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ACCOUNTING

NEWS
AUDIT REPORTS ARE
CHANGING - WHAT ARE THE
KEY AMENDMENTS YOU NEED
TO BE AWARE OF?
In response to calls for the auditor’s report to be more informative and useful to the users of the
financial report, we now have a clear view of what the changes are.
We are expecting the Auditing and Assurance Standards Board (AUASB) to issue the revised suite
of standards ‘Reporting on Audited Financial Reports – New and Revised Auditor Reporting Standards
and Related Conforming Amendments’ shortly after concluding on their consultation process. In line
with the International Standards on Auditing, issued by the International Auditing and Assurance
Standards Board (IAASB), the effective date is expected to be for periods ending on or after 15
December 2016, i.e. 31 December 2016 year ends will be first time the new and revised standards
will be implemented.
The release of these standards will mean changes for all audit reports; however listed entities will
be most affected with the inclusion of key audit matters. The significant changes are:
• Key audit matters will be included for listed entities
• The audit opinion will be moved to the beginning of the audit report
• A revised approach to reporting on going concern
• Increased and enhanced information on the auditor’s responsibilities
• A new section to cover the auditor’s work in relation to other information in the annual report.
Key audit matters
Proposed ASA 700 Forming an Opinion and Reporting on a Financial Report requires the auditor to
communicate key audit matters in the auditor’s report in accordance with ASA 701 Communicating
Key Audit Matters in the Independent Auditor’s Report for listed entities, with voluntary inclusion
permitted for all other entities.
What are key audit matters?
“Key audit matters are defined as those matters that, in the auditor’s professional judgement, were of
most significance in the audit of the financial statements of the current period. Key audit matters are
selected from matters communicated with those charged with governance.”
Proposed ASA 701 provides a framework for identifying the key audit matters for inclusion in the
report which is summarised in the diagram below.
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In this edition we examine the changes to the
auditing standard for audit reports that are likely
to apply from 31 December 2016.
We also look at amendments to the new revenue
standard, AASB 15 Revenue from Contracts with
Customers (which has also been deferred by one
year) that are being proposed to clarify certain
aspects of the standard.
Feedback from recent AASB roundtable discussions
on the proposed changes for income recognition
will be of interest to not-for-profit entities, as well
as relief for not-for-profit public sector entities
from certain fair value disclosures.
Lastly, ASIC is still actively ‘naming and shaming’
entities where a restatement to their financial
report was required. This month we discuss the
restatement by Jervois Mining Limited.
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Matters communicated
to those charged with
governance

The starting point for determining key audit matters is the
population of all the matters that the auditor has communicated
to those charged with governance.

Matters that require
significant auditor
attention in the audit

From the initial list, the auditor determines which matters are of
most significance, taking into account:
• Areas of higher risk of material misstatement or significant
risks identified
• Significant auditor judgements relating to areas of significant
management judgement, including accounting estimates
with high estimation uncertainty
• The effect on the audit of significant events or transactions
that occurred during the period.

Key audit matters

From the matters that required significant auditor attention, the
auditor determines which are of most significance in the audit of
the financial report for the current period and are therefore key
audit matters.

For each of the key audit matters, the audit report will detail:
• Why the matter was considered to be of most significance to the audit
• How the matter was addressed in the audit
• Reference to the related disclosure, if any, in the financial report.
Audit opinion
All audit reports will have a new format with the opinion being located at the beginning of the
report, followed by the supporting information on the basis for the opinion.
Going concern
The key changes to reporting on going concern in the audit report include:
• When a material uncertainty exists that has been adequately disclosed, this will be reported
on in a separate section, ‘Material uncertainty related to going concern’, as opposed to being
referred to as an ‘emphasis of matter’.
• Management responsibilities will explicitly include a statement in respect of their responsibility
for assessing the entity’s ability to continue as a going concern, disclosing as applicable, matters
related to going concern, and using the going concern basis of accounting unless management
either intends to liquidate, cease operations or has no realistic alternative to do so.
Auditor’s responsibilities
The description of the auditor’s responsibilities will be much more comprehensive and include a
specific description of the auditor’s responsibilities in relation to going concern.
Reporting on other information included in the annual report
Other information relates to any financial or non-financial information other than the financial
report itself that is included in an entity’s annual report. For example, operating and financial
review or similar reports prepared by those charged with governance.
The auditor’s report will include a separate section on ‘Other information’ when the auditor has
obtained some or all of the information as of the date of the auditor’s report. Where no other
information has been received by the audit report date, there is no reference to other information
in the audit report unless it is a listed entity.
For listed entities, an ‘Other information’ section will also be included if the auditor expects to
obtain other information after the date of the auditor’s report.
Next steps
Engaging in discussions early with your auditor on the changes to the audit report, especially
for listed entities regarding likely key audit matters, will be an important step in the process to
understand the impact of the new requirements.
For more information or to discuss the impact on your audit, please contact your BDO engagement
partner.
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REVENUE STANDARD
AASB 15 DEFERRED BY
ONE YEAR
After a short exposure period, the International Accounting Standards
Board (IASB) has officially delayed the starting date of IFRS 15 Revenue
from Contracts with Customers by one year. The new commencement date
is for years beginning on or after 1 January 2018.
Transition date will therefore be:
• 1 January 2017 (or 1 July 2017 for June balancing entities) for entities
that elect to apply full retrospective restatement, and
• 1 January 2018 (or 1 July 2018 for June balancing entities) for entities
that choose to apply the partial restatement approach.
It is important to note that this delay does not mean that the standard
will be withdrawn, or that there will be major changes.
The deferral is simply an acknowledgement of the complexity of the
standard and the length of time that an organisation will need to properly
implement its requirements.
At this stage, the IASB and the FASB are only proposing technical changes
or clarifications to wording, and providing more examples (refer to further
discussion in our article Changes in the pipeline for the new revenue
standard AASB 15 to help clarify application issues below). No major
changes are expected.
Next steps
AASB 15 is here to stay (although delayed for 12 months), and in many
cases it is likely to change the pattern and/or amount of revenue
recognised. We recommend that you start considering the implications
of AASB 15 on your revenue recognition policies now because you may
require extensive changes to your accounting and other information
systems, as well as to bank covenants, employee remuneration targets,
etc. This is particularly important if your business generates revenue from
contracts that span multiple reporting periods.
More on AASB 15
Please refer to other articles in our Accounting News revenue series for
more information:
• Accounting News – April 2015 – Revenue recognition to change for the
manufacturing industry
• Accounting News – February 2015 – How will AASB 15 affect revenue
recognition for clubs?
• Accounting News – November 2014 – Revenue recognition to change
for the construction industry
• Accounting News – September 2014 – Revenue recognition to change
for retailers.
Please also refer to our recent webcast on the main impacts of the new
revenue standard on the real estate and construction industries.
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CHANGES IN THE
PIPELINE FOR THE NEW
REVENUE STANDARD
AASB 15 TO HELP CLARIFY
APPLICATION ISSUES
As a result of implementation issues identified by the Transition Resource
Group (TRG) for the new revenue standard, the IASB recently issued
ED/2015/6 Clarifications to IFRS 15 (ED 267 in Australia) that proposes
additional guidance and illustrative examples on:
• Identifying performance obligations
• Principal vs agent considerations, and
• Licensing.
The ED is also proposing additional practical expedients on transitions to
IFRS 15.
Identifying performance obligations
IFRS 15 requires revenue recognition for each separate performance
obligation. A promise to transfer to a customer a good or service that is
‘distinct’ is a separate performance obligation.
To clarify the concept of a ‘distinct’ good or service, the IASB is proposing
to amend the existing examples 10, 11 and 12, and adding additional
scenarios for installation services, multiple items and equipment/
consumables.
Principal vs agent considerations
IFRS 15, as originally issued, included significantly more guidance to
determine whether you are acting as principal or agent in a contract with
a customer. However, due to the fact that the assessment of the transfer
of control for items purchased online is more complex in comparison
to tangible assets, the ED is proposing to also clarify that the principal
obtains control of the good or service prior to transferring it to the
customer.

Licensing
When licenses are distinct from other goods or services identified in
a contract, IFRS 15 requires that we determine whether the license
transfers to the customer over time (right to use intellectual property)
or at a point in time (right to access intellectual property).
With a promise to provide access to intellectual property (IP), the
contract would normally require, or the customer would reasonably
expect, that the entity will undertake activities that significantly affect
the IP. The ED proposes additional guidance to determine when the
entity’s activities will significantly affect the IP, i.e. when:
• The activities are expected to change the form or functionality, or
• The ability of the customer to derive benefits from the intellectual
property is dependent on those activities.
The additional guidance clarifies that if the IP has significant standalone
functionality, the IP would not be significantly affected by the entity’s
activities unless those activities change the functionality.
The ED also proposes to amend examples 54 and 56-59.
Further guidance is also proposed on sales-based or usage-based royalties
and examples 60 and 61 are amended.
Practical expedients
The TRG raised concerns about the potential challenges in applying full
retrospective restatement to certain aspects of the IFRS. As a result, the
ED is also proposing two additional practical expedients on transition to
IFRS 15 as follows:
• To permit entities to use hindsight to identify satisfied and unsatisfied
performance obligations in a contract that was modified before the
beginning of the earliest period presented, and
• To permit entities using the full retrospective method not to apply
IFRS 15 retrospectively to contracts that were complete at the
beginning of the earliest period presented.
Comments due
Comments are due to the IASB by 28 October 2015.
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AASB ROUNDTABLE
DISCUSSIONS ON PROPOSALS
TO CHANGE INCOME
RECOGNITION FOR NOT-FORPROFIT ENTITIES (NFPS)
The Australian Accounting Standards Board (AASB) recently held roundtable discussions in
Melbourne, Canberra and Sydney as part of their outreach process for Exposure Draft ED 260
Income of Not-for-Profit Entities.
Accounting News, May 2015 summarises the ED 260 proposals in our article, Better matching of
income and expenses for not-for-profit entities.
While there was general support to proceed with the proposals, participants were concerned that
the ED does not go far enough to identify liabilities when a NFP receives assets to be used in a
generic way and/or expended over a specified period.
The main criteria necessary for deferral of income under AASB 15 Revenue from Contracts with
Customers are that:
• There must be an enforceable contract, and
• The agreement must contain ‘sufficiently specific’ promises to provide goods or services.
Some of the issues debated are summarised briefly below.
Enforceable agreement
The discussions highlighted the need to clarify what is meant by ‘enforceability’. Participants
understood the ‘black and white’ scenarios, i.e. an entity is required to spend transferred money
during a specified period and:
• If there is no enforcement mechanism - the entity does not have a liability, and
• If there is an enforcement mechanism - the entity does have a liability.
Enforcement does not mean that the grantor must be able to demand a refund. The ability to sue
for specific performance would indicate that that the agreement is enforceable.
‘Sufficiently specific’ promises
The proposed Implementation Guidance in proposed Appendix E to AASB 15 states that judgement
is required to assess whether a promise is ‘sufficiently specific’ and takes into account:
• Nature or type of goods or services
• Cost or value of goods or services
• Quantity of goods or services
• Period over which goods or services must be transferred.
Not all of the above need to be specified in the agreement, but only specifying the period is
probably insufficient to give rise to a ‘sufficiently specific’ promise.
Comments raised on these proposals included:
• Enforceability should be the only requirement for a performance obligation to exist, i.e. no need
for specific promises.
• Even if no specific performance obligations are noted in an agreement, NFPs with narrow
charters, where funding is provided on condition that services are provided in accordance with
the charter, should have an implied performance obligation.
• Funding raised for future periods should be deferred to that future period, regardless of
whether the required expenditure is enforceable or not (matching concept should be applied).
This could occur where funding from Government may be received in advance.
Donation components in contracts with customers
There was also lively debate on whether donation components included in contracts to provide
performance obligations should be accounted for separately. Some participants argued against
this based on the costs to generate this information. Others also argued that the qualitative
assessment, which requires an understanding of the customer’s ‘intent’ to make a donation, is too
difficult to assess (i.e. how does recipient know whether customer intended to make a donation as
part of a contract?).
Measuring non-financial assets at fair value on initial recognition
This proposal requires recognition of finance leased items such as ‘peppercorn leases’ at fair value.
While some participants thought that this provides important information for users to be aware of
resources used by the entity, others argued that the cost of obtaining fair values did not justify the
benefits.

There was also discussion around ‘clothing
donations’ as inventory and the proposal that
fair value only be recognised if the donation
is material on an individual transaction basis,
without reassessment at a portfolio or other
aggregate level.
Transition
While the proposed transition requirements
are similar to those contained in AASB 15,
participants said that transition relief from full
retrospective restatement was required in some
cases because it would be too difficult to obtain
the required information, for example:
• What is fair value of an asset acquired on a
‘peppercorn lease’ 50 years ago? (e.g. use
fair value at initial date of application)
• Should a grant received 10 years ago have
been deferred?
Where to now?
Comments on ED 260 closed 14 August 2015
and per the AASB standard setting work
programme at time of writing, a final standard
is expected in Q2 2016.
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MORE ASIC ENFORCEMENTS –
NEW BDO
JERVOIS MINING RESTATE THEIR PUBLICATIONS
FINANCIAL STATEMENTS
Jervois Mining Limited recently reissued their 30 June 2014 annual, and 31 December 2014 halfyear, financial statements as a result of enquiries by the Australian Securities and Investment
Commission (ASIC).
ASIC’s Media Release MR 15-185 of 14 July 2015 outlines the adjustments required to Jervois
Mining’s 30 June 2014 annual report, including:
• Writing back a deferred tax liability of $1.5 million (2013: $0.9 million)
• Reversing an income tax expense of $0.3 million at 30 June 2013
• Reducing exploration and evaluation assets (E&E assets) balances by $0.7 million (2013: $0.5
million)
• Reducing impairment expense by $0.4 million (2013:$0.1 million).
Jervois Mining also made similar adjustments in its 31 December 2014 half-year financial
statements.
It was also required to reduce revenue by $0.5 million (2013: $0.7 million) relating to a research
and development tax offset, which had incorrectly been recognised as revenue, rather than
reducing E&E assets as required by AASB 120 Accounting for Government Grants and Disclosure of
Government Assistance.

RELIEF FROM CERTAIN FAIR
VALUE DISCLOSURES FOR NOTFOR-PROFIT PUBLIC SECTOR
ENTITIES
The Australian Accounting Standards Board (AASB) recently issued AASB 2015-7 Amendments
to Australian Accounting Standards – Fair Value Disclosures for Not-for-Profit Public Sector Entities
that provides relief to not-for-profit (NFP) public sector entities from certain fair value disclosures
required by AASB 13 Fair Value Measurement.
The amendments, which apply to annual periods beginning on or after 1 July 2016, can be early
adopted for 30 June 2015 financial statements.
Which disclosures are excluded?
The following fair value disclosures from AASB 13, paragraph 93 do not apply to NFP public sector
entities:
• Recurring and non-recurring level 3 fair values – quantitative information about significant
unobservable inputs used in fair value measurement (paragraph 93(d))
• Recurring level 3 fair values – total gains/loss included in profit or loss for the period that
represent unrealised gains/losses relating to assets held at the end of the reporting period
(paragraph 93(f))
• Recurring level 3 fair values – narrative description of sensitivity of fair values to changes in
unobservable inputs if a change in those inputs might result in a significantly higher or lower fair
value. Also excluded is a description of the interrelationships and how they might magnify or
mitigate the effect of changes in the unobservable inputs (paragraph 93(h)(i)).
Only disclosures for property, plant and equipment excluded
These disclosures are only excluded for items of property, plant and equipment accounted for under
AASB 116 Property, Plant and Equipment for which the future economic benefits are not primarily
dependent on the asset’s ability to generate net cash inflows. Examples of such assets include roads
and infrastructure assets such as for water supply.

The Audit section of our website includes a
range of publications on IFRS issues. Look for
the ‘Global IFRS Resources’ link which includes
resources such as:
• IFRS at a Glance – ‘one page’ and short
summaries of all IFRS standards
• IFRS News at a Glance – provides high-level
headlines of newly released documents by
the IASB and IFRS related announcements
by securities regulators
• Need to Knows – updates on major IASB
projects and highlights practical implications
of forthcoming changes to accounting
standards. Recent Need to Knows include
IFRS 9 (2014) Financial Instruments –
Classification and Measurement (April 2015),
IFRS 9 Financial Instruments - Impairment of
Financial Assets (Dec 2014), IFRS 15 Revenue
from Contracts with Customers (Aug 2014)
and Hedge Accounting (IFRS 9 Financial
Instruments) (Jan 2014)
• IFRS in Practice – practical information
about the application of key aspects of IFRS,
including industry specific guidance. Recent
IFRS in Practice include IFRS 15 Revenue
from Contracts with Customers - Transition
(April 2015), IFRS 15 Revenue from Contracts
with Customers (Oct 2014), IAS 7 Statement
of Cash Flows (May 2014), Distinguishing
between a business combination and an
asset purchase in the extractives industry
(March 2014), IAS 36 Impairment of Assets
(Dec 2013) and Common Errors in Financial
Statements – Share-based Payment (Dec
2013)
• Comment letters on IFRS standard setting includes BDO comments on various projects
of international standard setters, including
Exposure Drafts and other Discussion
Papers, when it is considered that the issue
is significant to the BDO network and its
clients. Latest comment letters include
IASB ED 2015-1 Classification of Liabilities,
Basel Committee on Banking Supervision
– Guidance on accounting for expected
credit losses, IASB ED 2014-06 Disclosure
Initiative, IASB ED 2014-04 Measuring
Quoted Investments in Subsidiaries, Joint
Ventures and Associates at Fair Value, and
IASB ED 2014-03 Recognition of Deferred Tax
Assets for Unrealised Losses.
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FOR MORE INFORMATION

COMMENTS SOUGHT ON
EXPOSURE DRAFTS

ADELAIDE

At BDO, we provide comments locally to the Australian Accounting Standards Board (AASB) and
internationally to the International Accounting Standards Board (IASB). We welcome any client
comments on exposure drafts that are currently available for comment. If you would like to provide
any comments please contact Wayne Basford at wayne.basford@bdo.com.au.
DOCUMENT

PROPOSALS

ED 264 Conceptual
Sets out the proposals for a revised
Framework for Financial Conceptual Framework.
Reporting
ED 265 Updating
References to the
Conceptual Framework
Proposed amendments
to AASB 2, AASB 3,
AASB 4, AASB 6, AASB
101, AASB 108, AASB
134, Interpretation 127
and Interpretation 132
ED 266 Remeasurement
on a Plan Amendment,
Curtailment or
Settlement/Availability
of a Refund from a
Defined Benefit Plan
Proposed amendments
to AASB 119 and
Interpretation 14

ED 267 Clarifications to
AASB 15

Proposes to update references in
various Accounting Standards to
the updated Conceptual Framework
proposed in ED 264.

COMMENTS DUE COMMENTS DUE
TO AASB BY
TO IASB BY
5 October 2015
26 October 2015

5 October 2015

26 October 2015
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Proposes amendments to AASB 119
21 September 2015 19 October 2015
Employee Benefits and Interpretation
14 AASB 119 – The Limit on a Defined
Benefit Asset, Minimum Funding
Requirements and their Interaction to
deal with two issues raised with IFRS
Interpretations Committee:
• Whether other parties’ power to
enhance benefits for plan members or
wind up a plan affects the availability
of a refund
• Remeasurement on a plan
amendment, curtailment or
settlement.
Proposes additional guidance and
2 October 2015
28 October 2015
illustrative examples on:
• Identifying performance obligations
• Principal vs agent considerations
• Licensing.
The ED is also proposing additional
practical expedients on transitions to
IFRS 15.
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This publication has been carefully prepared, but it has
been written in general terms and should be seen as broad
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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and/or directors, employees and agents do not accept or
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