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[bookmark: _Toc30693719]Introduction
[bookmark: _Toc30693720]Purpose
To provide best practice guidance to assist accountable officers and agencies to meet their obligations under the Treasurer’s Direction - Income, the Financial Management Act 1995 (FMA) and Australian accounting standards on revenue recognition. Any reference to ‘agency’ also includes ‘government business division’ unless specifically excluded. Government business divisions (GBD) are identified in the Treasurer’s Revocation of Determination and Determination of Government Business Divisions.
This document should be read in conjunction with the Treasurer’s Direction – Income,              AASB 15 Revenue from contracts with customers, AASB 1058 Income for not-for-profit entities and its relevant implementation guidance.
Guidance material in this document is not mandatory. If a conflict arises between this guidance document and Treasurer’s Directions or other legislative requirements, the legislation takes precedence followed by the Treasurer’s Directions.
The Treasurer’s Directions generally designate responsibility to the accountable officer. Unless specifically excluded by the FMA or Treasurer’s Directions, 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: _Toc30693721]Statement
The objectives of the Treasurer’s Direction – Income and this guide is to detail the key principles of income management, revenue recognition and reporting requirements to assist agencies to comply with Australian accounting standards on revenue. 
[bookmark: _Toc30693722]Legislative basis and related documents
· Financial Management Act 1995  (FMA)
· Fiscal Integrity and Transparency Act 2001 (FITA)
· Treasurer’s Directions Section A2.2 Property, plant and equipment
· Treasurers Directions I1.3 Adjustments to the infrastructure program
· Treasurer’s Direction – Income
· Guidance document – Accounting for Territory income
· Transition Implementation – Income 
· AASB 15 Revenue from contracts with customers
· AASB 1058 Income for not-for-profit entities
· AASB 1004 Contributions
· AASB 2016-8 Amendments to AASB 9 and 15 – Australian implementation guidance for    not-for-profit entities
· AASB 2018-4 Amendments to AASB 15 and 16 – Australian implementation guidance for   not-for-profit public sector licensors
· AASB 2018-8 Amendments to AASB 1,16,117,1049 and 1058 – Right-of-use assets of          not-for-profit entities
[bookmark: _Toc30693723]Background
The FMA and FITA require whole of government consolidated financial statements and agency financial statements to be prepared in accordance with Australian accounting standards.
[bookmark: _Toc464142425]AASB 15 and AASB 1058 are effective from 1 July 2019 for all agencies. Therefore agency annual financial statements and the Treasurer’s Annual Financial Statements (TAFS) must comply with the standards from the 2019-20 financial year.
The table below lists the accounting standards replaced with the issue of AASB 15 and            AASB 1058. 
	New accounting standards
	Old accounting standards

	AASB 15
AASB 1058
AASB 1004 (when accounting for parliamentary appropriations, administrative arrangements (machinery of government changes), contributions by owners and distributions to owners)
	AASB 111
AASB 118
AASB 1004
Interpretation 15
Interpretation 13


[bookmark: _Toc30693724]Scope
This document provides guidance on the key principles of income management within the NT government and how to measure and account for revenue from contracts with a customer including licences created by statute under Australian law. 
It also addresses how to account for volunteer services and transactions where an agency receives consideration to acquire an asset that is significantly less than fair value principally to enable an agency to further its objectives. 
Contracts that are outside the scope of this document are AASB 16 Leases, AASB 17 Insurance Contracts, and AASB 9 Financial Instruments. 
[bookmark: _Toc30693725]Which accounting standard should I use?
The core principle for revenue recognition is that revenue should be recognised in a manner depicting the pattern of transfer of goods and services to a customer and is generally directly related to the agency’s ordinary activities.
The main factors to consider to determine which accounting standard a transaction will fall under include:
· is there an enforceable contract with a customer
· are the goods and services promised sufficiently specific 
· does the agency retain goods and services for own use or does it transfer specified goods or services to the customer.
If a transaction has an enforceable contract with a customer, has sufficiently specific performance obligations and the agency expects to transfer goods or services to the customer or third party beneficiary in exchange for consideration, revenue should be accounted for under AASB 15.
If a revenue transaction does not meet the criteria under AASB 15, an agency needs to assess whether the transaction should be accounted for under AASB 1058 or another standard. There are instances where a revenue transaction is partially within the scope of AASB 15 and another standard. Appendix A includes a flowchart to assist an agency to determine which revenue standard is applicable to a revenue transaction. 
[bookmark: _Toc30693726]Principles of income management
[bookmark: _Toc30693727]Overview 
Income is defined as an increase in economic benefits during a reporting period in the form of increases in assets or reductions in liabilities that result in an increase in equity, other than those relating to contributions by government such as capital appropriations. Income includes both revenue and gains.
Revenue arises in the course of the ordinary activities of an agency. Gains represent items that meet the definition of income, but are not revenue. Examples of agency gains include a profit on the disposal of an item of plant and equipment, income arising from liabilities assumed by government and unrealised gains resulting from increases in asset values.
There are two main categories of income in the Territory, namely Territory income and agency income, which are discussed in detail below.
To ensure consistency across agencies, standards classification codes are created to provide minimum classification requirements for income. These codes are designed to classify income according to its nature or type and detailed in Treasurer’s Direction: Standard classification.
All income should be recognised at the GST exclusive amounts in the ledger.
[bookmark: _Toc30693728]Offsetting
Offsetting is the reduction of income by an expense or vice versa in an agency financial statement so only the net amount is recognised. 
Agencies must not offset income or expenses, unless permitted by a Treasurer’s Direction or Australian accounting standard. 
Examples of situations where offsetting is allowed under the accounting standards include:
· net proceeds (gain or loss) from the disposal of non-current assets 
· revaluation increases and decreases related to items of property, plant and equipment within the same asset class
· financial assets and financial liabilities where the agency has a legally enforceable right to set-off the recognised amounts or settle both simultaneously.
In addition, agencies may offset income and expenses for the following provided both occur within the same financial year. 
· Payments received for a seconded staff member can be offset against agency employee expenses if the agency continues to pay for employee’s salary and related costs, only to the extent of the costs incurred.
· Refunds or credit notes received from suppliers (for example, due to a billing error) can be offset against the cost of the purchased goods.
· Repayment of a grant and subsidy expense where adjusting a previously recognised grant and subsidy expense reflects the substance of the transaction.
In some instances, an agency may pay for the costs of goods and services on behalf of another Territory government agency, for which they will be reimbursed. In such instances, the paying agency should not offset reimbursement against the initial payment made as it results in consolidation errors at a whole of government level and impact the preparation of the Treasurer’s Annual Financial Report. Both agencies may submit budget administrative variations during the budget development process to align revenue and expense budgets with the appropriate accounting treatment.   
[bookmark: _Toc23335699][bookmark: _Toc23425946][bookmark: _Toc23946440][bookmark: _Toc23946567][bookmark: _Toc30693729]Other 
An agency must optimise revenue generation, where possible. Agencies must use revenue for intended purposes, unless otherwise approved. In addition, associated expenses must not exceed revenue.
Where additional agency revenue has been approved for use, agencies must use revenue for activities resulting in costs that are less or proportionate to the amount of additional revenue forecast to be received. That is, agencies must ensure associated expenses do not exceed revenue and there is no negative impact to the agency’s budgeted final outcome at the end of the reporting period as a result of additional costs. If agency revenue is less than forecast, an accountable officer must manage resources and limit associated expenditure.
[bookmark: _Toc30693730]Types of income
[bookmark: _Toc30693731]Territory income or administered income
Territory income is revenue and gains an agency collects and administers on behalf of the government. Territory income includes taxes, certain regulatory fees and fines. Territory income is initially recorded in the collecting agencies ledger and then transferred to the Central Holding Authority (CHA) at the end of each day. 
Territory income is reported in the CHA financial statements and included as a note to the financial statements of the collecting agency. 
Agencies are responsible for the efficient and effective management of Territory income, and therefore are required to undertake similar tasks to those performed to manage agency income. For example, agencies are required to forecast future Territory income, raise Territory income, collect cash and manage amounts that are due but not yet paid.
The Guidance document - Accounting for Territory income includes illustrations on how to account for Territory income and automated journal entries that occur to transfer funds collected to CHA. 
[bookmark: _Toc30693732]Capital specific purpose payments 
A capital specific purpose payment (SPP) received directly by an agency for the purpose of constructing new assets or improving existing Territory government assets is Territory income.
These transactions are initially recorded in the collecting agencies ledger, then transferred to CHA daily. 
All payments the Department of Treasury and Finance receives from the Commonwealth for SPPs are paid directly to the Department of Infrastructure, Planning and Logistics (DIPL) or Department of Local Government Housing and Community Development (DLGHCD). DIPL or DLGHCD will account for Commonwealth capital funding received in accordance with section 7.3.1 and record all costs for work in progress in its ledger. On completion of the project, the work in progress will be transferred to the agency that controls the asset.
The agency that signed or entered into the agreement is responsible for seeking approval to include works on the capital works program.
[bookmark: _Toc30693733]Agency income  
Agency income is all income an agency collects and manages, excluding Territory income. Agency income includes revenue and gains. An agency uses operating revenue to undertake activities that further its objectives and contribute towards the achievement of reported key performance indicators. Operating revenue consists of output revenue and agency revenue.
Output revenue is the amount the government provides to agencies (excluding GBDs) for the net cash costs of delivering outputs and is the main source of revenue that agencies receive. Output revenue is mainly determined and varied by Cabinet decisions. 
Agencies must manage resources efficiently and effectively, with an aim to achieve agency revenue forecasts.  



1 All payments received from the Commonwealth are paid directly to DIPL or DLGHCD.

[bookmark: _Toc30693734]Seeking approval to use additional agency revenue  
If increases to agency revenue is expected to exceed approved budget by $500 000 per request for each financial year, agencies have two options:
seek approval to use additional revenue as part of the normal budget process 
or submit a ministerial request to the Treasurer, where it seeks to use additional revenue outside the normal budget process.
Where additional agency revenue is forecast to be under $500,000 per request for each financial year, when compared to approved budget, approval to utilise additional revenue must be provided by the accountable officer and endorsement sought from the relevant minister.
All variations to agency revenue, regardless of the quantum, require a budget administrative variation with relevant supportive documentation, including approvals and ministerial endorsements.
The thresholds described above are applicable per request for each financial year.
	Example 1 – Seek approval to use additional revenue  
Scenario 1
Agency A has assessed and determined that revenue forecasts for the current and future years will be exceeded by $400 000 per annum ongoing due to the signing of a new agreement and consequently wants to seek approval to utilise additional revenue outside of the normal budget process.
Analysis
Given the request to use additional revenue is less than $500 000 per financial year, this request may be approved by the accountable officer with endorsement from the portfolio minister.
Scenario 2
A few months after agency A requested to use additional revenue of $400 000 per annum is approved by the accountable officer, a new agreement is signed which the agency anticipates will increase revenue for the current and next year by $300 000. Consequently, agency A wants to seek approval to use additional revenue outside the normal budget process.
Analysis
As this is a separate request and the increase in revenue is less than $500 000 per financial year, this request may be approved by the accountable officer with endorsement from the portfolio minister.
Scenario 3 
Agency B has assessed and determined that revenue forecasts for current and future years will be exceeded by $400 000 in the current year and $600 000 in the next year due to the signing of a new agreement  and consequently wants to seek approval to utilise additional revenue outside the normal budget process.
Analysis
Given the increase in revenue for the next year exceeds $500 000, approval to use additional revenue must be formally sought from the Treasurer, with endorsement from the portfolio minister.
All variations will require a budget administrative variation, with relevant supportive documentation, including approvals and ministerial endorsements during the budget process.
Scenario 4
As part of the budget process, agency C has assessed that revenue forecasts for the current and future years will be exceeded by $400,000 per annum due to signing a new agreement. 
Analysis 
The request to use additional revenue is less than $500 000 per financial year and approval may be provided by the accountable officer with endorsement from the portfolio minister. However, given approval to use additional revenue is being sought during the budget process, agency must submit budget variation during the administrative variation process and incorporate this request in the request for endorsement of budget variations sought from their portfolio minister.   
Scenario 5
As part of the budget process, agency C has assessed and determined that revenue forecasts for current and future years will be exceeded by $400 000 in the current year and $600 000 in the next year due to the signing of a new agreement.
Analysis
The increase in revenue for the next year exceeds $500 000, therefore approval to use additional revenue must be formally sought from the Treasurer, with endorsement from the portfolio minister. However, given approval to use additional revenue is being sought during the budget process, the agency must submit budget variation during the administrative variation process and incorporate this request in the request for endorsement of budget variations sought from their portfolio minister. The variation will be approved or not approved by the Treasurer with the formal publication of the budget papers.



[bookmark: _Toc505682278][bookmark: _Toc505682279][bookmark: _Toc505682280][bookmark: _Toc505682281][bookmark: _Toc505682282][bookmark: _Toc505682283][bookmark: _Toc505682284][bookmark: _Toc505682285][bookmark: _Toc505682286][bookmark: _Toc505682287][bookmark: _Toc30693735]Revenue from contracts with customers
[bookmark: _Toc30693736]4.1 Overview  
Revenue from the sale of goods or the delivery of services should be recognised as or when the agency passes control of the goods or delivers the service to the customer. Therefore, where an agency issues an invoice prior to the transferring goods or services to the customer, the amount does not become revenue until it has delivered on its obligations.  
The provision of goods or services is usually subject to a contractual arrangement between the agency and the customer. Contractual arrangements that satisfy AASB 15 must:
· be enforceable
· have sufficiently specific performance obligations
· transfer a good or service to a customer or third-party beneficiary.
AASB 15 adopts a five step revenue recognition model, as discussed below.
As an exemption, where the total value of a contract is $50 000 (GST exclusive) or less, an agency may elect to recognise revenue upfront, on receipt of cash. An agency must apply this election consistently to all low value contracts. GBDs are not permitted to apply this exemption.An agency may elect to adopt the low value contract threshold of $50 000 (GST exclusive). This election must be applied consistently to all contracts within the threshold limits. GBDs are not permitted to apply this exemption.  

0. [bookmark: _Toc23335708][bookmark: _Toc23425955][bookmark: _Toc23946449][bookmark: _Toc23946576][bookmark: _Toc30693737]Five step revenue recognition model
AASB 15 applies a five step revenue recognition model to determine when to recognise revenue and how much to recognise. Agencies may apply revenue recognition principles to a portfolio of contracts with similar characteristics, if it reasonably expects the effects on the financial statements would not differ materially from applying these principles to individual contracts within the portfolio.


0. [bookmark: _Toc30693738]Step 1: Identify if there is an enforceable contract with the customer
The first step to applying AASB 15 is to determine if an enforceable contract exists with a customer. This assessment can be done on a portfolio of similar contracts if the agency expects the effects on the financial statements will not differ materially from applying the assessment to individual contracts within a portfolio, otherwise assessment should be conducted on a contract by contract basis.An agency must have an enforceable contract with a customer to account for a transaction under AASB 15.  

[bookmark: _Toc30693739]What is a contract?
A contract is an agreement between two or more parties that creates enforceable rights and obligations. If an agreement to transfer goods or services is not enforceable with another party or fails the ‘sufficiently specific’ criteria, then a contract with a customer does not exist for the purposes of AASB 15.
Contracts can be written, oral or implied by an agency’s customary business practices in performing or conducting its activities. A contract can be an arrangement entered into under the direction of another party including, for example, when assets are transferred to an entity with a directive that they are used to provide specified services.
An agency must account for a contract with a customer under AASB 15 if all of the following criteria are met:
· contracts must be approved by all parties and each party is committed to perform their respective obligations (enforceable)
· each party's rights regarding the goods or services to be transferred can be identified (sufficiently specific)
· payment terms can be identified
· contracts must have commercial substance or economic substance (risk, timing or amount of the agency’s future cash flows is expected to change as a result of the contract or the arrangement is expected to give rise to substantive rights and obligations):
· a contract may have commercial substance even if it is non-commercial to the entity (for example, provision of subsidised goods or services to member of a community). This is because, even though it may not generate a commercial return, it may still cause a change in the risk, timing or amount of the agency’s future cash flow. Therefore, agencies should read commercial substance as a reference to economic substance (that is giving rise to substantive rights and obligations)
· it is probable (more than 60 per cent) that the entity will collect the consideration (consider customer’s ability and intention to pay, if not probable, do not recognise as revenue)
Contractual agreements may include those entered into at the direction of the grantor. For example, an agency may not necessarily dictate whether or not it receives a contribution, however, when it does receive funds with conditions attached, it has entered into an agreement.
A contract does not exist if each party to the contract has the unilateral enforceable right to terminate a wholly unperformed contract without compensating the other party.

A wholly unperformed contract is one where the agency has not yet transferred any goods or services to the customer and the agency has not received or is not entitled to receive any consideration in exchange for the promised goods.                                   

If a contract meets the above criteria at inception, an agency does not need to reassess those criteria unless there is an indication of a significant change in facts and circumstances, for example, deterioration in credit quality.
 
If an arrangement does not meet the criteria above, an agency should recognise the consideration received as revenue only when there are no further performance obligations or the contract has been terminated and the consideration received is non-refundable.

Customer
A customer is the party that contracts with the agency to obtain goods or services that are an output of the agency’s ordinary activities.
In the not-for-profit setting, the customer can direct the agency to provide goods or services to third‑party beneficiaries (including individuals or members of the community at large). In this instance, the customer is still the party who contracts with the agency to provide the services. 
For example, agency A may receive funding from the Commonwealth with a specified purpose of providing health screening free of charge for members of a specific demographic in remote communities. In this instance, the Commonwealth is the customer because it has contracted the services of agency A.
Enforceability
An agreement is enforceable by a party generally if it is in writing and includes sufficiently specific requirements of the parties. Oral agreements may also be enforceable. 
Examples of terms in agreements that result in enforceability are as follows:
· refund in cash or in kind when the agreed specific performance has not occurred
· existence of right to enforce specific performance or claim damages
· customer has the right to a financial interest in assets purchased or constructed by the agency with resources provided under the agreement 
· parties must agree on alternative uses of the resources provided under the agreement
· failure to perform the obligation, requires the return of money and or imposes a penalty that is sufficiently severe to compel the agency to fulfil its promise to transfer goods.
The enforceability of agreements does not depend on their form. For example, documents such as memoranda of understanding, heads of agreement and letters of intent can constitute legally enforceable agreements.
Agreements that explicitly state they are not intended to be legally binding may become enforceable agreements if the parties act in a manner that is inconsistent with the stated intention. These statements are usually included in agreements with the Commonwealth, however, these agreements are generally assessed as being enforceable.
	Agreements that lack elements of a contract may become legally enforceable if there is conduct by one party that causes the other party to act in reliance on such conduct. For example, a ministerial directive to transfer goods or services to another entity would be sufficient for an agreement to be enforceable by the entity.
Enforceability depends solely on the customer or the grantor’s capacity to enforce its rights and a history of enforcement is not required to make new agreements enforceable (for example, not asking for refunds in the past). Third parties who receive goods and services generally cannot enforce agreements as they are not parties to the agreements. 
The following factors on their own do not imply a contract is enforceable:
· withholding future funding to which the entity is not presently entitled
· statements of intent to spend money or use assets in particular ways that are in the nature of public policy statements do not by themselves create enforceable agreements. Examples include budgets and service delivery statements.


An agreement may be partially enforceable if only a portion of the grant is subject to refund when specified activities are not performed. In this instance, an agency would recognise a contract liability (unearned revenue) under AASB 15 for the enforceable portion and income under         AASB 1058 for the non-enforceable portion. 
Collectability
Assessing a customer’s credit risk is an important part of determining whether a contract exists. The Territory government’s policy is to deal with only credit-worthy organisations and obtain sufficient collateral or other security where appropriate as a means of mitigating the risk of financial loss from defaults.
If an agency becomes aware of a significant change in the circumstances of a customer after an agreement has commenced, it should assess whether it is probable the consideration can be collected. As part of the assessment, the agency only needs to consider the customers’ ability and intention to pay consideration when it is due.
If it is assessed that the consideration is no longer collectible, the agency should cease to recognise revenue and recognise an impairment where there is a receivable associated with the agreement.	
[bookmark: _Toc30693740]Combination of contracts
If an agency enters two or more contracts with the same customer or related parties around the same time, it can account for it as a single contract if any of the following criteria are met:
· contracts are negotiated as a package with a single commercial objective
· the consideration in one contract is linked to the price or performance of the other contract
· the goods and services promised in the contracts are a single performance obligation.
[bookmark: _Toc30693741]Step 2: Identify if there are sufficiently specific performance obligation(s) in the contract
This step involves determining whether a contract contains performance obligations that are sufficiently specific.A performance obligation must be sufficiently specific. The key question that needs to be answered is, can an agency measure when and to what extent an obligation has been satisfied. A performance obligation will not necessarily be the same as those in existing contract milestones or cash flows.

[bookmark: _Toc30693742]What is a performance obligation?
A performance obligation is a promise in a contract to transfer to the customer either:
· distinct goods or services 
· a series of distinct goods and services that are substantially the same and have the same pattern of transfer to a customer (for example, property management services, delivering utilities).
A performance obligation is distinct only if:
· customers can benefit from the goods or services either on its own or together with other readily available resources
· goods and services are separately identifiable from other promises in the contract.
At contract inception, an agency must assess the goods and services promised in a contract with a customer and identify each performance obligation. Significant judgement is required to identify these. A performance obligation will not necessarily be the same as those in existing contract milestones or cash flows.
Examples of distinct promised goods or services include:
· sale of goods produced by an agency
· resale of goods purchased by an agency (for example, merchandise of a retailer)
· resale of rights to goods or services purchased by an agency (for example, tickets resold by an agency acting as a principal)
· performing contractually agreed-upon tasks for a customer
· providing a service where goods or services are made readily available for a customer to use as and when the customer decides (for example, updates to software provided on a when-and-if-available basis)
· arranging for another party to transfer goods or services to a customer (for example, acting as an agent of another party)
· constructing, manufacturing or developing an asset on behalf of a customer
· granting licences
· granting options to purchase additional goods or services (that is, when those options provide a customer with a material right).Most common distinct goods or services contracted with the Territory government include: 
· performing contractually agreed-upon tasks for a customer 
· constructing, manufacturing or developing an asset on behalf of a customer. 

[bookmark: _Toc23335715][bookmark: _Toc23425962][bookmark: _Toc23946456][bookmark: _Toc23946583][bookmark: _Toc30693743]What is a sufficiently specific performance obligation?
A sufficiently specific performance obligation is one where an agency can determine when and to what extent an obligation has been satisfied, so it can work out when and how much revenue to recognise. That is, the performance obligation should be measurable.
A contract must specify the goods or services to be provided and should not be at the discretion of the agency. 
Agencies may need to apply some judgement when determining whether a performance obligation is sufficiently specific. An agency must take into account conditions specified in the agreement whether implicit or explicit regarding the promised goods or services including conditions for the following aspects:
· nature or type of the goods or services
· cost or value of the goods or services
· quantity of the goods or services
· period over which the goods or services must be transferred.
The key question that needs to be answered is can an agency measure and determine when a performance obligation has been met? If yes, then it is likely the performance obligation is sufficiently specific.
Some agreements may require an acquittal process to demonstrate progress towards transferring goods or services. This may provide evidence that the promise to transfer goods or services is sufficiently specific depending on the requirements of the process. 
Periodic progress reporting may also assist agencies with measuring its progress towards satisfying performance obligations. However, such reporting obligations are not considered separate performance obligations themselves.
For example, agency A provides a number of services in its strategic objectives such as housing disadvantaged youth. If it receives funds to be used for an unspecified purpose such as provide disadvantaged youth housing over a particular time period, such a promise would not meet the ‘sufficiently specific’ criterion. If funds were provided for 10 beds over two years for disadvantaged youth, then this would meet the sufficiently specific criterion.
An obligation to spend money alone does not constitute a performance obligation. There must be a transfer of goods or services to a customer in return for the funding received.
Administrative tasks to set up a contract are not performance obligations, as they do not transfer goods or services to the customer.
Examples of performance obligations likely to be sufficiently specific:
· provide specified number of hours of counselling services each month for a 12-month period to victims of violence (AASB 1058 Example 6B)
· provide an annual scholarship for one student accommodation for a period of 30 years (AASB 1058 Example 3C)
· construction of two water wells in a specified town for an agreed amount of funding (AASB 1058 Example 7D)  
· provide agreed activities of education programs that are tailored to increase the literacy of the students in a specified rural area over three years (AASB 1058 Example 8B)
· undertake research over a period of three years for a specified topic and publish research data as it is obtained (AASB 2016-8 Appendix F Example 4A).
 Examples of performance obligations unlikely to be sufficiently specific:
· provide free student accommodation for one student each year, for as long as the university operates (AASB 1058 Example 3B)
· provide education programs over three years to increase the literacy of students in a specific rural area (AASB 1058 Example 8A)
· undertake research on a specific topic and publish results when appropriate, as determined by the research entity (AASB 2016-8 Appendix F Example 5A)
· a requirement that the agency must spend funds to perform activities in accordance with its charter or stated objectives is unlikely be sufficiently specific, even if the agency has a single purpose charter or a single objective (AASB 1058 Example 6A).
[bookmark: _Toc30693744]Step 3: Determine the transaction price
The transaction price is the amount of consideration the agency expects to receive in exchange for transferring promised goods or services to a customer. This excludes amounts collected on behalf of third parties (for example, GST). The transaction price includes fixed and or variable amounts. 
In determining the transaction price, an agency assumes goods and services will be transferred to the customer as promised under the existing contract, which will not be cancelled, renewed or modified.
In addition to the terms of a contract or customary business practices, agencies should consider the effects of the following when determining the transaction price:
· variable consideration
· significant financing component
· non-cash consideration 
· consideration payable to a customer.
[bookmark: _Toc30693745]Variable consideration
An amount of consideration can vary because of discounts, rebates, refunds, credits, price concessions, incentives, performance bonuses, penalties or other similar items. It can also vary if it is contingent on the occurrence or non-occurrence of a future event. An example is where a performance bonus is promised on achievement of a specified milestone or a product is sold with a right of return. 
Variable consideration should only be recognised if it is highly probable (that is, 80 per cent or more) that a significant reversal of cumulative revenue recognised will not occur. This is aimed at preventing the over-recognition of revenue.Variable consideration must only be recognised if it is highly probable that a significant reversal of cumulative revenue recognised will not occur. 

There are two methods available to estimate variable consideration and agencies must use the method that provides the most accurate reflection of consideration, it is entitled to and must be consistently applied to all similar contracts. They are:
· the expected value – this is more suited when an agency has a large number of contracts with similar characteristics. It is the sum of probability-weighted amounts in a range of possible consideration amounts 
· or the most likely amount – this is more appropriate when the contract has only two possible outcomes (for example, an entity either achieves a performance bonus or not). It is the single most likely amount in a range of possible considerations, that is, the single most likely outcome on a contract. 
An agency must recognise a refund liability if the agency receives consideration from a customer and expects to refund some or all of that consideration to the customer. The refund liability is measured at the amount of consideration received or receivable that the agency does not expect to be entitled. 
The refund liability recognised must be updated at a minimum annually for any changes in circumstances. 
	Example 2 – Refund liability 
Agency A provides a service to a customer and charges a fixed fee per hour for delivering a public service to the community. Agency A contract with the customer includes a requirement to return the difference between estimated billable hours and actual billable hours back to the customer. Customer has made an upfront payment of $10 000 based on an estimate of $100 per hour for 100 hours.
Part way through the delivery of the program, agency A has determined the service may be delivered with 80 hours due to efficiencies and the customer may be entitled to a refund for 20 hours.
Analysis
The consideration is variable because the contract stipulates that agency A must refund the customer if there is a difference between the estimated billable hours and actual billable hours used in delivering the service. Given agency A expects to use only 80 hours to deliver on the project, it must recognise a refund liability of (20 billable hours multiplied by $100 per hour) for the amount it anticipates it may have to refund to the customer. Agency A does not recognise revenue or unearned revenue for the amounts it anticipates to provide a refund for. 
Journal entries:
Recognition of revenue or unearned revenue
	Account
	DR
	CR

	Cash at bank
	$10 000
	

	Unearned revenue/revenue
	
	$8000

	Refund liability
	
	$2000



At the end of the project, agency A used 90 hours to deliver the service, so $1000 (10 billable hours multiplied by $100 per hour) must be returned to the customer.

Recognition of refund to customer and revenue earned
	Account
	DR
	CR

	Refund liability
	$1000
	

	Revenue
	
	$1000

	Cash at bank (payment to customer)
	
	$1000





[bookmark: _Toc30693746]Significant financing component 
A contract contains a financing component when payment by a customer occurs significantly before or after the transfer of goods or services, resulting in the provision of a financing benefit to the agency or customer.
Agencies must only adjust consideration for financing effects where the period between the transfer of goods and services and the receipt of consideration is more than one year.Agencies must only recognise the financing component if it is significant to the contract and the period between transfer of goods and services and receipt of consideration is more than one year.

In addition, the financing component has to be significant to the contract for it to be recognised, taking into consideration the difference between the transaction price and cash selling price of the goods or services, and the combined effect of the expected length of time to receive payments and prevailing relevant interest rates. Contracts may contain a financing component, even where this is not explicitly stated. 
A contract does not have a significant financing component if any of the following listed below apply:
· customer paid for goods or services in advance and timing of transfer is at the customer's discretion
· substantial amount of consideration is variable and the amount or timing varies depending on factors not within control of the customer or agency (for example, sales-based royalty)
· the difference between consideration and cash price is for reasons other than for providing finance (for example, payment terms to protect one party from the other party failing to perform like retention payments).
If there is a significant financing component in a contract:
· the transaction price is adjusted by discounting the promised consideration to account for the time value of money 
· the finance component must be accounted for separately, including the interest.
The discount rate used should reflect the credit characteristics of the party that receives financing, as well as any collateral or security provided by the customer or the agency and should be determined at contract inception. This applies to payments received both in advance and in arrears. Interest revenue will be recognised for payments received in advance and interest expense for payments in arrears. 
Agencies may use the Northern Territory Treasury Corporation (NTTC) institutional bond rates (wholesale bond rates) as the discount rate, if the discount rate reflecting the credit characteristics of the party receiving financing in the contract cannot be readily determined.
The discount rate used at inception will not be updated for changes in circumstances such as a change in interest rate or assessment of credit risk.
Agencies are not required to adjust revenue recorded under AASB 1058, such as capital grants, for the effects of a significant financing component. 
[bookmark: _Toc30693747]Non-cash consideration
If an agency receives non-cash consideration (for example property, plant and equipment), it should be measured at fair value. Where an agency cannot reasonably estimate the fair value of a non-cash consideration, it shall measure it indirectly by reference to the stand-alone selling price of the goods or services promised to the customer.
If an agency receives non-cash consideration from a customer to facilitate fulfilment of the contract (for example, materials, equipment or labour), it must assess whether it obtains control of the contributed goods or services. If so, it can be accounted for as non-cash consideration. 
[bookmark: _Toc30693748]Consideration payable to a customer
Consideration payable to a customer are cash amounts an agency pays or expects to pay to the customer or other parties who purchase an agency’s goods or services from the agency’s customer. This includes credit or other items (for example, a coupon or voucher) that can be applied against amounts owed to the agency.
An agency shall account for consideration payable to a customer as a reduction in transaction price and therefore revenue, unless the payment to the customer is in exchange for distinct goods or services the customer transfers to the agency.
Where it is a payment for a distinct good or service, the agency shall account for it in the same way it accounts for the purchases from other suppliers. If the price paid for the distinct goods or services exceeds their fair value, the excess should be used to reduce the original transaction price.
Consideration payable recognised as a reduction in revenue shall be recognised at the later of either of the following events occurring:
· agency recognises revenue for the transfer of goods or services
· agency pays or promises to pay the consideration.
[bookmark: _Toc30693749]Step 4: Allocate the transaction price to each performance obligation
The main objective is to ensure the transaction price allocated to each performance obligation in a contract reflects the amount of consideration the agency expects to be entitled to in exchange for the transferred goods or services to the customer.
[bookmark: _Toc30693750]Allocation of transaction price
The transaction price may be allocated to each performance obligation using the individual     stand-alone selling price at contract inception. To achieve this, an agency must determine the stand-alone selling price of each performance obligation and allocate the transaction price in the same proportion as the stand-alone selling prices.
	Example 3
Agency A has a contract with agency B to supply desktops, provide training and operate an IT helpdesk. These have been assessed to be a separate performance obligation. The total transaction price is $1.5 million.
Agency A  has determined stand-alone selling prices for these goods and services as: 
	Performance obligations
	         Amount 

	Desktop
	$950 000

	Training
	$250 000

	IT Helpdesk
	$700 000

	Total standalone prices
	$1 900 000


The total transaction price is allocated to each service performance obligation as follows:
	Performance obligations
	Amount 
	Calculation

	Desktop
	$750 000
	1 500 000 x (950 000/1 900 000)

	Training
	$197 000
	1 500 000 x (250 000/1 900 000)

	IT Helpdesk
	$553 000
	1 500 000 x (700 000/1 900 000)

	Total transaction price
	$1 500 000
	






A stand-alone selling price is the observable price at which an agency will sell a good or service in similar circumstances and to similar customers. Where stand-alone selling prices are not readily available, agencies may need to make an estimate, maximising the use of observable inputs and outputs. For example, using the estimated costs of projects plus a margin may provide a good indication of the stand-alone selling price. 
Where an agreement outlines consideration allocated to each performance obligation, the listed amount may be allocated to the relevant performance obligation, subject to any adjustments to the transaction price discussed in section 4.5.
[bookmark: _Toc30693751]Allocation of a discount
A discount is provided to a customer if the sum of the stand-alone selling price of goods or services exceeds the consideration in the contract. 
Generally, the total discount should be allocated proportionately to all the performance obligations in the contract. The only exception is where there is evidence the discount relates only to certain obligations in a contract. 
[bookmark: _Toc30693752]Allocation of variable consideration
A variable consideration in a contract is allocated to either:
· the entire contract
· one or more, but not all performance obligations or distinct goods or services that form part of a single performance obligation in a contract.
Variable consideration will be allocated entirely to a performance obligation or a distinct good or service that forms part of a single performance obligation only where the terms of the payment relate specifically to efforts to satisfy the obligation and the allocation will ensure the transaction price depicts the amount of consideration an agency is entitled to in exchange for transferring goods or services to the customer.
[bookmark: _Toc30693753]Dual purpose transactions
Agencies sometimes enter arrangements that have a dual purpose of transferring goods or services and helping the agency to achieve its objectives (that is, it contains a donation component). 

For such contracts, there is a rebuttable presumption that the transaction price is treated as wholly related to the transfer of goods and services. This presumption is rebutted where the transaction price is partially refundable, should the agency not deliver the promised goods or services. This is because a partial refund for non-fulfilment of performance obligations indicates there might be a donation component in a contract.

Where the presumption is rebutted, the agency must disaggregate the transaction price and account for:
· the component that relates to the transfer of goods and services in accordance with AASB 15
· the remainder of the transaction price as a donation.
[bookmark: _Toc30693754]Step 5: When should revenue be recognised?
An agency recognises revenue when or as it satisfies performance obligations. A performance obligation is satisfied by transferring control of the goods and services to the customer or third‑party beneficiaries.
A key difference between AASB 15 and previous revenue standards is that AASB 15 applies a control model, compared to the risk and reward model applied in old revenue standards. The control model has additional factors that need to be considered to determine the timing of revenue recognition, including the assessment of the transfer of risks and rewards. 
[bookmark: _Toc30693755]Exemption
Where an agency is appropriated to pass on funds with performance obligations satisfied over time to another Territory government agency, the paying agency must record an expense on payment and the recipient agency must record revenue on receipt of cash. GBDs are not permitted to apply this exemption.
[bookmark: _Toc23335729][bookmark: _Toc23425976][bookmark: _Toc23946470][bookmark: _Toc23946597][bookmark: _Toc30693756]Control
Control refers to the ability to direct the use of and obtain substantially all of the remaining benefits from the asset. It also includes the ability to prevent others from directing the use of and obtaining benefits from an asset.
Indicators that control has passed to a customer include but are not limited to:
· agency has a present right to payment for the asset
· customer has legal title to the asset
· agency has transferred physical possession of the asset
· customer has the significant risks and rewards of ownership of the asset
· customer has accepted the asset.
[bookmark: _Toc30693757]When is a performance obligation satisfied?
At contract inception, an agency must determine whether each separate performance obligation will be satisfied over time or at a specific point in time.
											     Yes
Yes
Does the customer control the assets as it is created or enhanced? 
Control is transferred 
over time



						   NoYes
Does customer receive and consume the benefits as the entity performs? 

											   
																						
						   No												YesNo
Does the entity have the enforceable right to receive payment for works to date and expect to fulfil the contract as promised?
Does the asset have an alternative use to the entity?

											No

						  Yes																NoControl is transferred at a point in time



Performance obligations satisfied over time
An agency satisfies and recognises revenue over time if any of the following criteria are met:
· the customer controls the asset as it is created or enhanced (for example, construction on a customer site)
· the customer receives and consumes the benefits as the agency performs obligations (for example, recurring services such as property management services)
· the asset transferred does not have an alternative use by the agency and the agency will have an enforceable right to payment for performance completed to date (for example, building a specialised asset that can only be used by this customer).
Methods for measuring progress
If any of the above criteria is met, revenue should be recognised over time, using a measurement method that best depicts progress towards complete satisfaction of performance obligations. The measurement method may be an input or an output method. 



The table below provides examples of units of measurement for both methods: 
	Output method
	Input method

	Recognise revenue on the basis of direct measurements of the value to the customer, of the goods or services transferred to date, relative to the remaining goods or services promised in the contract
	Recognise revenue on the basis of agency’s efforts or inputs to the satisfy a performance obligation, relative to the total expected inputs to satisfy the obligation

	Examples:
· surveys of performance to date
· appraisals of results achieved
· milestones reached
· time elapsed
· units produced
· units delivered
	Examples:
· resources consumed
· labour hours expended
· costs incurred
· time elapsed
· machine hours used


Agencies must apply a single method of measuring progress consistently to each performance obligation satisfied over time and to similar performance obligations. 
An agency should consider the nature of the goods and services it has promised to transfer to the customer when determining the method to use in measuring progress towards satisfaction of performance obligations. The method an agency selects to use to recognise revenue over time must faithfully depict the agency’s performance towards satisfaction of a performance obligation.
As circumstances change over time, the measure of progress should be updated to reflect any changes in the outcome of the performance obligation. 
For example, in the early stages of a contract, an agency may be unable to reasonably measure the outcome of the performance obligation but expects to recover the costs incurred in satisfying the performance obligation. In such circumstances, the agency may recognise revenue only to the extent of the costs incurred, until such time it can reasonably measure the outcome of the performance obligations.
Progress payments and advances received from customers do not often reflect the services performed.
An agency must remeasure its progress towards complete satisfaction of a performance obligation at a minimum quarterly for contracts with a total value of $5 million or more and annually for all other contracts. 
Upon request, an agency must provide the Department of Treasury and Finance with a copy of documentation that supports the re-measurement of capital grants.                                                                                                                                 
Output methodsWhere an output method is used for measuring progress towards the satisfaction of performance obligations, an agency may recognise revenue equal to an amount it has the right to invoice, if the agency has the right to consideration from a customer and the consideration corresponds directly with the value to the customer of the agency’s performance completed to date.

For example, agency A has a service contract and bills a fixed amount for each hour of service provided.


Input methods
Where an agency’s efforts or inputs are expended evenly throughout the performance period, it may be appropriate for the entity to recognise revenue on a straight-line basis. Where an agency receives capital grant funding with sufficiently specific performance obligations, it must measure the percentage of completion of construction work in progress using the cost incurred to date, as a proportion of estimated total project cost. 
When using a cost-based input method, agencies need to consider the following: 
· do costs incurred include costs that do not contribute towards satisfying the performance obligation (for example, costs of unexpected amounts of wasted materials, labour)? If yes, costs may need to be adjusted for such items
· are the costs incurred proportionate to the agency’s progress in satisfying the performance obligation? If not, the best depiction might be to recognise revenue only to the extent of the costs incurred to date. For example, a faithful depiction of an agency’s performance might be to recognise revenue at an amount equal to the cost of good used to satisfy a performance obligation if the agency expects at contract inception that the following conditions would be met:
· the good is not distinct
· the customer is expected to obtain control of the good significantly before receiving services related to the good
· the cost of the transferred good is significant relative to the total expected costs to completely satisfy the performance obligation
· and the agency procures the good from a third party and is not significantly involved in designing and manufacturing the good.
	Example 4: Measuring progress by an input method
Agency A contracts with a customer to construct a building for a fixed price of $3.2 million. Agency A estimates the project will cost $3 million. All work in progress is the property of the customer. At the end of the reporting period, the agency has ascertained that total construction work-in-progress costs incurred to date is $1.8 million.  
Agency A determines that the performance obligation is satisfied overtime as the customer controls the work in progress as the asset is created.
Analysis
Agency A uses the input method to measure its progress, which is the costs incurred to date on the project as a percentage of the total estimated project costs. The progress towards satisfying obligations is 60 per cent, so agency A recognises revenue equal to 60 per cent of the total contract price of $3.2 million, which is $1.92 million.


Performance obligations satisfied at a point in time
If a performance obligation is not satisfied over time, it is satisfied at a point in time, generally when control of goods or services has transferred to the customer. Consequently, revenue will be recognised at a point in time. Agencies should consider the indicators of control provided in section 4.7.2 to ascertain when control has transferred to a customer.
[bookmark: _Toc30693758]Contract Costs
Contract costs include costs of obtaining a contract and costs to fulfil a contract. This section excludes contract costs that fall within the scope of AASB 102 Inventories, AASB 116 Property, plant and equipment, and AASB 138 Intangible assets. All contract costs capitalised as assets should be tested for impairment annually, in accordance with the provisions set out in AASB 15.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        
[bookmark: _Toc30693759]Costs of obtaining a contract 
Costs of obtaining a contract are those costs an agency incurs to obtain a contract with a customer that would not have been incurred if the contract had not been obtained (for example, commissions paid to a sales person). 
If an agency expects to recover these costs, agencies should recognise costs as an asset and amortise it in accordance with the pattern of the transfer of goods or services.
Agencies can expense costs immediately, where the goods or services will be transferred within one year or less.
Where costs would have been incurred regardless of whether the contract was obtained or not, it should be recognised as an expense when incurred. Examples of these include legal fees, travel costs, costs associated with bidding or submitting a proposal for a project and marketing expenses.
[bookmark: _Toc30693760]Costs to fulfil a contract
[bookmark: _Toc17106026][bookmark: _Toc23425982][bookmark: _Toc30502356][bookmark: _Toc30693761]Costs to fulfil a contract not within the scope of another accounting standard should be recognised as an asset if the fulfilment costs meet the following criteria:
· costs relate directly to a contract
· costs generate or enhance resources of the agency and will be used in satisfying performance obligations in the future 
· costs are expected to be recovered.
These requirements have previously applied to construction contracts, however, AASB 15 now extends the scope to all contracts with a customer.
Examples of costs that may be capitalised include:
· direct labour 
· direct material or supplies
· allocations that relate directly to the contract or contract activities such as costs of contract management and supervision, and insurance
· those explicitly chargeable to the customer under the contract
· others incurred only because of the contract.
Examples of costs that should be expensed when incurred include:
· general administrative 
· wasted material, labour or resources to fulfil the contract
· those relating to satisfied performance obligations, that is relating to past performance obligations 
· those where an agency cannot distinguish whether they relate to unsatisfied or satisfied performance obligations.
For contracts other than construction contracts, the costs to fulfil a contract will generally capture upfront costs incurred that will be used in satisfying a future performance obligation (for example, recruitment costs) or costs incurred progressively for which the agency has not transferred the control of a good or service to the customer. Agencies should only account for these costs as contract costs if deemed material, otherwise it should be expensed immediately.Agencies must not capitalise Territory government employee costs that satisfy the criteria for recognition as a cost to fulfil a contract. These costs must be expensed immediately.  


Costs recognised as an asset should be amortised, consistent with the pattern of transfer of goods or services. These costs are capitalised to ensure expenses align with the timing revenue is anticipated to be recognised.

[bookmark: _Toc30693762]Licences issued by agencies
[bookmark: _Toc30693763]Overview
A licence is an authority or permission to use, do or own something. Licences issued that contain a lease or a service concession arrangement are excluded from the scope of this section, even if they are contracts with a customer. 
Licences issued with enforceable rights and obligations, including those created by statute under Australian law, should be accounted for using the five step revenue recognition model in AASB 15.
It is often difficult to distinguish between a licence issued by statute and a tax. However, it is important to understand whether a transaction is a licence or a tax to determine how to account for it. Licences are accounted for under AASB 15 and taxes under AASB 1058.
[bookmark: _Toc30693764]Distinguishing between a licence and a tax
The features listed below are examples of indicators that may make a transaction a licence as opposed to a tax. This is not an exhaustive list and not all features need to be present for an arrangement to be a licence. 
For a licence, arrangements:
· are usually discretionary rather than compulsory (that is, the licensee has discretion over whether to perform an activity that requires permission)
· have a non-financial primary purpose (that is, it is intended to promote the equitable allocation of a public resource rather than having a key purpose of generating income for the government)
· create direct rights for the licensee and could create direct obligations for the agency
· give the licensee specific permission that must be obtained prior to performing an activity or using or accessing a resource of the agency that would otherwise be unlawful 
· do not transfer control of the agency’s underlying asset.
In the Territory government, these type of arrangements are usually associated with the regulation of a specified activity or granting of a permit or privilege, generally referred to as regulatory fees. Regulatory fees are primarily Territory income.
Examples of regulatory fees include motor vehicle and commercial vehicle licences, exploration and pipeline licences, racing and gaming licences, permit fees, marine fees and building permit fees.
Taxes are addressed in section 7.3.6. 
Refer to Appendix B for a diagram that outlines the key criteria to consider in distinguishing between a licence and a tax. 
[bookmark: _Toc30693765]Recognition exemptions 	
AASB 15 provides some exemptions when recognising revenue from licences. These exemptions do not apply to licences with a variable consideration in their terms and conditions.
[bookmark: _Toc30693766]Short-term licences
A short-term licence is a licence that has a term of 12 months or less. The term of the licence does not include any option to extend the licence, regardless of whether the licensee is reasonably certain to exercise that option. 
Agencies must apply the recognition exemption available for short-term licences. The election has to be made on a class of licences, which is a group of licences with similar nature, rights and obligations. 
Agencies should recognise the revenue associated with the short-term licence at the point in time (upfront), when the licence is issued. 	
[bookmark: _Toc30693767]Low value licence
A low value licence is a licence with a transaction price of $10 000 or less. The election of a       low value licence is done on a licence-by-licence basis.
Examples of low value licences include driver licences, marriage licences and working with children permits. A licence still qualifies for a low value exemption even if amounts are material in aggregate to the agency. The assessment for a low value licence is not affected by the size, nature or circumstances of the agency.
A licence will not qualify as a low value licence if the nature of the licence is such that the licence is not typically of low value. For example, a casino licence would not qualify as a low value licence because they are not typically of low value.
Agencies should recognise the revenue associated with the low value licence at the point in time (upfront), when the licence is issued.
[bookmark: _Toc30693768]Types of licences
 There are generally three types of licences issued within the public sector. They are: 
· intellectual property (IP) licences involving either a right to use or access intellectual property (for example, software and technology, patents, trademarks and copyrights, IP arising from research activities)
· non-intellectual property licences involving rights over a non-identified asset of the agency 
· non-intellectual property licences involving the right to perform an activity.
[bookmark: _Toc30693769] Is a licence distinct?
An agency should assess whether a promise to grant a licence is distinct from other promised goods and services.
If a licence is distinct from other promised goods or services, it should be accounted for as a separate performance obligation. 
If a licence is not distinct from other promised goods, the agency should combine the promise to issue the licence with other goods and services, and account for both as a single performance obligation.
[bookmark: _Toc30693770]Intellectual property (IP) licences
An IP licence either provides the customer with:
· a right to access the agency’s intellectual property as it exists throughout the licence period
· or a right to use the agency’s intellectual property as it exists at the point in time at which the licence is granted.
This distinction is important to help ascertain if a transfer occurs over time or at a point in time.

	What is provided by the licence 
	When revenue is recognised

	A right to access the agency’s intellectual property as it exists throughout the licence period

	Over time

	A right to use the agency’s intellectual property as it exists at the point in time at which the licence is granted. The date is from the customer’s perspective
	Point in time


What is a right to access?
A licence provides a right to access the agency’s IP if all the following criteria are met:
· the contract requires the agency to undertake activities that significantly affect the IP
· the rights granted directly expose the customer to any positive or negative effects of the agency’s activities 
· those activities do not result in a transfer of good or service to the customer as those activities occur.
Activities of an agency significantly affect the IP a customer has rights to when either:
· those activities are expected to significantly change the form (for example, design or content) or the functionality (ability to perform a function or task) of the IP
· the ability of the customer to obtain benefit from the IP is substantially derived from or dependent on those activities (for example, the benefit from a brand is often derived from or dependent upon the agency’s ongoing activities that maintain the value of the IP).
What is a right to use?
A right to use is where a customer can direct the use of and obtain substantially all the remaining benefits from a licence at the point in time the licence transfers to the customer.
Research activities 
How a grant received to conduct research activities is accounted for is dependent on whether the agreement is enforceable and has sufficiently specific performance obligations.  
Agreement is not enforceable and or does not have sufficiently specific performance obligations
Where a grant agreement is not enforceable and or does not have sufficiently specific performance obligations, it should be accounted for under AASB 1058 or another applicable standard. Once control of the financial asset (cash) has transferred, the asset should be recognised together with corresponding related amounts and income as appropriate.
Agreement with enforceable and sufficiently specific performance obligations for agency
Where an agreement is enforceable and has sufficiently specific performance obligations, how the grant is accounted for is dependent on what is transferred to the grantor. Research activities can transfer the following to the grantor: 
· intellectual property
· licence to the agency’s intellectual property
· research findings.


The table below summarises the accounting treatment for each type of output from research activities:
	Output from research activities
	Accounting treatment

	Intellectual property
	Revenue is recognised over time

	Licence to the agency’s intellectual property
	Account for in accordance with section 6.4.2 above

	Research findings
	If grantor simultaneously receives and consumes the research services or has an enforceable right to research performed to date, revenue is recognised over time

Otherwise, revenue should be recognised at a point in time that control transfers to the grantor




[bookmark: _Toc30693771]Non-Intellectual property (non-IP) licences
A non-IP licence generally transfers to the licensee:
· rights over the agency’s non-identified assets
· or rights to the licensee to perform an activity.
Examples of non-IP licences include motor vehicle and commercial vehicle licences, exploration and pipeline licences, racing and gaming licences, marine fees and building permit fees.
Activities an agency undertakes in relation to a licence that do not transfer a good or service but merely fulfils a contract are not a performance obligation. 
Examples of these activities include:
· a promise to the licensee to restrict rights to a licensee only
· policing and enforcement activities the agency undertakes to benefit the general public and confirm the terms of the licence are being met  
· agency performing checks to ensure a licensee continues to meet the eligibility criteria requirements for the arrangement.
As a result, for non-IP licences the sole performance obligation for an agency is likely to be the issue of the licence. Revenue will generally be recognised upfront, coinciding with the issue of the licence. 
[bookmark: _Toc23335746][bookmark: _Toc23425993][bookmark: _Toc23946487][bookmark: _Toc23946614][bookmark: _Toc23335747][bookmark: _Toc23425994][bookmark: _Toc23946488][bookmark: _Toc23946615][bookmark: _Toc23335748][bookmark: _Toc23425995][bookmark: _Toc23946489][bookmark: _Toc23946616][bookmark: _Toc30693772]Dual purpose transactions licences and tax
Agencies may enter into arrangements with a dual purpose of issuing a licence and imposing a tax. 
The rebuttable presumption in this instance is for the agency to allocate the transaction price wholly to the promise to issue a licence.
However, this presumption is rebutted if:
· the transaction price is partially refundable in the event the agency does not issue a licence
· or a similar activity effected through a different transaction is subject to a tax, thus providing evidence of the composite nature of the arrangement. 
If the presumption is rebutted, an agency must disaggregate the transaction price and account for the licence component in accordance with AASB 15, with the remainder of the transaction accounted for as a tax.
In the Territory, casino licences are issued to operators with exclusivity rights and options for renewal. These licences are issued to the operators at no cost but operators are subject to a tax. 
Where a transaction fee includes a licence fee and tax, it should be disaggregated and accounted for accordingly.   

[bookmark: _Toc30693773]Other income for public sector entities 
[bookmark: _Toc30693774]Overview
Agencies may enter into transactions where:
· the consideration to acquire an asset is significantly less than fair value to enable the agency to further its objectives (donation)
· or the agency receives volunteer services.
These transactions are accounted for under AASB 1058. Under AASB 1058, residual income (which is the residual amount determined by the initial carrying amount of the asset and any ‘related amount’ recognised) is recognised upfront.
A related amount may take the form of:
· a contribution by owners (AASB 1004)
· revenue or a contract liability arising from a contract with a customer (AASB 15)
· a lease liability arising in a lease contract (AASB 16)
· a financial instrument (AASB 9) 
· a provision (AASB 137).
An asset acquired significantly below fair value, must be recognised at fair value on initial recognition in accordance with Australian accounting standards.
Refer to Appendix C for a flow chart that outlines how to account for revenue under AASB 1058. 
[bookmark: _Toc30693775]Donation transactions
A donation transaction is where an agency receives an asset (cash or other assets) and the consideration for the asset is significantly less than fair value principally to enable the agency to further its objectives.
An asset is considered significantly less than fair value where it is less than 80 per cent of the asset’s fair value (generally a discount of about 20 per cent or more). Where a discount of 10 per cent to 20 per cent is provided, agencies may need to evaluate the reasons for the discount to ascertain whether a transaction would meet the significantly less than fair value criteria. 
Examples of donation transactions include:
· cash and other assets received from grants, endowments, bequests or donations
· receipts of appropriations by government departments and other public sector entities
· receipts of taxes, rates or fines
· assets acquired or constructed for nominal or low amounts.
[bookmark: _Toc30693776]Types of ‘donation’ transactions
[bookmark: _Toc30693777]Capital grants
A capital grant is funding an agency receives in the form of cash or other non-financial assets to construct or acquire a non-financial asset (for example, a building) for its own use.
Such capital grants can be received from government departments, private sector entities or individuals. Territory government agencies receive funding from the Commonwealth in the form of national partnership agreements, specific purpose payments, National Health Reform funding and Quality Schools funding. 
For such agreements, an agency should recognise the financial asset received (generally cash) and the related obligation to acquire or construct the non-financial asset, if the contract has sufficiently specific performance obligations, otherwise revenue is recognised when the agency obtains control of the cash.
The obligation to acquire or construct the non-financial asset is accounted for similar to a performance obligation under AASB 15. An agency needs to ascertain whether the obligation will be satisfied at a point in time or over time as income will be recognised when (or as) the performance obligation is satisfied.
Agencies should refer to section 4.7.3 for guidance on how to account for capital grants linked to construction work-in-progress. DIPL, the Territory Government’s construction authority may receive funding to construct an asset on behalf of another Territory Government-controlled entity to meet an obligation in an agreement with an external party. There is an implied contract between DIPL and the Territory Government-controlled entity to undertake the works in the agreement, as such, revenue should be accounted for in accordance with the principles described in this section.   
Below are examples of how to account for a capital grant when obligations are satisfied at a point in time or overtime.
 Example 5: Obligation satisfied at a point in time
	Cash grant for the acquisition of hospital beds
The Commonwealth provided a cash grant of $100 000 to acquire 16 intensive care hospital beds that are controlled by the hospital and used in its operations. Six beds are acquired by the hospital in its first purchase, and the remaining 10 in a second purchase.
Accounting treatment
Hospital X determines that since the grant is an asset it acquired for consideration, that is significantly less than the fair value of the grant to further its objectives, it is within the scope of AASB 1058.
Cash received is recognised as a financial asset. There are no related amounts to recognise (that is, no contributions by owner, lease liability, contract liability from a contract with a customer, financial liability or provision).
Hospital X recognises a liability representing its obligation to acquire hospital beds at the point in time when it obtains control of the funds. Income is then recognised as it acquires and controls hospital beds.
Journal entries:
Initial recognition
	Account
	DR
	CR

	Cash
	$100 000
	

	Unearned revenue
	
	$100 000



First purchase of 6 beds
	Account
	DR
	CR

	Unearned revenue (100 000 X 6/16)
	$37 500
	

	Income (capital)
	
	$37 500

	Plant and equipment  
	$37 500
	

	Cash at bank
	
	$37 500



Second purchase of remaining 10 beds
	Account
	DR
	CR

	Unearned revenue (100 000 X 10/16)
	$62 500
	

	Income (capital)
	
	$62 500

	Plant and equipment  
	$62 500
	

	Cash at bank
	
	$62 500













Example 6: Obligation is satisfied over time
	Cash grant for the construction of a building
On 1 July 20X1, agency A received $2 million in funding from the Commonwealth through a national partnership agreement for the construction of an accommodation complex for police in remote communities. Any unspent funds are to be returned to the Commonwealth. Agency A is to retain ownership of the building and assume maintenance responsibility once completed. At the end of a financial year (30 June 20X2), a survey of work completed indicated the construction of the accommodation complex was 60 per cent complete and $1.4 million of funding had been spent. The accommodation complex was completed on 30 June 20X3 and the           $2 million was fully spent.
Accounting treatment
Under AASB 1058, cash received is recognised as a financial asset. Agency A has assessed that there are no related amounts to recognise (that is, no contributions by owner, lease liability, contract liability from a contract with a customer, financial liability or provision, etc.). Agency A recognises the obligation to construct the accommodation complex as a liability. Agency A then recognises income as it satisfies its obligation to construct the accommodation complex.
Journal entries:
Initial recognition
1 July 20X1
	Account
	DR
	CR

	Cash
	$2 000 000
	

	Unearned revenue
	
	$2 000 000



Year 1
30 June 20X2
	Account
	DR
	CR

	Unearned revenue (that is, 2 000 000 X 60 per cent)

	$1 200 000
	

	Income (capital)
	
	$1 200 000

	Construction work-in-progress  
	$1 400 000
	

	Cash at bank
	
	$1 400 000



Year 2
30 June 20X3
	Account
	DR
	CR

	Unearned revenue (that is, 2 000 000 X 40 per cent)

	$800 000
	

	Income (capital)
	
	$800 000

	Construction work in progress  
	$600 000
	

	Cash at bank
	
	$600 000





[bookmark: _Toc30693778]Output appropriations
Output appropriation is the primary source of funding for agencies to deliver goods and services to the community. Agencies recognise output appropriation as revenue from government when the agency gains control over the appropriated funds. Control of output revenue arises when an agency can deploy appropriated funds to provide outputs or otherwise achieve the agency’s objectives. An agency does not generally gain control of appropriated funds for its use until the appropriated funds are received. Output appropriations are within the scope of AASB 1004 and shall be recognised as income upon receipt. This is unchanged from the current treatment.
[bookmark: _Toc30693779]Capital appropriations
Capital appropriation represents government’s investment in each agency for asset purchases and capital works projects. Capital appropriation is accounted for as a contribution by owners in financing receipts on the cash flow statement. Therefore, agencies shall recognise capital appropriation on receipt consistent with the requirements of AASB 1004 and current treatment.
[bookmark: _Toc30693780]Grant revenue from other Territory government agencies
As an exemption, where an agency receives funding from another Territory Government-controlled entity, regardless of the funding source, the receiving agency must record revenue on receipt of cash and the paying agency must record an expense on payment. GBDs are not permitted to apply this exemption.As an exemption, an agency must recognise revenue when it obtains control of the cash, where the agency receives funding from another Territory Government-controlled entity, regardless of its source. GBDs are not permitted to apply the exemption.


[bookmark: _Toc23335758][bookmark: _Toc23426005][bookmark: _Toc23946499][bookmark: _Toc23946626][bookmark: _Toc30693781]Commonwealth grants
Commonwealth grants are generally received by the Department of Treasury and Finance (DTF), transferred to CHA and then distributed to agencies as appropriations. This is because agreements are between the Commonwealth and the Territory and funding is distributed through appropriation to agencies. In some instances, Commonwealth grants may be received directly by the individual agency to support specific programs. Commonwealth grants that are for capital projects, for which the Territory retains the asset, are accounted for in accordance with section 7.3.1.  
General assistance funding
General revenue assistance arrangements (for example, GST and grants in lieu of uranium royalties arising from Commonwealth ownership of uranium) payments from the Commonwealth to the Territory allow funds to be used for broad objectives. Such funding generally does not meet the ‘sufficiently specific’ criteria in AASB 15 and will be recognised as income under AASB 1058 upon receipt, consistent with current treatment. 
Other funding arrangements
The Commonwealth provides tied funding to the Territory for projects through a number of mechanisms. These include national partnership agreements, specific purpose payments, National Health Reform funding and Quality Schools funding. These agreements require funds to be used for specific objectives, outcomes and performance benchmarks or milestones related to the delivery of specific projects, and improvements in service delivery or reform. Funding is also provided through Commonwealth own purpose expenses that are primarily fee-for-service arrangements payable to either government or non-government entities.
For an agreement to be accounted for under AASB 15, it must be enforceable, meet the sufficiently specific criterion and must transfer a good or service to the customer, that is, the Commonwealth or  third parties nominated by the Commonwealth.
Most Commonwealth agreements are generally assessed as being enforceable because both parties are committed to the agreement and funding is generally only provided by the Commonwealth upon the achievement of agreed milestones. A statement to the effect that the agreement is not intended to be legally enforceable does not lessen the party’s commitment to the agreement and thus does not detract from the agreement being enforceable. Both parties also tend to act in a manner that is inconsistent with the stated intention, which supports the case for an enforceable agreement.
In addition, the goods and services to be delivered under the agreement need to be assessed against the sufficiently specific criteria and goods and services need to be transferred to the Commonwealth or other third parties as directed by the Commonwealth in order for revenue to be recognised under AASB 15.
Where an agreement does not meet any of the three criteria discussed above, income will be recognised upon receipt under AASB 1058 unless it’s a capital grant, in which case it will be accounted for in accordance with section 7.3.1.
[bookmark: _Toc30693782]Taxes and fines
Taxes are compulsory levies imposed by government, designed largely to raise income to finance the delivery of public goods and services. There is usually no clear and direct link between the receipt of specific taxes and the provision of goods and services. Taxes include any related penalties, such as penalties for late payment of a tax. 
Examples of Territory taxes include:
· payroll tax 
· stamp duties including those derived from property conveyances and insurance premiums 
· gambling tax including lotteries, bookmaker’s betting, casino, gaming machine and wagering taxes 
· tax equivalents regime receipts from GBDs and government owned corporations (GOCs)
· light vehicle registration and heavy vehicle registration.
Fines are civil and criminal penalties the Territory imposes on law breakers and are regarded as Territory income. Fines exclude penalties imposed by tax authorities except where such penalties include a component imposed by the judicial system. Examples of fines are speeding and court fines, and fines issued by way of an infringement notice. 
Taxes and fines are paid or payable to agencies in accordance with established laws and or regulations. Therefore, these are non-contractual income arising from statutory requirements. These compulsory transfers do not give rise to a contract liability or revenue under AASB 15, even if raised in respect of specific goods or services. This is because the agency does not promise to provide goods or services in an enforceable agreement.
Taxes and fines are recognised as income when the taxable event occurs. Taxable event is defined as an event the government, legislature or other authority has determined to be subject to taxation. Examples of taxable events include:
a) income tax – the end of the taxation period in respect of which taxable income of a taxpayer is determined
b) payroll tax – the end of the taxation period in respect of wages paid or payable by an employer to its employees   
c) property tax – the purchase of a property or business.
If taxes are received before the occurrence of the taxable event, a financial liability will be recognised under AASB 9 Financial instruments, if they are refundable. Once the taxable event occurs, the entity will recognise income by reversing the financial liability. 
In some instances, assets arising from taxable events cannot be measured reliably until after the taxing entity’s financial statements are authorised for issue. This may occur, for example, if a tax base is volatile and reliable estimation is not possible. Consequently, in these cases, the asset would be recognised in a period subsequent to the occurrence of the taxable event, which may be several reporting periods after the taxable event.
Where there is significant uncertainty surrounding the collectability of a fine, revenue associated with the fine should only be recognised when cash payment is received. In practice, an analysis of past payment history for fines would be used to determine an appropriate revenue recognition point. Where is it more probable than not that a fine will be paid, revenue (and a corresponding receivable) should be recognised when the fine is issued.
[bookmark: _Toc30693783]Income for assets acquired for nil consideration or significantly below fair value 
Assets acquired for nil consideration
An asset acquired for nil consideration is an asset that an agency acquires for no consideration and will be used or held by an agency for the delivery of goods and services including outputs. These may sometimes take the form of a gift to an agency or a transfer of an asset from an external entity for the entity to hold or use in the delivery of goods and services.
Agencies must recognise an asset and a corresponding income adjustment for assets acquired for nil consideration. This must be recognised at fair value on initial recognition in accordance with Australian accounting standards. 
	Example 7: Asset acquired for nil consideration 
On 1 July 20X1, the Commonwealth transferred ownership of a building to agency A for no consideration. Agency A intends to use the building to deliver goods and services, which is consistent with the agency’s output. An assessment has been conducted and the fair value of the building is $2 million.

Accounting treatment
Given agency A received a building for which no consideration was paid, the value of the asset that needs to be recognised in the books is the fair value in accordance with AASB 13. Therefore agency A must recognise an asset (property plant and equipment) of $2 million and corresponding income of $2 million.
Journal entries 
Initial recognition
1 July 20X1
	Account
	DR
	CR

	Buildings – transfer in (842130)
	$2 000 000
	

	Assets acquired for nil consideration (173000)
	
	$2 000 000






Peppercorn leases/concessionary leases
Peppercorn leases or concessionary leases are leases issued significantly below market terms and conditions principally to enable the entity to further its objectives. The standard broadens the term and captures not only leases issued for peppercorn rates (for example at $1) but now includes leases issued at a rate significantly below market rates.  
Agencies may need to apply judgement to determine whether a transaction is significantly below market value. For example, a lease payment that provides a discount of 20 per cent or more of the market rental rates are likely to be considered significantly below market value unless evidence exists to the contrary.  
Where an agency provides a peppercorn or concessionary lease as a lessor, the transaction should be accounted for in accordance with AASB 16.  
Where an agency is a lessee of a peppercorn or concessionary lease, the transaction must be accounted for as follows, in accordance with AASB 1058:
· recognise a right-of-use asset 
· recognise a lease liability for the nominal peppercorn payments under AASB 16
· recognise the difference between the right of use asset and lease liability immediately in the profit and loss statement as income.
Agencies must measure the right-of-use assets from leases at cost on initial recognition (that is, the value of the lease liability). This application on a temporary basis pending the outcome of a project the AASB is undertaking on the fair value measurement for public sector entities. This must be applied on a class-by-class basis.
In some instances, an agency may exclude certain classes of assets from recognition on a materiality-assessment basis. Where this is the case, an agency must have a documented internal policy and provide a copy of the internal policy to DTF.  
[bookmark: _Toc30693784]Other types of income
[bookmark: _Toc30693785]Royalties
Royalties are derived from the Territory’s ownership of assets and includes petroleum, mining and wildlife royalties. The Territory receives royalties from its ownership of assets, such as minerals, petroleum and crocodile eggs, for the right granted to extract or remove these assets.
The royalty rates are generally prescribed by legislation and or regulations, or may be included in an agreement between parties involved. Royalties are generally paid in addition to a licence or permit charge. 
For example, a mining company may have to pay a licence fee for the permission to undertake mining activities as well as pay royalties for what they mine.
A royalty has features consistent with a tax and therefore is accounted for similar to a tax. Royalties are recognised when the taxable event occurs, which is generally after entities have extracted or removed the relevant asset. The performance of activities that generate a royalty are within the control of the licensee and so prior to activities occurring, an agency does not control a receivable asset because it is dependent on future performance.
Royalties are recognised upfront at the earlier of the receipt of a royalty self-assessment, the issue of an assessment by the agency or the receipt of cash, and is consistent with current practice.
[bookmark: _Toc30693786]Rents
Rental or lease agreements are contracts that convey the right to control the use of an identifiable asset of the agency for a period of time in exchange for consideration. Rents include pastoral and Crown land lease, mining and petroleum rents, and rents of other government assets. Rental income relating to Crown leases, pastoral leases and mining arrangements on non-aboriginal land are recognised as Territory income. 
Rental or lease arrangements will invariably be subject to agreements that specify the requirements and conditions over the use of the leased asset, including payment details. 
Revenue from rental or lease arrangements that satisfy the operating lease criteria should be recorded under this revenue classification and in accordance with AASB 16. Rents from mining arrangements should be recorded under this revenue classification, however are not accounted for under AASB 16.  
Revenue from rental or lease arrangements classified as an operating lease should be recognised on a straight-line basis or another systematic basis that is representative of the pattern in which benefit from the use of the underlying asset is diminished.
Revenue from a rental or lease arrangement classified as a finance lease is recorded as interest income.
[bookmark: _Toc30693787]Dividends
The government receives dividend payments from GBDs and a GOC as a return on investments in these entities. This is recognised as Territory income.
In accordance with the government dividend policy (Treasurer’s Direction: Northern Territory tax equivalent regime and dividend policy), the Territory has the right to receive a dividend from applicable entities on their after-tax profits each year. 
Entities subject to a dividend have no discretion to avoid the payment of dividend unless the Treasurer determines otherwise. 
Dividends from subject entities should be recognised in the year to which they relate and at the point in time when they become payable to the government. Therefore, an agency subject to a dividend shall recognise a liability to pay dividends with associated income recognised by CHA on or before the end of the reporting period.
[bookmark: _Toc30693788]Interest Income
Interest income can be agency or Territory income and includes both revenue and gains.
 
Examples of Territory interest income includes interest earned on cash balances held by CHA, interest earned on investments of surplus cash balances held by CHA and returns from the Conditions of Service Reserve, including unrealised gains resulting from movements in the value of the investment.

Agency interest income includes interest earned on cash balances for GBDs and interest on loans held by the NTTC.

Interest income is recognised when control over the resulting asset is obtained, which is the earlier of the receipt of cash or the recognition of a receivable for interest earned, and is consistent with current practice. 
Interest on Commonwealth funding 
From time to time, an agency may be a party to an agreement with the Commonwealth that contains an interest clause. In such instances, the funding is generally defined as the amount payable by the Commonwealth including interest earned on those amounts. The effect of such clauses must be considered prior to signing an agreement. Where an agency has an agreement with the Commonwealth that contains an interest clause, interest is payable by CHA to the agency and administered by the NTTC.
Some agreements may specify that funding is maintained in a separate bank account. However, due to the Territory’s centralised banking arrangement, all agencies have a single bank account. To assist with the monitoring and administration of such interest clauses, agencies must monitor or separately identify Commonwealth agreements with an interest clause, by establishing a separate cost centre for each agreement to track all receipts and payments (including interest income) associated with the agreement.
Agencies must provide detailed information on funding flows to CHA, at a minimum, annually. This information will be on-passed to the NTTC to calculate interest on funding.
The interest rate applicable to unspent balances of funding is the Reserve Bank of Australia cash rate less a discount of 0.25 percentage points. Where the balance of Commonwealth funds is in overdraft, the Reserve Bank of Australia small business overdraft rate will apply. 
Once NTTC has calculated the interest on funding, CHA makes the payment to the relevant agency, thus ensuring it is captured as part of the agency’s acquittal process to the Commonwealth.
If interest income is to be applied to capital works, an agency must follow the capital works approval processes to increase the capital works program (Refer to Treasurers Directions I1.3 Adjustments to the infrastructure program).
[bookmark: _Toc23335768][bookmark: _Toc23426015][bookmark: _Toc23946509][bookmark: _Toc23946636][bookmark: _Toc30693789]Community service obligations
Community service obligations (CSOs) are payments that government makes to a GBD or GOC to compensate them for undertaking activities they would not elect to undertake on a commercial basis or would only undertake commercially at a higher price. 

CSOs allow the government to achieve identifiable community or social objectives that would not be achieved if left to commercial considerations. It compensates GBDs and GOCs so their financial performance is not adversely affected by undertaking such non-commercial activities.

The provision of a CSO is an important feature of the Territory’s competitive neutrality policy for government owned businesses such as GOCs or GBDs. The competitive neutrality framework encourages a commercial culture and provides an opportunity for regular review of activities funded as CSOs.

CSO funding is generally enforceable and transfers a good or service to a customer or a third-party beneficiary. Therefore, how a CSO is accounted for is dependent on whether the performance obligations linked to the CSO are sufficiently specific.

If performance obligations are sufficiently specific, then CSO should be recognised when or as goods or services are transferred to the customer.

Otherwise, a CSO should be recognised when an agency gains control of the funds, which is normally on receipt of cash.
[bookmark: _Toc30693790]Sale of non-current assets
An agency may sell property, plant and equipment that is excess to its requirements, subject to appropriate delegations and approval. Income from the sale of an agency’s non-current asset is classified as agency income.

Income from the sale of agency assets should be recognised at the point in time that control passes from the seller to the buyer. A practical recognition point would be the earlier of the date of sale or date when both parties sign an unconditional contract for sale. 

There are additional controls and accountability arrangements that exist over the sale of property, plant and equipment that must be adhered to and are detailed in the Treasurer’s Directions A2.2 Property, plant and equipment.	
[bookmark: _Toc30693791]Crime Victims Assistance
Crime Victims Assistance (CVA) relates to monies the Territory is entitled to recover from an offender equal to the amount of assistance, costs and disbursements paid to victims under the Victims of Crime Assistance Act 2006. The Territory may recover these monies where an offender is convicted of an offence and the Territory has paid an amount in respect of the injury or death resulting from the offence.
This is different to the Crime Victims levy, which is a levy imposed on a person who is found guilty of an offence but not imprisoned for the offence, a person who makes amends for an offence by paying an amount specified in an infringement notice issued or a person against whom an enforcement order is made. 
Information gathered from the history of recoveries indicates that collectability is very low due to offenders being imprisoned for lengthy terms, offenders being declared bankrupt or inability to locate offenders.
CVA recoveries do not meet the criteria of revenue under AASB 15 and therefore should be recognised upfront on receipt of cash. 
Additionally, given the nature of these recoveries and the low likelihood of collectability, no receivables will be recognised for these recoveries in accordance with Statement of Accounting Concepts SAC 4: Definition and recognition of elements of financial statements.
[bookmark: _Toc30693792]Pass-on arrangement
Agencies need to assess the terms and conditions of each arrangement to ensure the accounting treatment matches the substance of the transaction. Key considerations should include:
· does the agency have obligations under the agreement to deliver on outcomes or simply pass funding to another entity
· where there are obligations, are they sufficiently specific and enforceable
· is the agency principally responsible for delivering the outcomes or just acting as an agent and arranging for other parties to deliver the outcomes?
A pass-on arrangement is an arrangement where an agency is used as a conduit to pass on funds to other entities. This excludes administered items collected on behalf of CHA. For example, an agency may receive grants from the Commonwealth to be passed on immediately to a non-controlled Territory Government entity. 
When an agency receives funding where it merely acts as a post box to facilitate the head grantor passing on the grant to a non-controlled Territory government entity, the agency must not account for funding on the statement of financial performance but recognise the receipt and payment through a clearing account, in accordance with Australian accounting standards
As an exemption, where funds are passed on between two Territory government-controlled entities, regardless of the funding source, the paying agency must record an expense on payment and recipient agency must record the revenue on receipt of cash. GBDs are not permitted to apply the exemption.Where funds are passed on between two Territory government-controlled entities, regardless of funding source, the paying agency must record expenses on payment and recipient agency must record the revenue on receipt of cash. GBDs are not permitted to apply the exemption.


Where an agency has an obligation to transfer goods or services, such as delivering on outcomes, how funding is accounted for is dependent on whether the agency is principally responsible for the achievement of outcomes of the agreement or if the agency is acting as an agent and arranging other parties to provide the goods or services. Indicators that the agency controls the specified goods or services and is a principal may include:
· the agency is primarily responsible for fulfilling the promise to provide the good or service
· the agency has inventory risk before the good or service has been transferred to a customer or after transfer of control
· the agency has discretion in establishing the price for the specified good or service.
If an agency is principally responsible for achieving the outcomes, it should:
· recognise a contract liability upfront and revenue as the performance obligations are satisfied 
· recognise an expense or asset as appropriate, when funds are paid to third parties.
If an agency is acting as an agent, it should:
· recognise a contract liability upfront and recognise revenue for any fee or commission where applicable (difference between funding received and funding that is passed on) when the agency satisfies its performance obligation, which is arranging for the good or service
· and payments made to the third party should directly reduce the contract liability.
[bookmark: _Toc30693793]Volunteer services
Volunteer services are services received by an agency from individuals or other entities without charge or for consideration significantly less than the fair value of those services.  
Common examples of volunteer services include:
· technical assistance from other governments or international organisations 
· persons convicted of offences performing community services for an agency
· hospitals receiving the services of volunteers
· schools receiving voluntary services as teachers’ aides or as board members
· governments receiving the services of volunteer firefighters
· free professional accounting or legal services.
Agencies must only recognise the value of volunteer services in the financial statements if all the following are met: 
· services would be purchased if they had not been donated 
· the fair value of the volunteer services can be reliably measured
· and are material.
Where volunteer services can be reliably measured but would not be purchased if not donated, the value of these services is not recorded in the financial statements.  
Agencies are not required to perform an exhaustive search for volunteer services that might meet the recognition criteria. Volunteer services that would be purchased if not donated should be readily identifiable from the agency’s operational requirements.  
[bookmark: _Toc30693794]Resources received free of charge 
Resources received free of charge are those resources supplied by other agencies or external individuals or organisations at no cost. While these transactions involve no cost, they do involve a shift in resources resulting from goods and services received free of charge and must be recognised to give the true cost of an agency’s service delivery. 
In the NT, these services are largely provided by the Department of Corporate and Information Services. Examples of resources agencies currently receive free of charge include:
· personnel and payroll services
· accounts processing 
· asset management 
· office accommodation
· human resource management.
In addition, DIPL currently manages the repair and maintenance of Territory Government assets for all agencies.  
Consistent with the criteria above for recognising volunteer services, these services are recognised in the agency’s records when they can be reliably measured and if the services will be purchased if not provided free of charge.
Resources received from another entity as a result of machinery of government changes, or in the form of grants and subsidies are not classified as resources received free of charge.
Resources received in the form of contribution by government (acting as owner), for example, those resulting from restructuring administrative arrangements are recognised as a direct adjustment to equity.
Resources received free of charge are recognised and recorded in an agency’s ledger when control over the goods or services is obtained.
[bookmark: _Toc30693795]Accounting treatment for volunteer services
When volunteer services are recognised, they should be measured at fair value and recorded as:
· an asset – if the definition of an asset is met, otherwise an expense
· income – except to the extent there are any related liabilities, equity contributions, etc. 
	Example 8: Resources received free of charge 
During the 201X financial year, agency B provided payroll, accounts receivable and payable and asset management services free of charge to agency A. Agency B would normally charge a fee of $200 000 to provide these services to an external entity. Agency A will purchase these services if they were not provided by agency B.
Accounting treatment
The services provided to agency A free of charge is a volunteer service and should be accounted for under AASB 1058. The NT government policy is to account for volunteer services only if they can be reliably measured and would be purchased if not donated. Agency A can measure how much the services cost by reference to the price agency B would charge to provide services to an external entity and services would have been purchased if not provided.
Journal entries in agency A
	Account
	DR
	CR

	Goods and services free of charge (398000)
	$200 000
	

	Goods a services received free of charge (164000)
	
	$200 000





[bookmark: _Toc30693796]Other AASB 15 topics
AASB 15 provides implementation guidance to assist agencies in applying revenue recognition principles for complex arrangements. Agencies should review AASB 15 and implementation guidance documents, if a topic that has not been addressed applies to revenue it collects. Examples of these topics include:
· warranties
· customer options for additional goods and services
· customers’ unexercised rights
· repurchase rights
· consignment arrangements
· bill-and-hold arrangements. 
[bookmark: _Toc30693797]Contract modifications
A contract modification is a change in scope or price of a contract approved by parties to the contract that creates new or changes existing enforceable rights and obligations of the parties to the contract. It may sometimes be referred to as a change order, a variation or amendment.
There are three possible accounting treatments depending on the circumstances of the contract modification and these are summarised in the flowchart below:
	
Account as separate contract and keep the existing contract
Is the modification for addition of distinct goods or services and price increase reflects the stand-alone prices of the new goods or services?

Yes




No


Terminate the existing contract and create a new contract based on the remaining goods or services

Are the remaining goods or services distinct from goods or services already transferred up to the date of modification?
Yes





No


Revise the existing contract by reallocating the total transaction price to the performance obligations and adjust revenue recognised










Where there is a modification to a contract that does not create a separate contract, adjustments to revenue are made at the date of the contract modification (not retrospectively) on a cumulative-catch-up basis. 
On transition, agencies can account for contract modifications on an aggregated basis. 
	Example 9: Accounting for contract modifications 
On 1 July 2019, the Commonwealth engages agency A to construct a building for $1 000 000, of which agency A retains ownership. On 1 January 2020, both parties agree to modify the contract to include a swimming pool for an additional $100 000. The standalone selling price of the swimming pool is $150 000. Agency A recognises revenue in direct proportion to the amount of construction work in progress completed. Therefore as at 1 January 2020, 60 per cent of the original contracts value had been completed and recognised as revenue.
Analysis
The construction of a swimming pool is a distinct good that should be accounted for as a separate performance obligation. However, given the price increase is not consistent with its stand-alone price, the modification will be treated as a termination of original contract and the creation of a new contract. This means that any unperformed work on the old contract is combined with the new swimming pool contract. Therefore the total consideration for the new contract is now $500 000 (which is 40 per cent of $1 000 000 plus $100 000).

	Contract components
	Contract price
	Standalone selling price
	Revenue

	Building 
	$400 000
	$400 000
	$400 000*(500 000/ 550 000) = $363 636

	Swimming pool
	$100 000
	$150 000
	$150 000*(500 000/550 000) =  $136 364

	Total
	$500 000
	$550 000
	$500 000



Revenue recognised prior to the contract modification: $600 000 ($1 000 000* 60 per cent)
Revenue to be recognised based on contract modification for each performance obligation:
· Building – $363 636
· Swimming pool – $136 364
This means the remaining revenue to be recognised for the construction of the building will be $363 636 instead of $400 000 due to the swimming pool discount being allocated to both performance obligations.
Such scenarios are unlikely within the Territory government because Commonwealth funding will generally align with the total costs of the project or the Commonwealth’s agreed percentage for funding project costs, where project is jointly funded.  


[bookmark: _Toc30693798]Non-refundable upfront fees
An agency may charge a customer a non-refundable upfront fee at or near contract inception. The accounting treatment of non-refundable upfront fees will depend on whether fees relate to: 
· a specific good or service transferred to the customer 
· or an advance payment for future goods and services in the contract.

If a fee relates to specific promised goods or services, agencies are to recognise allocated consideration as revenue on transfer of goods or services.

If fees are an advance payment for future goods or services, revenue should be recognised when future goods and services are provided, which may include future contract periods. 
[bookmark: _Toc30693799]Contract assets, trade receivable or contract liability
A contract liability is an agency obligation to transfer goods or services to a customer for which the agency has received consideration (or an amount of consideration is due) from the customer.
A contract asset is an agency’s right to consideration in exchange for goods and services the agency has transferred to a customer. This can be taken up generally where an agency transfers goods or services to a customer before the customer pays consideration or before payment is due. Contract assets should be distinguished from a trade receivable. A trade receivable is an agency’s right to consideration that is unconditional, so only the passage of time is required before the payment of the consideration is due.
With a contract asset, on the other hand, an agency has performed some activities or part of the service but still has some further works to perform before the customer can be billed.  
A contract asset has to be assessed for impairment annually. A contract asset is not a financial instrument, however, the test for its impairment shall be measured, presented and disclosed on the same basis as a financial asset within the scope of AASB 9 Financial instruments.
An agency may recognise a trade receivable or contract asset from a contract with a customer, where it has established it has a right to receive consideration from a customer and consideration can be reliably measured.
An agency may recognise a receivable for revenue accounted for under AASB 1058, where the agency has established a right to receive consideration from an enforceable agreement and it can reliably estimate the value of this consideration. For some arrangements, the reliable estimate may only be obtained on receipt of cash, which is when control is also obtained.
[bookmark: _Toc30600850][bookmark: _Toc23946521][bookmark: _Toc23946648][bookmark: _Toc23946522][bookmark: _Toc23946649][bookmark: _Toc23946523][bookmark: _Toc23946650][bookmark: _Toc23946524][bookmark: _Toc23946651][bookmark: _Toc23946525][bookmark: _Toc23946652][bookmark: _Toc23946526][bookmark: _Toc23946653][bookmark: _Toc23946527][bookmark: _Toc23946654][bookmark: _Toc23946528][bookmark: _Toc23946655][bookmark: _Toc23946529][bookmark: _Toc23946656][bookmark: _Toc23946530][bookmark: _Toc23946657][bookmark: _Toc23946531][bookmark: _Toc23946658][bookmark: _Toc23946532][bookmark: _Toc23946659][bookmark: _Toc23946533][bookmark: _Toc23946660][bookmark: _Toc23946534][bookmark: _Toc23946661][bookmark: _Toc23946536][bookmark: _Toc23946663][bookmark: _Toc23946537][bookmark: _Toc23946664][bookmark: _Toc23946538][bookmark: _Toc23946665][bookmark: _Toc23946548][bookmark: _Toc23946675][bookmark: _Toc30693800]Recordkeeping	 
An accountable officer must keep appropriate documentation for significant judgement or assumptions used to determine the timing and amounts of revenue recorded within a reporting period. 
Given significant judgement is required in assessing an agreement to determine when and how much revenue should be recognised, it is recommended as best practice, that agencies document their assessment process including the basis for the final assessment. 
An accountable officer must maintain a register of fees and charges. This register must detail at a minimum the:
· nature of the fees and charges
· amount of the fees and charges
· authority for any statutory fees and source of approval for any charges.
An agency does not need to maintain a register of fees and charges if it has never had any fees and charges.
These records must be retained for the specified minimum period, in accordance with the agency’s records disposal schedule.
[bookmark: _Toc30693801]Reporting 
An accountable officer must provide to DTF, upon request, a copy of the register of fees and charges, documentation to support re-measurement of capital grants, significant judgments and assumptions used in determining the timing and amount of revenue recognised, and any other relevant information as necessary in a timely manner.
An accountable officer must classify and record income in accordance with Treasurer’s Directions on agency financial statements. The new standards require extensive quantitative and qualitative disclosures to ensure financial statement users have sufficient information to understand the effects of applying the accounting standards on income and cash flows. DTF provides sample disclosures annually in the Treasurer’s Direction on agency financial statements. Agencies must adapt these sample disclosures to their own circumstances. 
	

 






Step 1


Identify the contract with the customer (is there an enforceable contract?)


Step 2


Identify performance obligations (are there sufficiently specific performance obligations?)


Step 3


Determine the transaction price



Step 4



Step 5


Allocate transaction price to performance obligation (is there a significant donation component?)


Recognise revenue when performance obligations are satisfied (point in time or over time)
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