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ACCOUNTING

news
IASB releases six new
standards
The IASB in mid-May released six new Accounting Standards.
IFRS 13 Fair Value Measurement is the result of the IASB’s and FASB’s joint work on fair value
measurement and disclosure. The standard defines ‘fair value’, sets out a single framework for
measuring fair value, and requires disclosures about fair value measurements. It is effective for
annual periods beginning on or after 1 January 2013 and may be adopted early.
The long awaited revised consolidation and joint venture standards, which now broadly align the
IASB’s and FASB’s accounting treatment for off-balance sheet activities, were released as three new
Accounting Standards and amendments to two existing standards as follows:
• IFRS 10 Consolidated Financial Statements
• IFRS 11 Joint Arrangements
• IFRS 12 Disclosure of Interests in Other Entities
• IAS 27 Separate Financial Statements
• IAS 28 Investments in Associates and Joint Ventures.
These five standards are effective for annual periods beginning on or after 1 January 2013 and must
be applied as a complete package if adopted early.
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In this edition, the IASB has released six new
Accounting Standards and we look at how
the IASB’s and FASB’s thinking has evolved
on key aspects of their revenue and leasing
exposure drafts. Also covered in this edition
is the proposed Personal Property Securities
Act 2009 that introduces requirements for
businesses that take personal property as
security for debts owing.
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Revenue update
The International Accounting Standards Board (IASB) has recently been holding joint discussions with
the US Accounting Standard setter, the Financial Accounting Standards Board (FASB), to discuss the
revenue accounting proposals initially exposed as ED/2010/6 Revenue from Contracts with Customers (ED
198 in Australia) in July 2010, as well as comment letters received.
There is no change to the fundamental proposals in the ED which requires revenue to be recognised in a five stage process as follows:

1. Identify the
contract(s)
with the
customer

2. Identify
the separate
performance
obligations

3. Determine
the transaction
price

4. Allocate
the transaction
price to the
performace
obligations

5. Recognise
revenue when
a performance
obligation is
satisfied

However, various tentative decisions have been made up to April 2011 at these joint meetings which will impact mainly timing and amount of revenue
recognised in future. These are summarised in the table below.
TENTATIVE DECISIONS ON ED 198 REVENUE FROM CONTRACTS WITH CUSTOMERS
Original ED - June 2010
Tentative decisions and other discussions – Likely impact of changes
up to April 2011
Step One: Identify contract(s) with customers
Combining contracts
Contracts must be combined when
prices in one contract are interdependent
on prices in another contract, i.e. the
contracts are:
• Entered into at or near same time
• Negotiated as package with a single
commercial objective
• Performed concurrently or
consecutively
Segmenting contracts
Contracts must be segmented if prices
of some goods/services are independent
of prices of other goods/services in same
contract, i.e.:
• Entity regularly sells identical/similar
goods separately AND
• Customer does not receive a
significant discount for buying goods/
services together with other goods/
services in the contract
Contract modifications
If prices of contract modification and
existing contract not interdependent,
account for modification separately
If prices of modification and existing
contract are interdependent, account
for together with existing contract –
cumulative effect of contract modification
recognised during period in which
modification occurs
Step Two: Identify separate performance obligations
Definition of
An enforceable promise (whether explicit
‘performance obligation’ or implicit) in a contract with a customer
to transfer a good/service to the customer

Identifying separate
•
performance obligations

•
•

Contracts will be combined less
Contracts must be combined if with same customer,
frequently
entered into at or near same time and one or more of
following criteria met:
• Contracts negotiated as a package with a single
commercial objective
• Amount of consideration in one contract depends on
consideration in the other contract
• Goods and services in contracts are interrelated (design,
technology or function)
Boards have decided to eliminate this requirement
Focus on identifying performance
obligations (refer Step Two)
rather than segmenting contracts

If modification is the addition of a distinct good /service
at price commensurate with the additional good/service,
account for as a separate contract
For all other modifications – reallocate price to each
separate performance obligation

A promise in a contract with a customer to transfer a good/
service to the customer. Performance obligations include
promises that are implied by an entity’s business practices,
published policies, or specific statements if those promises
create a valid expectation of the customer that the entity
will perform
An entity should account for a bundle of goods/ services
Determine if all promised goods
as a single performance obligation if the entity provides
or services in contract should
a significant service of integrating the item(s) into a single
be accounted for as separate
performance obligations by evaluating item that the customer has contracted (i.e. construction
contract for a building)
the terms of the contract and the
customary business practice
Account for separate performance
In all other cases, account for a good or service as a
obligations if ‘distinct’
separate performance obligation if both the following
A good or service is distinct if either:
conditions are met:
−− identical or similar goods/ services
• Good/service is distinct, i.e. the entity regularly sells
sold separately OR
the good/service separately, or the customer can use
−− could be sold separately because
the good/service on its own, or with resources readily
it has a distinct function and a
available to the customer
distinct profit margin
• Pattern of transfer of the good/service is different from
the pattern of transfer of other promised goods/services
in the contract

Clarification only

Effect of modification accounted
for later (i.e. when performance
obligation satisfied rather than
during period when the contract
changes)

Clarification only

Clarification only to prevent users
identifying large numbers of
performance obligations, e.g. in
construction contracts
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Warranties

Latent defects – does not give rise to
separate performance obligation. Instead,
at reporting date, estimate amount
of unsatisfied performance obligation
(because defective, rather than working
products have been supplied), and reduce
revenue recognised
Faults that arise after product transferred
to customer - gives rise to separate
performance obligation for warranty
services and the transaction price is
allocated between the promised product
and the warranty service

Step Three: Determine the transaction price
Transaction price
Transaction price is the amount of
consideration expected to be received
in exchange for a good/ service
(probability weighted)
The transaction price needs to be
reasonably estimated, i.e. both of the
following conditions are met:
• Entity has experience with similar
types of contracts AND
• Experience is relevant to contract,
i.e. entity does not expect significant
changes in circumstances
Credit risk

Entity should adjust the transaction price
to account for the customer’s credit risk
using a probability weighted approach

Time value of money

Transaction price should reflect the timevalue of money, where material

Customer has the option to purchase a separate warranty
from the entity - account for as a separate performance
obligation (allocate revenue to warranty service)

Higher levels of revenue where
warranties embedded in sales
contracts, with cost accruals

Customer does not have the option to purchase a separate
warranty from the entity - account for as a cost accrual (i.e.
warranty obligation) unless the warranty provides a service
to the customer in addition to assurance that the good/
service is what was specified in the contract

Board decided that a three step process be used where the
amount of expected consideration is uncertain:
1. Determine the transaction price as the amount most
likely to be received (could be probability weighted)
2. Allocate transaction price to each performance
obligation
3. Recognise revenue as amount allocated to satisfy each
performance obligation, unless any of the following
apply:
−− Customer could avoid paying
−− Entity has no experience with similar contracts
−− Entity’s experience with contracts not predictive of
outcome of contract
The customer’s credit risk should not affect whether a
contract exists or the measurement of the transaction
price. Instead, the entity should recognise the gross revenue
specified in the contract and an allowance for impairment
loss on the contract with the customer, presented in a
separate line adjacent to revenue (i.e. contra revenue)
The transaction price should reflect the time-value of
money where the contract includes a financing component
that is significant or material to the contract

Clarification only

Revenue to be split between
gross revenue per contract less
impairment

Clarification only

In assessing whether contract has a significant financing
component, consider:
• Whether consideration would be substantially different
if customer paid cash instead of having extended credit
terms
• Whether interest rate explicit/implicit in contract is
significant

Non-cash consideration

Transaction price should reflect the fair
value of non-cash consideration

Where the period between payment and transfer is less
than a year, the time-value of money would not need to be
considered
To be discussed further at future board meetings

Where this cannot be reasonably
estimated, should be measured by
reference to stand-alone price of goods
or services
Consideration payable to The transaction needs to reflect any
To be discussed further at future board meetings
the customer
consideration payable to the customer
Step Four: Allocate transaction price to performance obligations
At contract inception
Allocate the transaction price to the
Where stand-alone selling price of a good/service
performance obligations at contract
underlying a separate performance obligation is highly
inception, in proportion to the standvariable, estimate price using residual technique (i.e. total
alone selling price
transaction price less stand-alone price of other goods/
service in contract)
If a stand-alone selling price is not
available, the entity must estimate it by
maximising use of observable inputs and
applying estimation methods consistently
for goods/services with similar
characteristics, e.g.:
• Expected cost plus margin approach
• Adjusted market assessment approach

Less complicated calculations to
determine uncertain revenues
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Subsequent changes in
transaction price

Allocate portion of transaction price to one (or more)
performance obligations if both of the following conditions
are met:
• Contingent payment terms of the contract relate
specifically to the entity satisfying that performance
obligation AND
• Amount allocated to the particular performance
obligation is reasonable relative to all of the
performance obligations and payment terms in the
contract
Step Five: Recognise revenue when performance obligation is satisfied
Revenue recognised when customer
Added guidance on performance obligations for services
When a performance
satisfied over time (refer When a performance obligation
obligation is satisfied at obtains control of the good/service
is satisfied over time (services) below)
a point in time (goods)

When a performance
obligation is satisfied
over time (services)

When a performance
obligation is satisfied
over time (goods and
services)

Other Issues
Costs to obtain a
contract

After contract inception, any change in
the transaction price would be allocated
to all performance obligations on the
same basis as at inception, during the
period in which the transaction price
changes

Indicators that customer has obtained
control of the good/service include:
• Customer has an unconditional
obligation to pay
• Customer has legal title
• Customer has physical possession
• Design or function of the good/service
is customer-specific
No guidance

No guidance

Indicators that customer has obtained control of a good
include:
• Customer has an unconditional obligation to pay
• Customer has legal title
• Customer has physical possession
• Customer has risks and rewards of ownership of the
good
An entity satisfies a performance obligation over time if at
least one of the following two criteria are met:
• Entity’s performance obligation creates/enhances an
asset that the customer controls
• Entity’s performance does not create an asset with
alternative use to the entity and at least one of the
following applies:
−− Customer receives a benefit as the entity performs
each task
−− Another entity would not need to reperform the
task performed to date if that other entity were
to fulfil the remaining obligation to the customer
without the benefit of any inventory controlled by
the entity
−− Entity has a right to payment for performance to
date
If an entity promises to deliver both goods and services:
• If goods and services are separate performance
obligations – account for them as such
• If goods and services not separate performance
obligations – account for bundle of goods and services
as services

Recognise costs of obtaining a contract as •
an expense when incurred
•

Timing of revenue recognition
because additional revenue
from subsequent changes to
the transaction price can be
allocated in certain cases to
specific performance obligations,
rather than on same basis as at
inception

Additional guidance

Additional guidance

Additional guidance

Recognise incremental costs of obtaining a contract as Capitalise costs
an asset where the entity expects to recover them
Present such costs as asset separately on statement of
financial position. Subsequently measure on systematic
basis consistent with pattern of transfer of goods or
services asset relates to

At the time of writing, the Boards are still to discuss disclosures and transition and a final standard is not expected until Q4 2011.
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Leasing update
Our Accounting News, March 2011, included a detailed summary of key aspects of lease accounting
where the IASB and FASB had made tentative decisions to amend the proposals originally included in
ED/2010/9 Leases (ED 202R in Australia).
During further discussions in March and April 2011, the boards have discussed the following matters:
TENTATIVE DECISIONS ON ED 202R LEASES
Original ED - August 2010

Accounting for purchase
options

Exercise price of a purchase option included
in a lease is not a lease payment and
the purchase option is not included in
determining the present value of lease
payments payable

Short-term leases

At the date of inception of a lease, a lessee
that has a short-term lease may elect on
a lease-by-lease basis to measure, both at
initial measurement and subsequently:
• Liability to make lease payments at
undiscounted amount of lease payments
AND
• Right-of-use asset at undiscounted
amount of lease payments plus initial
direct costs

Tentative decisions and other
discussions – March and April 2011

Likely impact of changes

If lessee has significant economic incentive to exercise
the purchase option:
• Exercise price of a purchase option should be
included by lessees and lessors when measuring
lessee’s liability to make lease payments and lessor’s
right to receive lease payment
• Right-of-use asset recognised by lessee should be
amortised over economic life of asset, rather than
over lease term
Short-term leases for both lessees and lessors to have
a maximum possible term, including any options to
renew, of 12 months or less

Higher right-of-use asset values
in statement of financial position

Prevents being able to make
election on a lease-by-lease basis

Lessees and lessors may elect:
• As an accounting policy, for a class of underlying
asset, to account for all short-term leases by not
recognising lease assets or lease liabilities AND
• To recognise lease payments in profit or loss on a
straight-line basis over lease term, unless another
systematic and rational basis is more representative
of time pattern in which use is derived from
underlying asset

Based on feedback from outreach activities, at the time of writing, the boards also reached the following decisions:
Variable lease payments
The boards confirmed that the lessee’s liability and the lessor’s receivable should include lease payments that are in-substance fixed payments which
have been structured as variable lease payments in form.
The boards changed their tentative decision in relation to lease payments that meet a high threshold. Our Accounting News, March 2011, noted that
lease payments should include contingent payments that meet a high recognition threshold, such as ‘reasonably certain’. The boards have now decided
that in cases where payments are less certain, those amounts should not be included when measuring the lessee’s lease liability and the lessor’s lease
receivable. This means that turnover rent will be recognised in few instances as part of the lessee’s lease liability and the lessor’s lease receivable,
instead being recognised as a period expense.
The boards are to discuss lease payments that depend on an index or rate, including reassessment, at a future meeting.
Two approaches to lessee accounting
The boards decided that there should be two approaches to lessee accounting and lessees would use similar guidance to that included in IAS 17 Leases.
These are finance leases and other-than-finance leases. While the original exposure draft completely removed the distinction between finance and
operating leases, the boards are now proposing to reintroduce such a distinction.
Both approaches will see lessees recognising a right-of-use asset and a lease liability (both being measured at the present value of lease payments),
with the liability subsequently measured using the effective interest method. Otherwise, accounting for the two different approaches is as follows:
Finance lease

Amortisation of right-of-use asset in profit or loss

On a systematic basis that reflects the pattern
of consumption of future economic benefits in
accordance with IAS 38 Intangible Assets

Disclosure

In profit or loss, or in the notes:
• Amortisation of right-of-use asset
• Interest expense

Other-than-finance lease
In a manner so that total lease expense is recognised
over lease term on a straight-line basis (i.e. sum of
amortisation of right-of-use asset and interest expense
on liability), unless another systematic basis is more
representative of time pattern of total lease expense
As a single line item within operating expenses, e.g. as
rent expense), total of:
• Amortisation of right-of-use asset
• Interest expense

Deliberations on various issues continue and at the time of writing, a final standard is not expected until Q4 2011.

6

accounting news

for more information

Personal Property
Securities Act

NSW/ACT

A personal property security is when a secured party takes an
interest in personal property as security for a loan or other
obligation, or enters into a transaction that involves the supply of
secured finance.
Examples include:
• When a person borrows money from a bank and offers the bank collateral or security for the
loan, the bank’s interest over the collateral is personal property security
• Retention of title clauses, e.g. for inventories (‘Romalpa’ clause).
Personal property is any form of property other than land, buildings or fixtures which from part of
the land. It can include tangible assets such as cars, art, machinery and boats as well as intangible
assets such as intellectual property and contingent rights and financial assets like shares.
Personal property security (PPS) reform brings the different Commonwealth, State and Territory
laws and registers regarding security interests in personal property under one national system. PPS
reform introduces the Personal Property Securities Act 2009 and a single online PPS register. The
model is based on the same models currently being used in Canada and New Zealand. The final
set of amendments needed to implement the Personal Property Securities Act 2009 is contained in
the Personal Property Securities (Corporations and Other Amendments) Bill 2011, which is expected
to pass through Parliament in the next few weeks. The PPS Act and PPS register are scheduled to
commence from the registration commencement time of October 2011.
The PPS register will allow lenders and businesses to register their security interest. Secured parties,
buyers and other interested parties can search the PPS register to find out if a security interest is
registered over the personal property.
As a consequence of the PPS reform, a number of existing Commonwealth, State and Territory
personal security registers will close. Security interests which are currently registered on those
registers will generally be migrated to the national register. We recommend that once the national
register is up and running, you confirm that all your interests have been registered.
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Comments sought on
exposure drafts
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.
Comments Comments
due to
due to
AASB by
IASB by

Document

Proposals

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
6 June 2011
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

N/A

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

Proposes various disclosure exemptions for the
Reduced Disclosure Requirements

N/A

27 June 2011
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