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In this edition, we discuss how the IASB
thinking has evolved on some key aspects
of lease accounting and compare it to
their original position put forward in
their exposure draft on lease accounting,
ED/2010/9 (ED 202R in Australia).
The level of acquisition transactions has
increased significantly over the past year
and you may be applying AASB 3 (2008)
Business Combinations for the first time. We
highlight some key accounting differences
between the superseded version of AASB 3
and the current version.
The Government is looking at a national
NFP regulator and we answer some
frequently asked questions.

SINCE THE PUBLICATION OF ED/2010/9 LEASES (ED 202R IN AUSTRALIA), THE
INTERNATIONAL ACCOUNTING STANDARDS BOARD (IASB) HAS EVOLVED THEIR
THINKING ABOUT SOME KEY ASPECTS PROPOSED IN THE EXPOSURE DRAFT.

A

t a February 2011 joint meeting of the IASB and FASB (the boards), it was tentatively
decided to revise some of the more significant lease accounting proposals to address some
of the key concerns that had been raised in the submissions received in response to the ED
and various outreach activities.
There is no change to the fundamental proposals in the ED, which requires lessees to include all
leases on the statement of financial position by recognising a ‘right-of-use’ asset and a liability to
make future lease payments.
CONTINUED OVER PAGE...

2

ACCOUNTING NEWS

These tentative decisions are summarised in the following table:
TENTATIVE DECISIONS

ORIGINAL ED - AUGUST 2010

TENTATIVE DECISIONS AND OTHER
DISCUSSIONS - FEBRUARY 2011

LIKELY IMPACT OF CHANGES
COMPARED TO ED

Lease term

Includes all renewal options that are
more likely than not to be exercised,
based on:
• Economic factors
• Lessee intentions and past practice.

Non-cancellable period plus any renewal
•
options for which there is a significant
economic incentive to extend the lease.
Management intent and past business
•
practice would not be included as part of
the evaluation.
•
Standard to include a list of indicators
to assist with assessing whether there
is a significant economic incentive for
an entity to exercise an option, e.g. the
existence of substantive bargain renewal
options; and economic penalties if the lease
is not renewed.

Reassessed if facts or circumstances
indicate that there would be a
significant change in the lessee’s lease
liability or the lessor’s lease receivable.

Reassessed if economic factors affecting
the decision to extend or terminate a lease
change significantly.

Variable lease payments

Include all contingent payments,
including indices and rates (using the
forward rate at lease inception, if
readily available), performance and
usage contingencies (e.g., turnover rent)
calculated using a ‘probability weighted
approach’.

Include only the following variable lease
•
payments on a ‘best estimate’ approach
rather than a ‘probability weighted’
•
approach:
• Contingencies that are based on index
or rate (e.g. CPI) using the prevailing
index or rate current at the inception of
the lease, i.e. spot rate
• Any contingency that, in substance,
represents minimum lease payments,
e.g. payments for which the variability
lacks commercial substance because
the likelihood that the contingent event
will not occur is remote (this is an antiavoidance provision)
• Any other contingencies that meet a
high recognition threshold, such as
‘reasonably certain’ to be paid.

Residual value guarantees

Include an estimate of amounts
payable/receivable under residual value
guarantees provided by the lessee.

Clarifies that the amount of residual value
guarantee payments to be reflected in
measuring the lessee’s lease liability and
lessor’s lease receivable would be:
Expected residual value less Guaranteed
residual value.

Lease termination penalties

Include an estimate of amounts
expected to be payable for lease
termination penalties.

Clarifies that the amount of termination
No significant difference - clarification
penalty payments would be consistent
only
with the lease term (i.e., if it is not
reasonably certain that the lessee will
forego the option to terminate the lease
early, the termination penalty would
be included in the measurement of the
lessee’s lease liability and the lessor’s lease
receivable).
For example, in a ten year non-cancellable
lease that carries a termination penalty of
$10,000 after seven years, the lessee’s lease
liability and lessor’s lease receivable would
reflect a payment of $10,000 at the end
of the seventh year of the lease if the lease
term is determined to be seven years.

Should generally result in shorter
lease terms and lower amounts
recognised on the statement of
financial position
Mitigate concerns around structuring
opportunities
More closely align additional periods
with the actual business decisions to
exercise them.

Reduce complexity compared to the
original proposals in the ED.
Less contingent rent will be
recognised compared to the ED

No significant difference - clarification
only

The boards also decided to undertake outreach activities on the following:
• Potentially changing the definition of a lease to help clarify when transactions are leases, or service contracts, or both, i.e. to exclude a right to use
an explicitly or implicitly identified asset that is incidental to the provision of a service.
• Identifying a principle for identifying two types of leases for both lessees and lessors, with different profit or loss effects, as follows:
−− ‘Finance lease’ with a profit or loss recognition pattern that is consistent with the proposals in the ED.
−− ‘Other-than-finance lease’ which would not include a financing element, and would result in a pattern of profit or loss recognition that is
consistent with an operating lease under existing IFRSs/US GAAP (i.e. generally straight-line).
At the time of writing, a final standard on leases is still expected to be released by the IASB before 30 June 2011, with an effective date still to be
decided.
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BUSINESS COMBINATION REMINDERS
AASB 3 (2008) BUSINESS COMBINATIONS APPLIED FOR THE FIRST TIME TO BUSINESS COMBINATIONS THAT OCCURRED ON
OR AFTER 1 JULY 2009, ITS APPLICATION THEREFORE COINCIDING WITH THE GLOBAL FINANCIAL CRISIS.

W

ith relatively few transactions occurring during this first-time application period, many preparers of financial statements may have
‘forgotten’ some of the key differences between this standard and the superseded version. With transaction activity increasing during the
current financial year, we think that it is worthwhile highlighting some of the pitfalls you may encounter when applying AASB 3 (2008) to
new business combinations. Some of the key differences in accounting treatment include:
• Unless specifically related to raising new equity (and therefore debited • There is now greater emphasis on identifying arrangements that are
to equity), or related to raising borrowings (and therefore recognised as
not part of the business combination, and therefore not part of the
part of the effective interest calculation over the life of the borrowings),
purchase consideration, e.g. all or part of the contingent consideration
all your acquisition costs such as legal, advisory, due diligence, stamp
could be compensating former owners of the acquiree for future
duties, etc. must be expensed as incurred. Previously, these costs
services. The superseded version of AASB 3 previously did not include
would have been capitalised and included as part of goodwill.
specific requirements for pre-existing contracts and replacement of
• Goodwill can be grossed up to include the non-controlling interests’
share-based payment awards.
share.
• Purchase consideration must be allocated to the fair value of
• Contingent consideration must be recognised at fair value at
identifiable assets acquired, and only then is the residual allocated to
acquisition date. This applies irrespective of whether it is probable
goodwill. This means that intangible assets such as customer-related
that it will be paid and there is no reliable measurement exemption.
assets (which would not qualify for recognition by the acquiree itself
Previously, contingent consideration was only recognised if it was
as they would be an internally generated intangible asset) must be
probable and could be reliably measured.
recognised by the group as part of the business combination if they
• Any adjustments to contingent consideration recognised as a financial
are either separable or meet the legal/contractual criterion. This
liability are, at subsequent reporting dates, recognised in profit or
means that customer-related intangible assets must be recognised
loss (fantastic if you overestimated your contingent consideration at
in certain circumstances, even if there is no formal, non-cancellable,
acquisition date, but a terrible result if you underestimated). Previously,
legal or contractual agreement in place. The following are examples of
these adjustments would be recognised as debits or credits against
customer-related intangible assets:
goodwill.
TYPE

BASIS

EXAMPLE

Customer lists

Non-contractual

Customer lists, including names
of customers and their contact
information, and perhaps order
histories and demographic
information.

Order or production backlogs

Contractual

Customer contracts and related Contractual
customer relationships

Customer contracts and related Contractual
customer relationships

Non-contractual customer
Non-contractual
relationships, e.g. no
contractual relationship but are
recurring customers

CONTINUED OVER PAGE...

COMMENTS

Unless the customer lists are
subject to confidentiality,
these may often be leased
or exchanged. Therefore the
separability criterion is normally
met.
Pre-signed sales orders for next Arise from legal contracts.
12 months.
Legal/contractual criterion
met (even if orders can be
cancelled).
Expected recurring levels of
The $500,000 pre-signed
sales from customers during
sales order meets the legal/
periods after the period in
contractual criterion.
which pre-signed sales orders
Additionally, because the
will be fulfilled.
initial customer relationship
Example: Customer A has a
was established through
pre-signed sales order for the
a contract, the expected
post combination period of
recurring customer
$500,000, but is expected to
relationship asset also
also order a similar amount
meets the legal/contractual
each year for the next five years. criterion.
Five year supply agreement
Legal/contractual criterion
met regardless of whether
agreement is cancellable or not.
Additionally, an expectation
of renewal may give rise
to a customer relationship
asset which meets the legal/
contractual criterion.
No contractual customer
Separable if other entities have
relationship
sold or transferred similar types
of customer relationship assets,
even though legal/contractual
criterion not met.

RECOGNISE AS INTANGIBLE
ASSET
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Many assume that the absence of a legal contract is an indicator that there is no customer intangible asset to recognise as part of a business
combination. This assumption is incorrect. We can see from the above comments about customer assets that, as long as they are separable or meet the
legal/contractual criterion (e.g. dealing with customers via cancellable purchase or sales orders), these assets must be identified and recognised at fair
value when the business combination is accounted for.
• You must be acquiring a business to apply business combination accounting (fair value acquisition accounting). Back door listing into a cash shell is
no longer accounted for as a business combination because the cash shell (acquiree) is not a business. This type of transaction is rather accounted
for as a continuation of the existing business (legal subsidiary), whereby the legal subsidiary makes a theoretical share-based payment to the
shareholders of the legal parent entity for giving up control of their listed shell, i.e. to compensate them for foregoing their listed vehicle. Therefore
instead of seeing goodwill in such combinations, we would usually see a share-based payment expense, which represents approximately what it
would have cost to list the legal subsidiary via an IPO process.
We strongly recommend that you consider all accounting aspects of AASB 3 (2008) before finalising any business combination transactions. If
you don’t, some nasty ‘surprises’ may be in store.

NOT-FOR-PROFIT (NFP) SCOPING STUDY FOR A
NATIONAL NOT-FOR-PROFIT REGULATOR
IN JANUARY 2011, THE ASSISTANT TREASURER RELEASED A PUBLIC CONSULTATION PAPER AS PART OF A SCOPING STUDY
FOR A NATIONAL NOT-FOR-PROFIT REGULATOR.

T

he consultation paper confirms the direction of the process toward
the establishment of a national regulator of the NFP sector and
follows on from a number of reviews, including various Senate
Committee reports, the Review into Australia’s Future Tax System, and
the 2010 Productivity Commission report on the Contribution of the NFP
sector.
The consultation paper outlines a series of policy options regarding which
submissions were sought and which will influence the development of
the reforms, including the:
•
•
•
•

Goals of national regulation
Scope of national regulation
Functions of a national regulator
Form of a national regulator.

Current regulatory environment
Currently, the regulatory framework for the NFP sector is complex,
duplicative and burdensome, without providing appropriate levels of
governance, transparency and accountability. There is regulatory overlap
between the Commonwealth, States and Territories, for example, certain

tax concessions are available at the Commonwealth level, whereas
others are available at the State or Territory level.
Proposals
Some of the proposals included in the consultation paper include:
• A national NFP regulator for companies limited by guarantee,
charitable trusts and incorporated associations, such as an
independent national NFP regulator, a new Commonwealth
regulator, a new body within the ATO, or a body within ASIC.
• Simplifying and streamlining access to tax concessions.
• National NFP regulator to take over the education role about
governance and reporting standards and to encourage understanding
and compliance with new regulatory requirements.
• ‘Report once, use-often’ model of reporting.
• Tiered system of reporting financial information.
• An NFP information portal as a single, easily accessible source of
information about not-for-profit entities in Australia.
• Best practice regulatory framework comprising a core set of rules
setting minimum governance standards.
• Harmonised NFP fundraising legislation.
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FAQS
QUESTION ONE:

ANSWER ONE:

Our company would like to pay a dividend in
June 2011. We are not expecting to earn any
profits for the financial year ending 30 June
2011. We have accumulated losses from prior
years but have a significant net asset position
and are therefore permitted to pay a dividend
under section 254T.

Neither the Accounting Standards nor the Corporations Act 2001 specifies what the appropriate
debit entry is. You are therefore able to decide for yourself.

When we pay the dividend, what is the
appropriate accounting entry? Do we debit
accumulated losses or can we debit share
capital?

From a tax perspective, a dividend is broadly defined as ‘any distribution made by a company’.
However, there is a specific exclusion for ‘amounts debited to share capital account’. If the debit
entry is processed to accumulated losses, the exclusion does not apply and the distribution will be a
dividend for tax purposes. Whether it is frankable or not, will depend on the facts.
Because we tend to see a lot more debit balances on reserve accounts in financial statements
prepared under IFRS than we used to see in financial statements prepared under pre 2005 AGAAP,
many preparers of financial statements prefer to use a ‘debit reserve’ for this purpose rather than
to debit share capital account. However, in substance, paying a dividend when the company has no
retained earnings or other reserves, amounts to a distribution of capital which makes a debit entry
to share capital more palatable.
Because of the apparent tax implications and lack of specific guidance in this area, we recommend
that you seek tax advice, and even possibly legal advice, prior to making such distributions and
processing accounting entries.

QUESTION TWO:

ANSWER TWO (A):

ABC Limited accrues a senior management
bonus at 30 June 2010, based on the results
for the 2010 financial year (earning period).
The bonus will be settled in cash as follows:

Because senior management forfeit all unpaid bonus amounts if they resign before the end of the
loyalty periods, this service condition indicates that their employee services are being provided to
ABC Limited during the financial years 2010, 2011, 2012 and 2013.

• 50 percent on 30 June 2011, i.e. further
twelve months loyalty period
• 25 percent on 30 June 2012, i.e. further
two year loyalty period
• 25 percent on 30 June 2013, i.e. further
three year loyalty period.
If senior management resign from ABC
Limited prior to outstanding bonus amounts
being paid, all unpaid amounts will be
forfeited.

Because the first 50 percent of the bonus is a short-term employee benefit and is due to be settled
within twelve months of the end of the earning period, i.e. on 30 June 2011, the whole 50 percent
of the total bonus amount should be expensed during the 30 June 2010 financial year.
The second tranche of the bonus, 25 percent payable on 30 June 2012, is an ‘other long-term
employee benefit’ because it is due to be settled more than twelve months after the end of the
earning period. It relates to employee services provided during the 30 June 2010, 30 June 2011 and
30 June 2012 financial years. Hence this portion of the bonus should be expensed during the 2010,
2011 and 2012 financial years. Similarly, the last tranche relates to employee services provided
during the 30 June 2010, 30 June 2011, 30 June 2012 and 30 June 2013 financial years and should
be expensed during those years.

During which accounting period must the
bonus expense be recognised?

It should be noted that under the other long term employee benefit requirements of AASB 119
Employee Benefits, the liability for the bonus payable more than 12 months after 30 June 2010
should be discounted in a manner similar to long service leave liabilities. This will result in an
expense for the second and third tranches of the bonus payment not being recognised on a pure
straight line basis because of the implicit interest component.

QUESTION TWO (B):

ANSWER TWO (B):

Should the liability for bonus payment be
recognised as a current or non-current liability
under AASB 101 Presentation of Financial
Statements?

At 30 June 2010, the first 50 percent tranche should be presented as a current liability under
AASB 101. The liability for the other two tranches, at discounted amounts, will be presented as
non-current. However, at 30 June 2011, the first 25 percent tranche will be presented as a current
liability because it is due within twelve months of the year end, despite the fact that it has been
measured as a long term benefit.

QUESTION TWO (A):

It should therefore be noted that measurement and presentation are two different matters.
Measurement takes place under AASB 119 Employee Benefits, whereas presentation takes place
under AASB 101 Presentation of Financial Statements.
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FOR MORE INFORMATION

COMMENTS SOUGHT ON
EXPOSURE DRAFTS

NSW/ACT

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

COMMENTS COMMENTS
DUE TO
DUE TO
AASB BY
IASB BY

ED 210 Financial
Instruments: Impairment

Proposes amendments to the expected loss
model initially proposed in ED 189.

16 March
2011

ED 209 Offsetting Financial
Assets and Financial
Liabilities (proposed
amendments to AASB 7 and
AASB 132, and proposal
relating to Tier 2 disclosure
requirements)

Proposes that recognised financial assets and 11 April 2011
financial liabilities be offset in the statement of
financial position when:
• Entity has an unconditional and legally
enforceable right of set-off
• Intends to either settle the asset and
liability on a net basis or to realise the asset
and settle the liability simultaneously.
The right of set-off must be legally enforceable
in all circumstances, i.e. including default by, or
bankruptcy of, a counterparty.

28 April 2011

ED Tier 2 Supplement to ED
195 Defined Benefit Plans
(proposed amendments to
AASB 119)

Proposes various disclosure exemptions for the
Reduced Disclosure Requirements.

9 May 2011

N/A

ED Tier 2 Supplement to
ED 208 Hedge Accounting
(proposed amendments to
AASB 7)

Proposes various disclosure exemptions for the
Reduced Disclosure Requirements.

2 June 2011

N/A

ED 211 Proposed
Amendments to AASB 1049

Proposes enhancements to AASB 1049 based
on the AASB’s post-implementation review of
AASB 1049, and has regard to the experiences,
at an operational level, of each jurisdiction
applying AASB 1049 to its 2008-2009 or
earlier financial years.

6 June 2011

9 March 2011

1 April 2011
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