toc89331370][bookmark: _Toc89703419][bookmark: _Toc89942588][bookmark: _Toc77692131][bookmark: _Toc77772576][bookmark: _Toc77775126][bookmark: _Toc77775391][bookmark: _Toc89331371][bookmark: _Toc89703420][bookmark: _Toc89942589][bookmark: _Toc77692132][bookmark: _Toc77772577][bookmark: _Toc77775127][bookmark: _Toc77775392][bookmark: _Toc89331372][bookmark: _Toc89703421][bookmark: _Toc89942590][bookmark: _Toc77692133][bookmark: _Toc77772578][bookmark: _Toc77775128][bookmark: _Toc77775393][bookmark: _Toc89331373][bookmark: _Toc89703422][bookmark: _Toc89942591][bookmark: _Toc77692134][bookmark: _Toc77772579][bookmark: _Toc77775129][bookmark: _Toc77775394][bookmark: _Toc89331374][bookmark: _Toc89703423][bookmark: _Toc89942592][bookmark: _Toc77692135][bookmark: _Toc77772580][bookmark: _Toc77775130][bookmark: _Toc77775395][bookmark: _Toc89331375][bookmark: _Toc89703424][bookmark: _Toc89942593][bookmark: _Toc77692136][bookmark: _Toc77772581][bookmark: _Toc77775131][bookmark: _Toc77775396][bookmark: _Toc89331376][bookmark: _Toc89703425][bookmark: _Toc89942594][bookmark: _Toc77692137][bookmark: _Toc77772582][bookmark: _Toc77775132][bookmark: _Toc77775397][bookmark: _Toc89331377][bookmark: _Toc89703426][bookmark: _Toc89942595][bookmark: _Toc77692138][bookmark: _Toc77772583][bookmark: _Toc77775133][bookmark: _Toc77775398][bookmark: _Toc89331378][bookmark: _Toc89703427][bookmark: _Toc89942596][bookmark: _Toc77692139][bookmark: _Toc77772584][bookmark: _Toc77775134][bookmark: _Toc77775399][bookmark: _Toc89331379][bookmark: _Toc89703428][bookmark: _Toc89942597][bookmark: _Toc77692140][bookmark: _Toc77772585][bookmark: _Toc77775135][bookmark: _Toc77775400][bookmark: _Toc89331380][bookmark: _Toc89703429][bookmark: _Toc89942598][bookmark: _Toc77692141][bookmark: _Toc77772586][bookmark: _Toc77775136][bookmark: _Toc77775401][bookmark: _Toc89331381][bookmark: _Toc89703430][bookmark: _Toc89942599][bookmark: _Toc77692142][bookmark: _Toc77772587][bookmark: _Toc77775137][bookmark: _Toc77775402][bookmark: _Toc89331382][bookmark: _Toc89703431][bookmark: _Toc89942600][bookmark: _Toc77692143][bookmark: _Toc77772588][bookmark: _Toc77775138][bookmark: _Toc77775403][bookmark: _Toc89331383][bookmark: _Toc89703432][bookmark: _Toc89942601][bookmark: _Toc77692144][bookmark: _Toc77772589][bookmark: _Toc77775139][bookmark: _Toc77775404][bookmark: _Toc89331384][bookmark: _Toc89703433][bookmark: _Toc89942602][bookmark: _Toc77692145][bookmark: _Toc77772590][bookmark: _Toc77775140][bookmark: _Toc77775405][bookmark: _Toc89331385][bookmark: _Toc89703434][bookmark: _Toc89942603][bookmark: _Toc77692146][bookmark: _Toc77772591][bookmark: _Toc77775141][bookmark: _Toc77775406][bookmark: _Toc89331386][bookmark: _Toc89703435][bookmark: _Toc89942604][bookmark: _Toc77692147][bookmark: _Toc77772592][bookmark: _Toc77775142][bookmark: _Toc77775407][bookmark: _Toc89331387][bookmark: _Toc89703436][bookmark: _Toc89942605][bookmark: _Toc77692148][bookmark: _Toc77772593][bookmark: _Toc77775143][bookmark: _Toc77775408][bookmark: _Toc89331388][bookmark: _Toc89703437][bookmark: _Toc89942606][bookmark: _Toc77692149][bookmark: _Toc77772594][bookmark: _Toc77775144][bookmark: _Toc77775409][bookmark: _Toc89331389][bookmark: _Toc89703438][bookmark: _Toc89942607][bookmark: _Toc77692150][bookmark: _Toc77772595][bookmark: _Toc77775145][bookmark: _Toc77775410][bookmark: _Toc89331390][bookmark: _Toc89703439][bookmark: _Toc89942608][bookmark: _Toc22548886][bookmark: _Toc90892989]Risk management
A sound risk management framework provides a guidelines to identify, analyse, evaluate, and respond to risks, such as those arising from advances. 
Risk is defined as any uncertain future situation or event, which could influence the achievement of the Territory’s or the agency’s objectives or realisation of opportunities.
The FMA requires accountable officers to establish and maintain appropriate procedures that, at all times, afford proper internal controls. Use of systematic risk management methodologies can assist an agency in:
· assessing the level and nature of its risk exposure from loans and advances 
· determining the appropriate action to mitigate or minimise risks 
· evaluating the effectiveness of its risk control measures.
It is best practice for an agency to develop a risk management policy and framework in accordance with the Australian standard AS/NZS ISO 31000:2018.
[bookmark: _Toc77692152][bookmark: _Toc77772597][bookmark: _Toc77775147][bookmark: _Toc77775412][bookmark: _Toc89331392][bookmark: _Toc89703441][bookmark: _Toc89942610][bookmark: _Toc77692153][bookmark: _Toc77772598][bookmark: _Toc77775148][bookmark: _Toc77775413][bookmark: _Toc89331393][bookmark: _Toc89703442][bookmark: _Toc89942611][bookmark: _Toc3471904][bookmark: _Toc22548887][bookmark: _Toc90892990]Risk assessment
[bookmark: _Toc3471905][bookmark: _Toc22548888][bookmark: _Toc90892991]Risk assessment approach
Agencies are responsible in determining the risk assessment approach most appropriate for their circumstances. 
The TD – Loans and advances requires the accountable officer to conduct and document risk assessment prior to approving an advance agreement. To minimise the NT Government’s exposure to risk, any contractual agreement involving the provision of an advance must not be entered into unless the risks assumed by NT Government:
· are commensurate with the objectives, scope and benefits of providing the advance, this means that the expected benefits objectively outweigh the level and cost of the risks
· do not present unacceptable risk exposure to the NT Government.
If the risk assessment determines that the advance will have significant risk exposure to the NT Government and the agency wishes to continue with the contractual agreements, the agency should ensure that appropriate strategies and actions are in place to reduce the risk exposure to an acceptable level prior to finalising the agreement with the borrower. 
To recognise the potential interdependencies between different risks, it is important that risk assessments of advances are also considered in the agency-wide strategic planning and risk assessment process.
Agencies should ensure that appropriate and sufficient records of the risk assessment conducted on the advances issued are documented and maintained.
[bookmark: _Toc90892992]Risk considerations
Agencies should consider all the potential risks to the NT Government, on deciding whether to proceed with the providing loans or advances or not.  Agencies should consider the following risks, at a minimum:
	Risk category
	Examples of considerations

	Financial and economic risk
	· What is the risk of financial loss to the NT Government?
· Is there a risk that the borrower won’t be able to repay the advance? (credit risk)
· Is there a risk that the agency will not have sufficient funds to meet its financial commitments when the advance is provided? (liquidity risk)

	Reputational risk
	· Is there actual or perceived undue advantage provided by NT Government to specific borrowers?
· Is the advance politically sensitive? 

	Operational risk
	· How does this impact on the operations of the agency?
· Is there resources within the agency to manage the advance?

	Social risk 
	· Does the advance align with NT Government’s objectives or values?

	Legal risk
	· Is there a potential loss that the NT Government could face because of a legal issue?

	Fraud risk
	· Is there a risk that someone could fraudulently gain a financial benefit from the advance?



[bookmark: _Toc2765951][bookmark: _Toc2842475][bookmark: _Toc3470233][bookmark: _Toc3471906][bookmark: _Toc3471907][bookmark: _Toc22548889][bookmark: _Toc90892993]Legal advice
Agencies should determine if legal advice is required for a particular advance. Some advances may be provided under an NT Government initiative approved by Cabinet, with pre-defined criteria and standardised advance agreements that have already undergone legal consultation. In these circumstances, legal consultation may not be required when individual advances are entered into.
A legal review should assist the agency in identifying legal risks and concerns arising from an advance agreement or arrangement as part of its risk assessment process. If legal advice is required, agencies should contact the Solicitor for the Northern Territory in the first instance.
[bookmark: _Toc77692158][bookmark: _Toc77772603][bookmark: _Toc77775153][bookmark: _Toc77775418][bookmark: _Toc89331398][bookmark: _Toc89703447][bookmark: _Toc89942616][bookmark: _Toc77692159][bookmark: _Toc77772604][bookmark: _Toc77775154][bookmark: _Toc77775419][bookmark: _Toc89331399][bookmark: _Toc89703448][bookmark: _Toc89942617][bookmark: _Toc77692160][bookmark: _Toc77772605][bookmark: _Toc77775155][bookmark: _Toc77775420][bookmark: _Toc89331400][bookmark: _Toc89703449][bookmark: _Toc89942618][bookmark: _Toc2765953][bookmark: _Toc2842477][bookmark: _Toc3470235][bookmark: _Toc3471908][bookmark: _Toc2765955][bookmark: _Toc2842479][bookmark: _Toc3470237][bookmark: _Toc3471910][bookmark: _Toc528315571][bookmark: _Toc528315572][bookmark: _Toc3471911][bookmark: _Toc22548891][bookmark: _Toc90892994]Monitoring and evaluation
Continuous monitoring and evaluation are vital components of an effective risk management process.
The primary purpose of monitoring and evaluation is to determine whether risks still exist, whether new risks have arisen, whether the likelihood or impact of risks have changed, and to reassess the risk priorities within the internal and external context of the agency.
TD - Loans and advances requires the accountable officer to monitor risks relating to advances issued at least once every financial year or when required.
Monitoring and evaluation activities must include the following, at a minimum:
· checking repayments are received when due
· assessing if advances are impaired and, if applicable, recognising loss allowance
· where possible, taking action to mitigate or minimise identified risks within a reasonable timeframe, including recovery of overdue balances.
[bookmark: _Toc77692171][bookmark: _Toc77772616][bookmark: _Toc77775166][bookmark: _Toc77775431][bookmark: _Toc89331411][bookmark: _Toc89703460][bookmark: _Toc89942629][bookmark: _Toc77692172][bookmark: _Toc77772617][bookmark: _Toc77775167][bookmark: _Toc77775432][bookmark: _Toc89331412][bookmark: _Toc89703461][bookmark: _Toc89942630][bookmark: _Toc77692173][bookmark: _Toc77772618][bookmark: _Toc77775168][bookmark: _Toc77775433][bookmark: _Toc89331413][bookmark: _Toc89703462][bookmark: _Toc89942631][bookmark: _Toc77692174][bookmark: _Toc77772619][bookmark: _Toc77775169][bookmark: _Toc77775434][bookmark: _Toc89331414][bookmark: _Toc89703463][bookmark: _Toc89942632][bookmark: _Toc77692175][bookmark: _Toc77772620][bookmark: _Toc77775170][bookmark: _Toc77775435][bookmark: _Toc89331415][bookmark: _Toc89703464][bookmark: _Toc89942633][bookmark: _Toc22548892][bookmark: _Toc90892995]Approval process
[bookmark: _Ref6217237][bookmark: _Ref5114988][bookmark: _Ref5117295][bookmark: _Ref4686883]A contractual agreement to provide an advance on behalf of the NT Government can only be approved and signed in accordance with section 31 of the FMA, by either:
a. the Treasurer
b. [bookmark: _Ref6734173]a delegate authorised by section 39(1) of the FMA.
[bookmark: _Toc77692177][bookmark: _Toc77772622][bookmark: _Toc77775172][bookmark: _Toc77775437][bookmark: _Toc89331417][bookmark: _Toc89703466][bookmark: _Toc89942635][bookmark: _Toc77692178][bookmark: _Toc77772623][bookmark: _Toc77775173][bookmark: _Toc77775438][bookmark: _Toc89331418][bookmark: _Toc89703467][bookmark: _Toc89942636][bookmark: _Toc77692179][bookmark: _Toc77772624][bookmark: _Toc77775174][bookmark: _Toc77775439][bookmark: _Toc89331419][bookmark: _Toc89703468][bookmark: _Toc89942637][bookmark: _Toc77692180][bookmark: _Toc77772625][bookmark: _Toc77775175][bookmark: _Toc77775440][bookmark: _Toc89331420][bookmark: _Toc89703469][bookmark: _Toc89942638][bookmark: _Toc22548893][bookmark: _Ref90887097][bookmark: _Toc90892996]Accountable officer approval
The Treasurer’s powers under section 31(1) of the FMA have been delegated to accountable officers subject to conditions and limitations discussed in detail below. This delegation cannot be further delegated to any other person, for example, to another staff member.
An accountable officer must not approve and sign a contractual agreement to provide an advance unless:
· the risks assumed for the advance are considered appropriate
· the advance:
· is of a type or part of an established NT Government initiative approved by the Cabinet
· is within the budget approved by Cabinet
· is within the accountable officer’s area of responsibility.
[bookmark: _Toc77692182][bookmark: _Toc77772627][bookmark: _Toc77775177][bookmark: _Toc77775442][bookmark: _Toc89331422][bookmark: _Toc89703471][bookmark: _Toc89942640][bookmark: _Toc22548894][bookmark: _Toc90892997]Other approvals
All loans, apart from those issued by NTTC, and other advances which do not meet the requirements above can only be approved by the Treasurer. 
Requests for loans and all other advances that do not meet paragraph 5.1 must be sought from the Treasurer by ministerial request. Prior to seeking a ministerial request, an accountable officer must conduct a comprehensive review and assessment of the loan or advance. 
Also, while the Treasurer will form a view of the terms and conditions of the loan or advance, the portfolio minister is expected to have a more comprehensive understanding of the potential benefit and risks associated with the loan or advance.
[bookmark: _Toc90892588][bookmark: _Toc89331424][bookmark: _Toc89703473][bookmark: _Toc89942642][bookmark: _Toc77692184][bookmark: _Toc77772629][bookmark: _Toc77775179][bookmark: _Toc77775444][bookmark: _Toc89331425][bookmark: _Toc89703474][bookmark: _Toc89942643][bookmark: _Toc22548895][bookmark: _Toc90892998]Recognition and measurement
Loans and advances are recognised and measured in accordance with AASB 9 Financial Instruments. Under this standard, loans and advances are recognised when an agency becomes party to the contractual provisions of the legal instrument and measured depending on the classification of the loan or advance. 
The following are the classification of financial assets based on AASB 9 Financial Instruments:
· amortised cost
· fair value through other comprehensive income
· fair value through profit or loss.
As the majority of loans and advances issued by the NT Government generally meet the criteria for classification as amortised cost, the guidance on measurement included in this document is based on this classification. 
Where the amortised cost classification does not apply to your agency’s loans and advances, the appropriate measurement method must be applied. Additional guidance and information on the classification of financial instruments, including other measurement bases, are available in the DTF’s guidance document on financial instruments.
[bookmark: _Toc77692186][bookmark: _Toc77772631][bookmark: _Toc77775181][bookmark: _Toc77775446][bookmark: _Toc89331427][bookmark: _Toc89703476][bookmark: _Toc89942645][bookmark: _Toc77692187][bookmark: _Toc77772632][bookmark: _Toc77775182][bookmark: _Toc77775447][bookmark: _Toc89331428][bookmark: _Toc89703477][bookmark: _Toc89942646][bookmark: _Toc77692188][bookmark: _Toc77772633][bookmark: _Toc77775183][bookmark: _Toc77775448][bookmark: _Toc89331429][bookmark: _Toc89703478][bookmark: _Toc89942647][bookmark: _Toc21686260][bookmark: _Toc21686423][bookmark: _Toc21704174][bookmark: _Toc22032741][bookmark: _Toc22288236][bookmark: _Toc22542918][bookmark: _Toc22546151][bookmark: _Toc22548896][bookmark: _Toc21686261][bookmark: _Toc21686424][bookmark: _Toc21704175][bookmark: _Toc22032742][bookmark: _Toc22288237][bookmark: _Toc22542919][bookmark: _Toc22546152][bookmark: _Toc22548897][bookmark: _Toc21686262][bookmark: _Toc21686425][bookmark: _Toc21704176][bookmark: _Toc22032743][bookmark: _Toc22288238][bookmark: _Toc22542920][bookmark: _Toc22546153][bookmark: _Toc22548898][bookmark: _Toc21686263][bookmark: _Toc21686426][bookmark: _Toc21704177][bookmark: _Toc22032744][bookmark: _Toc22288239][bookmark: _Toc22542921][bookmark: _Toc22546154][bookmark: _Toc22548899][bookmark: _Toc21686264][bookmark: _Toc21686427][bookmark: _Toc21704178][bookmark: _Toc22032745][bookmark: _Toc22288240][bookmark: _Toc22542922][bookmark: _Toc22546155][bookmark: _Toc22548900][bookmark: _Toc22548901][bookmark: _Ref77159108][bookmark: _Toc90892999]Initial measurement
Loans and advances classified as amortised cost are initially measured at fair value plus transaction costs that are directly attributable to the issuance of the loan or advance. 
Transaction costs are costs that are directly attributable to the acquisition or issue of the financial asset (for example, fees and commissions, levies, transfer taxes and duties).
The initial fair value measurement of loans and advances depends on whether the loan or advance is non-concessional or concessional.
[bookmark: _Toc21686266][bookmark: _Toc21686386][bookmark: _Toc21686429][bookmark: _Toc21704180][bookmark: _Toc22032747][bookmark: _Toc22288242][bookmark: _Toc22542924][bookmark: _Toc22546157][bookmark: _Toc22548902][bookmark: _Toc22548903][bookmark: _Ref77155741][bookmark: _Toc90893000]Non-concessional loan or advance
Non-concessional loans or advances are provided at terms and condition that would be expected between parties at an arms-length transaction.
The fair value of a non-concessional loan or advance usually equals its transaction price, which is the fair value of cash paid or transferred to the borrower. 
Figure 1 below illustrates the concept of a non‑concessional loan or advance and the typical journal entry in the financial accounts.




Figure 1: Non-concessional loan or advance
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	DR
	Loans or advances paid (816110 or 833110*, 817110 or 834110)
	$XXX
	
	C

	CR
	Cash at bank (811100)
	
	$XXX
	A + B


*use restricted to NTTC
[bookmark: _Toc90893001]Concessional advance
A concessional advance is an advance provided to another party on more favourable terms than what that party could obtain in the market place (refer to section 3.2 for further information on ‘favourable terms’).
The fair value of a concessional advance usually differs from its transaction price and should be calculated through a valuation technique, such as a discounted cash flow analysis. 
The difference between the transaction price of the advance at concessional rates and the fair value of the advance at market rates is the discount component which should be recognised in accordance with AASB 9 Financial Instruments.
[bookmark: _Toc90893002]Estimating the concessional advance – discounted cash flow analysis
The discounted cash flow analysis is a valuation method used to estimate the fair value based on present value of expected future cash flows. 
Future cash flows are discounted using the prevailing market interest rate that the borrower would be subject to in the market for a similar advance.
Present value of future cash flows
To calculate the present value of a future cash flow, the following formula can be used:
	Present value of future cash flow
	=
	∑ Cash flows

	
	
	(1 + discount rate) Time period



where:
· ∑ means summation
· cash flows are the cash receipts for the time period (principal and interest repayments)
· discount rate is the prevailing market interest rate for a similar advance
· time period is the number of years over which the present value calculation is performed (generally, this is from measurement date to the date of repayment).
The present value of an advance is the sum of the present value for all cash flows of the advance.
Determine a prevailing market rate of interest
To determine the prevailing market rate of interest, at a minimum, the following factors should be considered:
· currency
· term of advance
· type of advance (for example, business, home or personal)
· security held by the NT Government (if any)
· credit risk of the borrower
· any other relevant factors to assist in setting an interest rate which is reasonably reflective of current market conditions.
If a market rate of interest cannot be determined, the following interest rate must be used:
	Market interest rate
	=
	Territory bond yearly interest rate + 2% risk margin



The Territory bond rate to be used must be the one available and published in NT Government website at the time of the execution of the loan or advance. 
If the Territory bond rate is not available or to seek more information, please contact NTTC by:
· email territory.bonds@nt.gov.au
· call 08 8999 7745.
[bookmark: _Toc90893003]Discount component
The discount component is the difference between the transaction price and the fair value of the advance. This difference represents the opportunity cost of value foregone in providing the advance at favourable terms compared to the market. 
AASB 9 Financial Instruments states that any difference between the fair value measured by the entity and the transaction price is recognised depending on the basis of fair value measurement as follows: 
· Method 1: in profit or loss, if the estimate is measured by a quoted price in an active market or based on a valuation technique that uses data from observable markets (level 1 or level 2 inputs)
· Method 2: deferred as an adjustment to the carrying amount of the financial instrument in all other cases (level 3 inputs).

Figures 2 and 3 below illustrates the concept of a concessional advance and typical journal entries.



Figure 2: Concessional advance – cash component

Figure 3: Concessional advance – discount component (non cash component)

*Generally, this is equal to the present value of future cash flows.
Journal entries at initial recognition using method 1
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advances paid (817110 or 834110)
	$XXX
	
	C

	CR
	Cash at bank (811100)
	
	$XXX
	



	Journal to record concessional discount portion of the advance (non-cash component) and recognise discount portion in profit or loss - initial recognition:

	DR
	Concessional discount expense (413400)
	$XXX
	
	E

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$XXX
	



Journal entries at initial recognition using method 2
	Journal to record issuance of the advance (cash component) - initial recognition:

	DR
	Advances paid (817110 or 834110)
	$XXX
	
	C

	CR
	Cash at bank (811100)
	
	$XXX
	



	Journal to record concessional discount portion of the advance (non-cash component) and recognise discount portion as deferred loss - initial recognition:

	DR
	Advances – deferred loss (817170 or 834170)
	$XXX
	
	E

	CR
	Advances – increment/decrement (817160 or 834160)
	
	$XXX
	


[bookmark: _Toc77692194][bookmark: _Toc77772639][bookmark: _Toc77775189][bookmark: _Toc77775454][bookmark: _Toc77692195][bookmark: _Toc77772640][bookmark: _Toc77775190][bookmark: _Toc77775455][bookmark: _Toc77692196][bookmark: _Toc77772641][bookmark: _Toc77775191][bookmark: _Toc77775456][bookmark: _Toc77692197][bookmark: _Toc77772642][bookmark: _Toc77775192][bookmark: _Toc77775457][bookmark: _Toc77692202][bookmark: _Toc77772647][bookmark: _Toc77775197][bookmark: _Toc77775462][bookmark: _Toc77692206][bookmark: _Toc77772651][bookmark: _Toc77775201][bookmark: _Toc77775466][bookmark: _Toc77692207][bookmark: _Toc77772652][bookmark: _Toc77775202][bookmark: _Toc77775467][bookmark: _Toc77692208][bookmark: _Toc77772653][bookmark: _Toc77775203][bookmark: _Toc77775468][bookmark: _Toc77692209][bookmark: _Toc77772654][bookmark: _Toc77775204][bookmark: _Toc77775469][bookmark: _Toc77692210][bookmark: _Toc77772655][bookmark: _Toc77775205][bookmark: _Toc77775470][bookmark: _Toc77692211][bookmark: _Toc77772656][bookmark: _Toc77775206][bookmark: _Toc77775471][bookmark: _Toc77692212][bookmark: _Toc77772657][bookmark: _Toc77775207][bookmark: _Toc77775472][bookmark: _Toc77692213][bookmark: _Toc77772658][bookmark: _Toc77775208][bookmark: _Toc77775473][bookmark: _Toc77692214][bookmark: _Toc77772659][bookmark: _Toc77775209][bookmark: _Toc77775474][bookmark: _Toc77692215][bookmark: _Toc77772660][bookmark: _Toc77775210][bookmark: _Toc77775475][bookmark: _Toc77692216][bookmark: _Toc77772661][bookmark: _Toc77775211][bookmark: _Toc77775476][bookmark: _Toc77692217][bookmark: _Toc77772662][bookmark: _Toc77775212][bookmark: _Toc77775477][bookmark: _Toc77692218][bookmark: _Toc77772663][bookmark: _Toc77775213][bookmark: _Toc77775478][bookmark: _Toc77692227][bookmark: _Toc77772672][bookmark: _Toc77775222][bookmark: _Toc77775487][bookmark: _Toc77692228][bookmark: _Toc77772673][bookmark: _Toc77775223][bookmark: _Toc77775488][bookmark: _Toc77692229][bookmark: _Toc77772674][bookmark: _Toc77775224][bookmark: _Toc77775489][bookmark: _Toc77692230][bookmark: _Toc77772675][bookmark: _Toc77775225][bookmark: _Toc77775490][bookmark: _Toc22032757][bookmark: _Toc22288252][bookmark: _Toc22542934][bookmark: _Toc22546167][bookmark: _Toc22548932][bookmark: _Toc22032758][bookmark: _Toc22288253][bookmark: _Toc22542935][bookmark: _Toc22546168][bookmark: _Toc22548933][bookmark: _Toc22032759][bookmark: _Toc22288254][bookmark: _Toc22542936][bookmark: _Toc22546169][bookmark: _Toc22548934][bookmark: _Toc22032760][bookmark: _Toc22288255][bookmark: _Toc22542937][bookmark: _Toc22546170][bookmark: _Toc22548935][bookmark: _Toc22032761][bookmark: _Toc22288256][bookmark: _Toc22542938][bookmark: _Toc22546171][bookmark: _Toc22548936][bookmark: _Toc22032762][bookmark: _Toc22288257][bookmark: _Toc22542939][bookmark: _Toc22546172][bookmark: _Toc22548937][bookmark: _Toc22548938]
[bookmark: _Toc90893004]Subsequent measurement
Loans and advances classified at amortised cost are subsequently measured at amortised cost using the effective interest method (EIM).
The following formula is to be used when measuring loans or advances at amortised cost:
	Amortised cost
	=
	+ carrying value of loan or advance at initial recognition 
+ interest income using EIM 
- principal and interest repayments 
– allowance for impairment



[bookmark: _Toc77692243][bookmark: _Toc77772688][bookmark: _Toc77775238][bookmark: _Toc77775503][bookmark: _Toc89331436][bookmark: _Toc89703485][bookmark: _Toc89942654][bookmark: _Toc90893005]Carrying value of loans or advances at initial recognition
Refer to section 6.1.
[bookmark: _Toc22548940][bookmark: _Toc90893006]Principal and interest repayments
Principal and interest repayments represent the actual cash payments received on the loan or advance.
[bookmark: _Toc22548941][bookmark: _Toc90893007]Interest income accrued using the effective interest method
AASB 9 Financial Instruments requires interest income to be calculated depending on the impairment status of the financial asset.
Under the effective interest method, interest income is calculated by applying the effective interest rate (EIR) to:
· the gross carrying amount (that is, amortised cost before allowance for impairment) of a credit impaired loan or advance
· the amortised cost of a credit-impaired loan or advance.
If a loan or advance was previously credit impaired but no longer considered to be credit impaired, interest income can be calculated, in subsequent periods, on the gross carrying amount.
The following formula is to be used when calculating the interest income using effective interest method.
	Interest income (EIM)
	=
	gross carrying amount or amortised cost * EIR


The EIR is the market interest rate that takes into account the effect of compound interest and fees.
EIR rates are calculated in the following ways:
	EIR
	=
	Total interest paid

	
	
	Principal amount



	EIR*
	=
	(1 + i / n)n – 1



*where: 
· i is the market interest rate
· n is the number of compounding periods per year
[bookmark: _Toc77692261][bookmark: _Toc77772706][bookmark: _Toc77775256][bookmark: _Toc77775521][bookmark: _Toc89331454][bookmark: _Toc89703503][bookmark: _Toc89942672][bookmark: _Toc90893008]Unwinding the discount component in concessional advances
For concessional advances, interest income also contains the discount component which must be unwound over the life of the advance. This component is the difference between interest income calculated using EIM and interest income calculated using the contract interest rate of the advance.
The unwinding of the loan discount component, which was expensed or deferred on initial recognition over the life of the loan, is treated as revenue.
Figure 4 below illustrates the concept of unwinding the discount component and typical journal entries.
Figure 4: Unwinding of discount component

Journal entries using method 1
	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$XXX
	
	C

	CR
	Amortisation of concessional discount (147100)
	
	$XXX
	



Journal entries using method 2
	Journal to unwind/amortise the concessional discount portion of the advance:

	DR
	Advances – increment/decrement (817160 or 834160)
	$XXX
	
	C

	CR
	Amortisation of concessional discount (147100)
	
	$XXX
	



	Journal to amortise deferred loss recognised on the advance:

	DR
	Concessional discount expense (413400)
	$XXX
	
	C

	CR
	Advances – deferred loss (817170 or 834170)
	
	$XXX
	



[bookmark: _Toc89331456][bookmark: _Toc89703505][bookmark: _Toc89942674][bookmark: _Toc90893009]Allowance for impairment
When loans or advances are assessed as credit impaired, impairment recognition is based on the expected credit loss model under AASB 9 Financial Instruments. Further information on expected credit losses and impairments is available in the DTF’s guidance document on financial instruments.
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Refer to Appendix A of this document for examples of scenarios and corresponding journal entries in relation to loans and advances.
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The TD – Loans and advances requires the accountable officer to keep records issued by the agency and, at a minimum, must:
· ensure records are maintained in a register of advances
· establish processes to collect and manage records, including documenting assumptions and calculations used for the valuation and impairment of advances.
The accountable officer must retain records for the specified minimum period, in accordance with the agency’s records disposal schedule.
[bookmark: _Toc90893012]Reporting
The TD – Loans and advances requires the accountable officer to provide DTF a copy of the register of advances and any other relevant information as necessary.
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