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Revenue recognition to be
re-exposed
The International Accounting Standards Board (IASB) and the USbased Financial Accounting Standards Board (FASB) agreed last
week to re-expose their revised proposals for a common revenue
recognition standard.
This will provide interested parties with an opportunity to comment on revisions the boards have
undertaken since the publication of an exposure draft on revenue recognition in June 2010. While
the boards agreed unanimously that there was no formal due process requirement to re-expose the
proposals, they felt that it was appropriate to go beyond established due process because of:
• The importance of the revenue number to all companies
• The large number of changes made to date and the need to take all possible steps to avoid
unintended consequences.
The boards therefore intend to re-expose their work in Q3 of 2011 for a comment period of 120
days. This will be a limited re-exposure of amended proposals only.

The IASB announced last week that they
will re-expose certain aspects of the revenue
recognition standard and last month
they issued a suite of four new and two
amended Accounting Standards. In this
edition we look at the expected timing of
re-exposure of revenue recognition, the
new standards on fair value measurement
and joint arrangements and some of the
major impacts they may have on your
financial statements in future, as well as
AASB 1054, which results in the additional
‘Aus’ disclosures for for-profit entities being
moved into a separate Accounting Standard.
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more fair value disclosures
At present, requirements for how to measure fair value, as well as for fair value disclosures, are
dispersed across a variety of Accounting Standards such as AASB 116 Property, Plant and Equipment,
AASB 138 Intangible Assets, AASB 139 Financial Instruments: Recognition and Measurement and AASB 140
Investment Property.
IFRS 13 Fair Value Measurement was released last month by the IASB
to resolve any of these measurement inconsistencies by having one
set of fair value measurement requirements, and one set of disclosure
requirements, for all components of financial statements.

must have access to the principal (or most advantageous market) on
measurement date, but does not need to be able to sell the asset or
transfer the liability on measurement date to be able to measure fair
value on the basis of the price in that market.

IFRS 13 will result in more disclosure about fair value for nonfinancial items such as property, plant and equipment, intangible
assets and investment properties, and more disclosures for items not
measured at fair value in the financial statements where fair value is
quantified in the notes to the financial statements.

Identify and apply valuation techniques
Valuation techniques should maximise the use of relevant observable
inputs and minimise the use of unobservable inputs. The standard
achieves this by introducing a three level fair value hierarchy (similar
to that currently used in AASB 7 Financial Instruments: Disclosures). The
highest priority is given to quoted prices in active markets (Level 1 inputs)
and the lowest priority is given to unobservable inputs (Level 3 inputs).
This means that when determining fair value, we first try and use Level 1
inputs, if those are not available, then we try use Level 2 inputs, and so
on.

IFRS 13 will apply prospectively to annual periods beginning on or after
1 January 2013 and early adoption is permitted (although given the
onerous disclosure requirements for items such as PPE and investment
properties, we do not expect many entities to early adopt). Comparative
information does not need to be included for new fair value disclosures
introduced by IFRS 13 that are not required under current Accounting
Standards.
The Australian Accounting Standards Board (AASB) considered IFRS 13 at
their meeting of 8-9 June 2011 and will vote out of session on whether
to make IFRS 13 an Australian Accounting Standard. No Board members
indicated their intention to oppose adoption.
Fair value is the price that would be received to sell an asset, or paid to
transfer a liability, in an orderly transaction between market participants
at the measurement date.
Basic requirements
There are five basic steps to applying this Standard which are illustrated
on the diagram below:

Identify
asset/
liability

Identify
‘highest and
best use” for
non-financial
assets

Identify
market
for orderly
transaction

Identify
and apply
valuation
techniques

Disclosure

Hierarchy

Types of inputs
to valuation
calculations

examples

Level 1

Quoted prices
(unadjusted) in active
markets

Listed shares/equity
instruments

Inputs, other than
quoted prices, that
are observable, either
directly, or indirectly

Interest rate swaps

Unobservable inputs

Unlisted shares/equity
instruments

Level 2

Level 3

Certain tradeable
intangible assets, e.g.
taxi licences
Foreign currency
contracts

Unlisted debt
instruments
Investment properties
Land and buildings

Identify asset/liability
When measuring fair value, we need to take into account the condition
and location of the asset and any restrictions on the sale or use of the
asset that a market participant would take into account. We also need
to identify whether we are measuring fair value of an asset/liability on a
stand-alone basis, a group of assets, a group of liabilities, or a group of
assets and liabilities (i.e. a cash-generating unit or a business).
‘Highest and best use’ for non-financial assets
When measuring the fair value of non-financial assets, the standard
requires that we take into account the ‘highest and best use’ that is
physically possible (e.g. based on size of a property), legally permissible
(e.g. zoning regulations) and financially feasible. ‘Highest and best use’
is determined from the perspective of all market participants, even if the
entity uses the non-financial asset for another purpose.
Identify market for orderly transaction
When measuring fair value, we assume that the transaction to sell the
asset or transfer the liability takes place either in the principal market for
the asset/liability, or in the absence of a principal market, in the most
advantageous market. The market that the entity would normally sell
the asset/transfer the liability is usually the principal market, or if there
is no principal market, then the most advantageous market. The entity

Fair value must reflect current market conditions, i.e. it is an exit price.
No adjustment is made for transaction costs (e.g. selling costs) because
they are specific to a transaction, rather than forming part of the asset/
liability. However, transport costs to get an asset from its current location
to the principal market (e.g. for a commodity) must be deducted to arrive
at fair value.
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Fair values for liabilities and an entity’s own equity instruments are
established on the basis of a ‘transfer value’, rather than an extinguishment
or settlement value. When measuring fair value for an entity’s liabilities or
own equity instruments and a quoted price is not available:
• If the liability or own equity instrument is held by another party as an
asset, we must measure fair value from the perspective of the holder
• If the liability or own equity instrument is not held by another party as
an asset, we must measure fair value using a valuation technique
• We must take into account non-performance risk, i.e. the entity’s
own credit risk, and any other factors that may influence whether the
liability will, or will not, be repaid
• We do not take into account restrictions on transfer of the liability as
a separate input to the valuation as these are included in other inputs
to the fair value measurement
• If there is a demand feature, fair value is not less than the amount
payable on demand, discounted from the first date that the amount
could be required to be paid.

IFRS 13 disclosures are essentially a ‘copy and paste’ exercise from
IFRS 7, which means that for all items measured at fair value, for
example, land and buildings and investment properties, agriculture, etc.,
information is now required about which level in the fair value hierarchy
the fair value measurement relates to. For level 3 valuations, required
disclosures are extensive. Less disclosure is required for non-recurring fair
value measurements than for recurring fair value measurements.

Providing certain criteria are met, an entity that holds and manages a
group of financial assets and financial liabilities on the basis of its net
exposure to either market risk or credit risk, can measure fair value based
on the net position consistently with how market participants would
price the net risk exposure.

However, entities that merely disclose fair value in the notes to the
financial statements will be required to disclose new information such as:
• Which level in the fair value hierarchy the fair value measurement
relates to
• For level 2 and 3 – a description of the valuation technique
• For level 2 and 3 – if there has been a change in the valuation
technique, description of change and reasons for change
• If highest and best use of non-financial asset differs from current use
– that fact and reasons why it is being used in a manner that differs
from highest and best use.

In addition to the brief discussion above, Appendix B to the standard
includes extensive application guidance on valuation techniques:
Valuation technique

Description

Market approach

Uses prices and other relevant
information generated by market
transactions involving identical
or similar assets, liabilities, or
groups of assets and liabilities (e.g.
multiples of revenues, earnings etc.)

Cost approach

The amount that would be
required currently to replace
the service capacity of an asset
(current replacement cost)

Income approach

Present value of future cash flows
or income and expenses and
option pricing models

Disclosure
IFRS 13 will result in more disclosure about components of financial
statements being measured at fair value, irrespective of whether such fair
values are recognised in the statement of financial position, or whether
such fair values are merely disclosed in notes to the financial statements.
The main standards that permit/require items to be measured and/or
disclosed at fair value are:
• IFRS 7 (AASB 7) Financial Instruments: Disclosures
• IAS 16 (AASB 116) Property, Plant and Equipment
• IAS 38 (AASB 138) Intangible Assets
• IAS 40 (AASB 140) Investment Property
• IAS 41 (AASB 141) Agriculture.
Whilst all the fair value disclosures required by IFRS 7 Financial
Instruments: Disclosures have been deleted and moved into IFRS 13,
the only fair value disclosures deleted from the remaining standards
above are those about methods and significant assumptions applied
in determining fair value. All remaining fair value disclosures in these
standards are still required, e.g. details of dates of valuations, whether
performed by an independent valuer, etc.

Recurring

Non-recurring

Other IFRSs require or permit
fair value measurements in the
statement of financial position at
the end of each reporting period

Other IFRSs require or permit
fair value measurements in the
statement of financial position in
particular circumstances, e.g. if
measured under AASB 5 Noncurrent Assets Held for Sale and
Discontinued Operations at fair
value less costs of disposal

When performing impairment testing for cash-generating units to which
goodwill or intangible assets with indefinite useful lives have been
allocated under IAS 36 Impairment of Assets, if recoverable amount
is based on fair value less costs of disposal, additional disclosures are
required in IAS 36 about the level in the fair value hierarchy that the fair
value measurement is categorised, and if there has been a change in
valuation technique, details also need to be disclosed about the change
and the reason for making the change.
It will now also be mandatory to provide almost all the detailed fair value
disclosures required by IFRS 13 in the interim financial statements under
IAS 34 Interim Financial Reporting.
Scope
The measurement and disclosure requirements in IFRS 13 will not apply
to:
• Share-based payment transactions under IFRS 2 Share-based Payment
• Leasing transactions under IAS 17 Leases
• Measurements that are similar to fair value but are not fair value, e.g.
net realisable value for inventories under IAS 2 Inventories.
Also, fair value disclosure requirements of IFRS 13 will not apply to:
• Plan assets measured at fair value under IAS 19 Employee Benefits
• Assets for which recoverable amount is fair value less costs of disposal
under IAS 36 Impairment of Assets.
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new standard on joint arrangements
ED 9 Joint Arrangements (ED 157 in Australia) was initially released for comment by the IASB in 2007. After
more than three years of deliberation, IFRS 11 Joint Arrangements was issued by the IASB last month as
part of a suite of five new standards dealing with consolidations and joint arrangements and their
related disclosures.
IFRS 11 will supersede IAS 31 (AASB 131) Interests in Joint Ventures and SIC 13 Jointly Controlled Entities – Non-Monetary Contributions by Venturers and is
effective for annual periods beginning on or after 1 January 2013. Early adoption is permitted, provided that the following other standards are adopted
at the same date:
• IFRS 10 (AASB 10) Consolidated Financial Statements
• IFRS 12 (AASB 12) Disclosure of Interests in Other Entities
• IAS 27 (AASB 127) Separate Financial Statements
• IAS 28 (AASB 128) Investments in Associates and Joint Ventures.
The AASB considered the above standards at their meeting of 8-9 June 2011 and will vote out of session on whether to make each of these standards
into Australian Accounting Standards. No Board members indicated their intention to oppose adoption.
Why a new standard?
Under AASB 131 Interests in Joint Ventures, the structure of the joint venture is the only driver for the accounting and when joint ventures are structured
as separate vehicles, there is then an accounting option, i.e. proportionate consolidation or equity accounting. This results in cases where the joint
venture parties have similar rights and obligations which are accounted for differently because of the structure, and vice versa.
The guiding principle in IFRS 11 is that a party to a joint arrangement recognises its rights and obligations arising from the arrangement, thus
eliminating accounting options.
What is a joint arrangement?
A joint arrangement is one where two or more parties have joint control. Joint control is the contractual sharing of control of an arrangement where
decisions about the activities require unanimous consent of all joint venture parties.
What are the different types of joint arrangements?
There are two types of joint arrangements: joint operations and joint ventures.
Joint operation – the parties (joint operators) have joint control of the arrangement and have rights to the assets and obligations for liabilities of the
arrangement.
Joint venture – the parties (joint venturers) have joint control of the arrangement and have rights to the net assets of the arrangement.
Are there different accounting treatments for these two types of joint arrangements?
Under AASB 131, joint ventures structured as a separate vehicle (jointly controlled entities) could be accounted for using equity accounting or
proportionate consolidation. Unincorporated joint venture arrangements generally either used proportionate consolidation or merely recognised their
own assets, liabilities, expenses and income relating to jointly controlled operations.
IFRS 11 uses a principles-based approach whereby the structure of the joint arrangement may not necessarily determine the appropriate accounting.
The diagram below illustrates the various options.

Not structured as
separate vehicle

Structured as separate vehicle

Assess rights and obligations by considering:
•
•
•

Legal form of separate vehicle
Terms of contractual arrangement
Other facts and circustances

Parties have rights to assets
and have obligations for
liabilities

Parties have rights to
net assets

Joint operation

Joint venture

Account for assets, liabilities, revenues and
expenses in accordance with contract

Account for investment using
equity method
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Joint arrangements that are not structured as a separate vehicle are considered to be joint operations and the parties would account for the
arrangement in a similar manner to that applied to unincorporated joint ventures under AASB 131. That is, assets, liabilities, revenues and expenses are
accounted for in accordance with applicable Accounting Standards, which in some cases may be proportionate consolidation.
For joint arrangements structured as a separate vehicle, where the joint venturers have rights to the net assets, only equity accounting is permitted.
There is no longer a choice to apply proportionate consolidation accounting. However, such arrangements are not automatically treated as joint
ventures. We need to also consider the legal form of the separate vehicle and the terms of the arrangement and any other facts and circumstances to
ensure that the parties do not, in fact, have rights to the gross assets and obligations for the gross liabilities of the arrangement.
Example: Terms of arrangement:
Each joint venture party has a 50:50 interest in a company incorporated to carry out joint venture activities. The company enables separation between
the entity and the joint venturers, which at first glance indicates that the joint venturers have rights to the net assets of the arrangement.
If the parties amend the features of the company through a contractual arrangement such that each has an interest in the gross assets of the company
and each is liable for the gross liabilities of the company on a 50:50 basis, the terms of the contractual arrangement could cause this arrangement to be
a joint operation.
Example: Other facts and circumstances:
Each joint venture party has a 50:50 interest in a company incorporated to carry out joint venture activities (JV Co Pty Ltd). The purpose of the
arrangement is to manufacture materials required by both parties for their own individual manufacturing processes. The manufacturing process
produces the quantity and quality of materials specified by both parties (similar to an outsourcing arrangement).
Even though the legal form is that of a company, and the contractual arrangement does not indicate that each party has rights and obligations with
respect to the gross assets/liabilities of the joint venture, the following additional facts and circumstances need to be taken into account:
• Both joint venture parties agreed to purchase the entire output of the joint arrangement according to their 50:50 share
• JV Co Pty Ltd cannot sell any output to outside customers unless approved by both joint venture parties
• The price of the materials manufactured is set by both parties at a level to cover costs of production and administrative expenses incurred by JV Co
Pty Ltd (break-even).
These facts and circumstances indicate that JV Co Pty Ltd is dependent upon the two joint venture parties to generate cash flows and that the parties
therefore have an obligation to fund the settlement of the liabilities of JV Co Pty Ltd. The joint venture parties are also consuming all the output and
therefore have rights to the economic benefits of the assets of JV Co Pty Ltd.
This arrangement is therefore a joint operation, and not a joint venture.
If the terms of the arrangement were amended such that JV Co Pty Ltd was able to sell its output to third parties, this would result in JV Co Pty Ltd
assuming demand, inventory and credit risk, and the arrangement may then be considered to be a joint venture.
How are joint arrangements accounted for in separate financial statements?
In your separate financial statements, joint arrangements will be accounted for as follows:
Joint operations – recognise direct share of assets, liabilities, revenues and expenses (same as in consolidated financial statements)
Joint ventures – Either at cost, or in accordance with IFRS 9 (fair value).
Most entities would account for joint ventures in their separate financial statements at cost.
Disclosures
With IAS 31 to be withdrawn, all disclosures relating to joint arrangements have now been included in IFRS 12 Disclosures of Interests in Other Entities.
Most disclosures are similar to those contained in IAS 31, except that the following new disclosures are also required for each joint arrangement that is
material to the entity:
• Nature of the entity’s relationship with the joint arrangement (e.g. describing nature of activities of the joint arrangement and whether they are
strategic to the entity’s activities)
• Principal place of business (and country of incorporation if different to principal place of business) of the joint arrangement
• Summarised financial information about the joint arrangement (IAS 31 was not clear whether this disclosure was in aggregate or for each separate
joint arrangement)
• Total amounts of the following included in the summarised financial information:
−− Cash and cash equivalents included in current assets
−− Financial liabilities included as current liabilities
−− Financial liabilities included as non-current liabilities
−− Depreciation and amortisation
−− Interest income
−− Interest expense
−− Income tax expense/income.
When the interest in a joint venture is classified as held for sale under IFRS 5 Non-current Assets Held for Sale and Discontinued Operations, summarised
financial information is not required.
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for more information

AASB 1054 Australian
Additional Disclosures

NSW/ACT

AASB 1054 has recently been issued by the AASB. It includes all
Australian-specific disclosures for for-profit entities that are
currently included across various Australian Accounting
Standards via additional ‘Aus’ paragraphs.
It has been issued as part of the Trans-Tasman convergence project with the Financial Reporting
Standards Board (FRSB) of the New Zealand Institute of Chartered Accountants to harmonise
Australian Accounting Standards with New Zealand equivalents to IFRSs.

Wayne Basford
Tel +61 2 9286 5452
wayne.basford@bdo.com.au
North Queensland
Greg Mitchell
Tel +61 7 4046 0044
greg.mitchell@bdo.com.au
Northern Territory

A possible Phase 2 of the convergence project would address differences affecting private notfor-profit entities and a possible Phase 3 would address differential reporting and qualifying
entity differences (Reduced Disclosure Requirements in Australia).

Casmel Taziwa
Tel +61 8 8981 7066
casmel.taziwa@bdo.com.au

Most ‘Aus’ disclosure requirements have been moved into AASB 1054, except for the
requirement to disclose capital and other expenditure commitments contracted for at the end
of the reporting period. There has been some change in terminology, with franking credits now
being referred to as imputation credits.

Queensland

AASB 1054 applies to annual periods beginning on or after 1 July 2011.

Tim Kendall
Tel +61 7 3237 5948
timothy.kendall@bdo.com.au
South Australia
paul gosnold
Tel +61 8 8224 5264
paul.gosnold@bdo.com.au

Comments sought on
exposure drafts

Tasmania
Craig Stephens
Tel +61 3 6324 2499
craig.stephens@bdo.com.au

At BDO, we provide comments locally to the AASB and internationally to the IASB. We welcome
any client comments. If you like to provide any comments please contact Wayne Basford.
Document

Proposals

ED Tier 2 Supplement to ED
210 Financial Instruments:
Impairment (proposed
amendments to AASB 7)

Proposes various disclosure exemptions for the
Reduced Disclosure Requirements

Comments Comments
due to
due to
AASB by
IASB by
27 June 2011

NA

Victoria
MATTHEW HINGELEY
Tel +61 3 8320 2168
matthew.hingeley@bdo.com.au
Western Australia
Brad McVeigh
Tel +61 8 6382 4670
brad.mcveigh@bdo.com.au

This publication has been carefully prepared, but it has
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guidance only. The publication cannot be relied upon to
cover specific situations and you should not act, or refrain
from acting, upon the information contained therein without
obtaining specific professional advice. Please contact the
BDO member firms in Australia to discuss these matters in
the context of your particular circumstances. BDO (Australia)
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assume any liability or duty of care for any loss arising from
any action taken or not taken by anyone in reliance on the
information in this publication or for any decision based on it.
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