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Dear Ken
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•REVIEW OF THE GOVERNMENT'S FINANCIAL STATEMENTS FOR COMPLIANCE WITH
INTERNATIONAL PUBLIC SECTOR ACCOUNTING STANDARDS

1 SCOPE OF OUR REVIEW

1 '1 You asked us to review the Government's 30 June 2008 financial statements for compliance

with International Public Sector Accounting Standards (IPSAS). Our review included:

• a comparison of all recognition and measurement requirements of IPSAS with the

Government's accounting policies and practices, to determine compliance; and

• a comparison of the disclosure requirements of IPSAS with the information in the

Government's financial statements, to determine compliance (recognising that some

disclosures would not be significant enough to make).

1 l Our work was limited to a desktop review of the Government's financial statements, which were

prepared in accordance with New Zealand equivalents to International Financial Reporting

Standards.

1 3 This report outlines our findings.

2 STANDARDS CONSIDERED IN THE REVIEW

2.1 The IPSAS used in our review are those published in the 2009 Handbook of International Public

Sector Accounting Pronouncements, except:

• IPSAS 10 Financial Reporting in Hyperinflafionary Economies (because New Zealand

is not a hyperinflationary economy); and

• IPSAS 22 Disclosure of Financial Information about the General Government Sector

(because the Government's financial statements do not disclose information about the

general government sector and IPSAS 22 only applies where a government elects to

disclose such information).



2.2 Some IPSAS in the 2009 Handbook were not mandatory for the year ended 30 June 2008, as

they had later mandatory effective dates. However, we considered it appropriate to use the

latest versions of IPSAS.

2.::' We did not review the Government's financial statements for compliance with any amendments

to IPSAS since the publication of the 2009 Handbook, or any exposure drafts issued by the

IPSAS Board (with the exception of ED 39 Financiallnslrumenls: Disclosures).

.l FINDINGS

3.1 Our most significant findings are set out below. Less significant findings that include disclosures

are set out in Appendix One. And the IPSAS for which there were no findings are listed in

Appendix Two.

Government business enterprises

3.2 IPSAS apply to entities in the public sector other than Government Business Enterprises. Those

enterprises are required to appiy International Financial Reporting Standards. The definition of

Government Business Enterprises is not necessarily consistent with our current concept of

profit-oriented entities.

3.3 In particular, the Government Business Enterprises definition includes enterprises that "sell

goods and services, in the normal course of business, to other entities at a profit or full cost

recovery". The inciusion of the words "fuli cost recovery" may require some entities that are

currently considered public benefit entities to report as Government Business Enterprises, using

International Financial Reporting Standards.

3.d It is possible that any current public benefit entities reporting as Government Business

Enterprises under IPSAS would need to change the way they apply the Government's

accounting policies (for example, valuing property, plant and equipment based on cash flows

rather than depreciated replacement cost), which would have an effect on the Government's

financial statements.

Separate and Consolidated Financial Statements (IPSAS 6)

3.5 IPSAS 6 requires the difference between the reporting dates of subsidiaries and the parent to be

no more than 3 months. Currently the difference can be greater where statute fixes subsidiary

reporting dates more than 3 months from the reporting period of the parent. This is the case for

the 2500 schools consolidated into the Government's financial statements, which have 31

December balance dates, and for which broad adjustments are made to the schools financial

information to account for the difference in balance dates without reference to individual

schools. The Treasury will need to consider whether these broad adjustments meet the

requirements of IPSAS 6.
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3.6 The current concept of control in New Zealand equivalents to International Financial Reporting

Standards is broader than in IPSAS 6. In particular, the current concept of power being able to

be irreversibly predetermined (for example, by way of "auto-pilot" trusts) is not captured in

IPSAS 6. This may result in some entities no longer being included within the Government's

financial statements. However, we expect the non-inclusion of such entities to have an

insignificant effect on the Government's financial statements.

Investments in Associates (IPSAS 7)

3.7 IPSAS 7 applies only to investments where the investor holds a significant but not controlling

ownership interest (for example, a shareholding or other formal equity structure). Currently,

associates are not restricted to investments where an ownership interest exists. Apart from the

matter noted below, it is unlikely IPSAS 7 would result in significant changes to the entities

accounted for as associates in the Government's financial statements.

3.8 The Government currently equity accounts tertiary education institutions based on a 100%

ownership interest. The Treasury will need to consider whether such institutions would be equity

accounted under IPSAS, given equity accounting is limited to investments with shareholdings or

formal equity structures.

3 c, We also note that IPSAS 6 Separate and Consolidated Financial Statements does not clarify

whether tertiary education institutions are controlled and should be consolidated into the

Government's financial statements.

Segment Reporting (IPSAS 18)

:~ 10 The Government's financial statements report segment information based on institutional

components (Core Crown, Crown entities and state-owned enterprises) and report functional

expense information.

3.11 The current segment information is unlikely to meet the requirements of iPSAS 18, which notes

that whole-of-government segment information often reflects:

• major economic classifications of activities carried out by general government (such

as health, education, and defence) and major trading activities undertaken by

government business enterprises (such as power stations and banks); or

• portfolio responsibilities of individual ministers or members of executive government.

3.12 Segment revenues, expenses, assets, and liabilities will need to be disclosed for each segment.

Revenue from Non-Exchange Transactions (Taxes and Transfers) (IPSAS 23)

3.13 The Government's financial statements recognise sovereign receivables (such as taxes, levies

and fines) initially at face value, subsequently adjusted for impairment (based on the present
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value of anticipated cash flows). That recognition does not meet the requirements of IPSAS 23

to initially recognise tax revenue and the corresponding tax receivable at fair value.

3.14 Face value less impairment is a measure of fair value, therefore at year end, sovereign

receivables will comply with the IPSAS. However, recognition of sovereign revenue at face value

with subsequent impairment recognised as an expense will overstate both the revenue and

expense (by the difference between the face value of the tax assessment and its Initial fair

value). The overstatements will not affect the operating balance or net worth.

3.'15 The Treasury will need to consider whether the Government's financial statements have any

non-exchange revenue with conditions attached. If so, under IPSAS 23 revenue is only

recognised to the extent the conditions are satisfied. We are not aware of any material revenue

streams of the Government that are subject to conditions, so we would not expect a significant

financial effect.

3 16 IPSAS 23 disclosure requirements will also need to be satisfied to the extent they are applicable.

For example, the amount of assets recognised that are subject to restrictions and the nature of

those restrictions, and the basis on which the fair value of Inflowing resources are measured for

major classes of non-exchange revenue need to be disclosed.

Employee benefits (IPSAS 25)

3 17 Current standards are not completely clear about whether sick leave liabilities are required to be

recognised in the Government's financial statements. An example that is included In the current

standard has led to a conclusion that a sick leave liability should be recognised. IPSAS 25

contains similar requirements to the current standard, however there is no example calculation

of a sick leave liability in IPSAS 25. In our view, IPSAS 25 could be interpreted to mean that sick

leave liabilities are generally not required .

•.~ou7ncereIY

twJ~1
Wendy Venter
Assistant Auditor-General, Parliamentary Group
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Appendix One: Less significant findings

Other findings that include disclosures are set out in the table below.

IPSAS FindinQ

Presentation of Financial Statements Further specific line items will need to be added to the statement
(IPSAS 1) of financial position.

Interests in Joint Ventures (IPSAS 8) Binding joint venture arrangements other than those that are
contractual will need to be accounted for as joint ventures.

Inventories (IPSAS 12) Inventories held for distribution at no or nominal charge will need
to be measured at the lower of cost and current replacement cost
rather than at cost, adjusted where applicable for any loss of
service potential.

Financial Instruments: Disclosure The Government's financial statements do not comply with all the
and Presentation (IPSAS 15), and disclosures required by IPSAS 15. Nevertheless, ED 39 Financial

ED 39 Financial Instruments: Instruments: Disclosures will replace IPSAS 15 in due course. As

Disclosures a result, we have considered whether the Government's financial
statements comply with ED 39.

The Government's financial statements do include all the
disclosures required by ED 39.

Properly, Plant and Equipment There is less guidance about how to carry out depreciated
(IPSAS 17) replacement cost valuations, which could affect the reliability of

such valuations.

There needs to be disclosure of:

• the sum of all revaluation surpluses for individual items of
property, plant and equipment within a class; and

• the sum of all revaluation deficits for individual items of
property, plant and equipment within a class.

Related Party Disclosures (IPSAS There is guidance that broadens those who are considered close
20) family members of people who govern or manage an entity, which

could increase related party disclosures.

There needs to be disclosure of:

• the number of people who govern or manage an entity
reported on a full-time equivalent basis; and

• the total amount of remuneration and compensation made to
close family members of people who govern or manage an
entity.

The last disclosure could apply when close family members are
employed in the wider state sector.

Impairment of Non-Cash Generating Non-cash generating property, plant and equipment that is
measured at revalued amounts is not subject to impairment
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Assets (IPSAS 21)

Presentation of Budget Information
in Financial Statements (IPSAS 24)

Impairment of Cash-Generating
Assets (IPSAS 26)

testing requirements, whereas currently all property, plant and
equipment is subject to impairment testing.

As long as property, plant and equipment measured at revalued
amounts is subject to regular revaluation, there would not be a
material difference arising between the two approaches.

IPSAS 21 contains three approaches for calculating value in use
of a non-cash generating asset compared to the current one
approach (which is one of the three). We do not expect any
substantive changes as a result of the additional two approaches.

IPSAS 24 requires original and final budget information to be
disclosed. The Government's financial statements currently
disclose "original bUdget" and "estimated actuals". The Treasury
will need to consider whether the "estimated actuals" meet the
requirement for a final budget.

There needs to be an explanation (or cross reference to
documents that have an explanation) of material differences
between:

• actual and budget; and

• original and final budget.

There needs to be disclosure about the basis, classification and
scope of the budget, which is not currently explicit in the
Government's financial statements.

Cash generating property, plant and equipment that is measured
at revalued amounts is also not subject to impairment testing
requirements. (Refer to comments above for IPSAS 21 that are
equally relevant to IPSAS 26.)

There needs to be disclosure of the criteria developed to
distinguish cash-generating assets from non-cash generating
assets.
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Appendix Two: IPSAS for which there were no findings

No compliance issues were identified for the following IPSAS:

• IPSAS 2 Cash Flow Statements

• IPSAS 3 Accounting Policies, Changes in Accounting Estimates and Errors

• IPSAS 4 The Effects of Changes in Foreign Exchange Rates

• IPSAS 5 Borrowing Costs

• IPSAS 9 Revenue from Exchange Transactions

• IPSAS 11 Construction Contracts

• IPSAS 13 Leases

• iPSAS 14 Events after the Reporting Date

• IPSAS 16 Investment Property

• IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets
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