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THE RELEASE ON 31 OCTOBER 2012 BY THE INTERNATIONAL ACCOUNTING
STANDARDS BOARD (IASB) OF THE NEW ‘INVESTMENT ENTITIES STANDARD’
MEANS THAT INVESTMENT ENTITIES WILL BE EXEMPT FROM CONSOLIDATING
THEIR INVESTMENTS IN SUBSIDIARIES AND CONTROLLED ENTITIES UNDER IFRS
10 CONSOLIDATED FINANCIAL STATEMENTS. INSTEAD THEY WILL BE ABLE TO
MEASURE THESE INVESTMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS.
The amending standard, Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27), applies
only to a class of business that qualifies as an ‘investment entity’ as defined in the amendment.
The new standard:
• Defines an investment entity
• Provides an exemption from the consolidation of subsidiaries under IFRS 10 for investment entities
• Describes alternative measurement requirements for investment entities
• Adds disclosures to IFRS 12 Disclosure of Interest in Other Entities for these investment entities.
Investment entity definition
The amendment defines an ‘investment entity’ as an entity that meets all of the following criteria:
• Obtains funds from one or more investors for the purpose of providing those investors with
investment management services
• Commits to its investors that its business purpose is to invest funds solely for returns from
capital appreciation and/or investment income
• Measures and evaluates the performance of substantially all of its investments on a fair value basis.
Significant application guidance is provided in relation to the above, considering factors such as:
• Business purpose
• Exit strategies
• Earnings from investments
• Fair value measurement.

P7 ASIC updates guidance on financial
reporting requirements for AFS
licensees.
In this month’s newsletter, we look at the
new investment entities standard which
exempts investment entities from having
to consolidate subsidiaries and controlled
entities under IFRS 10 Consolidated Financial
Statements. We take a brief look at the new
financial reporting requirements for charities
as well as the ASX’s proposed changes
to their continuous disclosure guidelines
and provide some insight as to how tax
rulings may impact accounting in future,
particularly with respect to dividends paid
under s254T of the Corporations Act 2001.
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To help decide whether an entity meets the three limbs of the definition
of ‘investment entity’, the standard provides examples of typical
characteristics that an investment entity would have. These are:
• It has more than one investment
• It has more than one investor
• It has investors that are not related to the entity or other members of
the group containing the entity
• Ownership interests are typically in the form of equity or similar
interests (e.g. partnership interests), to which proportionate shares of
the net assets of the investment entity are attributed.
The absence of one or more of these typical characteristics does not
necessarily mean that the entity cannot be an ‘investment entity’.
However, if an entity does not meet one (or more) of the characteristics,
but still applies the investment entity exemption, it must justify and
disclose how its activities continue to be consistent with that of an
investment entity.
The types of entities which may meet the definition of an investment
entity include private equity organisations, venture capital organisations,
pension funds, sovereign wealth funds and other investment funds.
Exemption and alternative measurement
Investment entities shall not consolidate their investments in subsidiaries
and controlled entities, but would instead measure these at fair value
through profit or loss in accordance with IFRS 9 Financial Instruments or
IAS 39 Financial Instruments: Recognition and Measurement.
Disclosures
IFRS 12 has been amended to include additional disclosures about
investment entities, such as:
• Significant judgements and assumptions made to determine that the
entity is an investment entity
• Reason that the entity is regarded as an investment entity if one or
more of the typical characteristics are missing

• Details of the change in status when an entity either becomes or
ceases to be an investment entity and the reason for the change
• Many additional disclosures about unconsolidated entities.
Effective date
The amendment is effective (on a modified retrospective basis) for annual
periods beginning on or after 1 January 2014, but is available for early
adoption.
Restrictions on application of the investment entity standard
The amended standard can only be utilised by those entities which meet
the definition of an investment entity. The standard cannot be used when
a parent entity has a subsidiary that is an investment entity. Therefore
where a group includes an investment entity, the group consolidation
must consolidate all subsidiaries that meet the definition of a subsidiary.
New amendments to investment entities not available for early
adoption in Australia
At its November 2012 meeting, the Australian Accounting Standards
Board (AASB) considered the concerns about the loss of consolidation
information that would result from the IFRS standard Investment Entities
(Amendments to IFRS 10, IFRS 12 and IAS 27). The AASB therefore
tentatively decided to delay adoption of the IFRS standard until after
it undertakes due process through an exposure draft (ED) considering
additional, compensating note disclosures.
The ED is expected to propose disclosure of the three primary financial
statements that would be produced under full consolidation. The AASB
will seek input from constituents as to how those disclosures might be
reduced without losing relevant information. The AASB aims to issue the
ED before the end of this year (2012). Therefore, the IFRS amendments to
IFRS 10, IFRS 12 and IAS 27 are not currently available for early adoption
in Australia.
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CHARITIES TO HAVE UNIFORM FINANCIAL
REPORTING
included in the legislation that will apply to all charities, except for basic
religious charities (these are defined in detail in the new legislation).
Many of these requirements appear strikingly similar to the Chapter 2M,
Corporations Act 2001 financial reporting requirements for companies,
disclosing entities and registered schemes.
Annual information statements
Subdivision 60-B deals with annual information statements.
All entities will have to provide the Commissioner with an annual
information statement, whose contents are yet to be finalised. The first
annual information statement must be lodged for the 30 June 2013 year,
and must be given to the Commissioner no later than 31 December of the
following financial year, i.e. 31 December 2013.

THE PASSING OF THE AUSTRALIAN CHARITIES AND NOTFOR-PROFITS COMMISSON BILL 2012 AND THE AUSTRALIAN
CHARITIES AND NOT-FOR-PROFITS COMMISSION
(CONSEQUENTIAL AND TRANSITIONAL) BILL 2012 THROUGH
THE HOUSE OF REPRESENTATIVES ON 1 NOVEMBER 2012
WILL RESULT IN UNIFORM FINANCIAL REPORTING FOR
CHARITIES FOR FINANCIAL YEARS ENDING ON OR AFTER
30 JUNE 2014.
This means that unincorporated charities and other not-for-profit
organisations such as unincorporated associations, societies, clubs and
trusts will in future have to prepare the same financial reports and be
subject to the same audit/review requirements as charities operating
through incorporated entities such as companies limited by guarantee,
incorporated associations and co-operatives.
The legislation establishes a new independent statutory office called
the Australian Charities and Not-for-profits Commission (ACNC), which
will be the Commonwealth regulator for the not-for-profit sector. The
purpose of the legislation is to:
• Establish a ‘report once, use often’ reporting framework
• Strengthen the sector’s transparency, governance and accountability
• Provide the public with information on the sector that is
commensurate with the level of support provided to the sector by the
public
• Create a ‘one-stop shop’ for registration, tax concessions, and
accessing Australian Government services and concessions, i.e.
registered entities will only have to apply and report to the ACNC, and
this should reduce the compliance burden associated with duplicative,
ad hoc and inconsistent reporting.
The original 1 October 2012 start date for the ACNC was delayed due to
the hold-up in passing of the relevant legislation. At the time of writing,
the start date had not been formally announced but is expected to be
during December 2012.
This article summarises the main financial reporting requirements

Financial reports
Subdivision 60-C deals with the financial reporting requirements as
follows:
• Medium and large entities will have to provide the Commissioner with
a financial report
• Financial reports for medium entities can be subject to review or audit,
but financial reports for large entities must be audited
• The content of the financial report (i.e. which primary statements and
notes will be required) will be specified in Regulations which are yet to
be released
• The financial report and review or audit report must be given to the
Commissioner no later than 31 December in the following year. For
entities with a 30 June year end, the first financial report will have to
be given to the Commissioner by 31 December 2014
• The Commissioner has discretion to treat a registered entity as small,
medium or large. This may occur, for example, where an entity has
earned revenue of $500,000 for several years, and in one year receives
a one-off bequest of $900,000 which throws them over the $1 million
revenue threshold. In such cases, the Commissioner may determine
that this entity is a medium entity and it will be able to continue to
have its financial report reviewed rather than audited.
The table below summarises the audit and review requirements, as well
as types of reports required for small, medium and large entities.
TYPE OF ENTITY
Small – Annual revenue*
< $250,000
Medium – Annual
revenue* < $1 million
and not small

AUDIT OR REVIEW
NIL

Large – Annual revenue*
$1 million or more

Audit

Review or audit

REPORTS
Annual information
statement
Annual information
statement
Financial report
Annual information
statement
Financial report

*Calculated in accordance with Accounting Standards
The auditor will also need to provide a written and signed independence
declaration to the registered entity to the effect that there have been no
contraventions of any applicable code of professional conduct in relation
to the audit or the review engagement (otherwise the declaration must
set out details of contraventions).
The financial reporting requirements do not apply to ‘basic religious
charities’.
Additional reporting obligations
These may be placed by the Commissioner upon registered entities in
special circumstances, such as if the Commissioner is concerned about an
entity’s compliance with the ACNC legislation.
Substituted accounting periods
The Commissioner may allow a registered entity to have a different year
end than June (substituted accounting period).
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PROPOSED CHANGES TO ASX CONTINUOUS
DISCLOSURE GUIDELINES
TO ASSIST LISTED ENTITIES TO COMPLY WITH THEIR CONTINUOUS DISCLOSURE OBLIGATIONS, ON 17 OCTOBER 2012,
THE AUSTRALIAN SECURITIES EXCHANGE (ASX) RELEASED FOR CONSULTATION ITS DRAFT RE-WRITE OF GUIDANCE
NOTE 8 CONTINUOUS DISCLOSURE: LISTING RULE 3.1 TO CLARIFY THE CONTINUOUS DISCLOSURE REQUIREMENTS FOR
LISTED ENTITIES.
The release is timely given the recent outcome of the Fortescue
Metals case and recent enforcements by the Australian Securities and
Investments Commission (ASIC).
The proposals provide clarity and insight into the ASX and ASIC’s
approach when applying and enforcing continuous disclosure laws.
Three documents have been released for public consultation. These are:
• Proposed changes to ASX Listing Rules
• Proposed new version of Guidance Note 8 Continuous Disclosure:
Listing Rules 3.1-3.1B
• A new abridged guide on continuous disclosure called Continuous
Disclosure: An Abridged Guide.
Copies of these documents can be obtained from the ASX website.
Proposed changes to ASX Listing Rules
Listing Rule 1.10.1 will make it clear that Listing Rules 3.1A and 3.1B also
apply to debt listings.
The order of the carve out exceptions in Listing Rule 3.1A has been
reversed so that the ‘reasonable person’ test is a last order, rather than
a first order (to demphasie this test), requirement for information not to
be disclosed immediately.
If the ASX considers there to be a false market in the entity’s securities,
the listed entity will need to give the ASX information to correct or
prevent a false market that the ASX ‘asks for’ rather than information
‘needed’ to prevent a false market.
Several disclosures that were previously included as examples in Listing
Rule 3.1 (and therefore only required to be disclosed if a reasonable
person would expect it to have a material effect on the share price)
have been deleted and inserted elsewhere in Chapter 3 Continuous
Disclosure so that they are now specifically required, regardless of the
impact on the share price. These include disclosing:
• Immediately to the ASX when an entity declares a dividend or
distribution or makes a decision that a dividend or distribution will
not be declared (proposed new Listing Rule 3.21)
• If dividend reinvestment plans have been deactivated or reactivated
(amended Listing Rule 3.10.8)
• Information about employment or consultancy agreements with
CEOs, directors or other related parties (proposed new Listing Rule
3.16.4)
• Copy of information about substantial shareholdings of securities
under Part 6C.2 of the Corporations Act and any overseas law
equivalent to Part 6C.2 (proposed new Listing Rule 3.17.3).
Other proposed changes to Chapter 3 include requiring listed entities:
• To notify the ASX of notices received by security holders calling,
requesting the calling of, or proposing to move resolutions at
a general meeting, regardless of the impact on the share price
(proposed Listing Rule 3.17.2)
• To immediately give the ASX copies of documents given to an
overseas exchange that is, or is to be made, public (proposed Listing
Rule 3.17A)
• Entities not established in Australia that become aware of a change
to a law in its home jurisdiction that materially affects rights and
obligations of security holders must immediately give the ASX
details of the change (proposed Listing Rule 3.17B).
The proposed changes also include various other tidy up amendments
to other chapters of the Listing Rules.

Proposed new version of Guidance Note 8 Continuous Disclosure:
Listing Rules 3.1-3.1B
This is the first time that the Guidance Note has been updated since
2005. The proposed new version provides a lot of additional guidance in
the following areas:
Test for determining materiality – explains how the ASX interprets
and applies the test in section 677 of the Corporations Act.
Meaning of ‘immediately’ – clarifies that ‘immediately’ does not mean
‘instantaneously’ but rather promptly and without delay.
Use of trading halts to manage disclosures – explains how trading
halts can be used to manage continuous disclosure obligations and
confirms the ASX’s existing practice that they will usually grant a
trading halt if the entity needs time to prepare and issue a market
sensitive announcement.
Practical steps – list of steps that listed entities can take to help
manage disclosure obligations.
Headings and contents of announcements – more guidance on what
should be included in headings and contents of announcements to
ensure announcements are complete, accurate and not misleading.
Application of carve outs in Listing Rule 3.1A – more guidance on
requirements to be satisfied for the carve outs to be used, e.g. on
incomplete proposals and negotiations, confidentiality and ‘reasonable
person’ test.
False markets – clarifies what constitutes a ‘false market’ for Listing
Rule 3.1B and outlines how the ASX deals with situations where this rule
is invoked.
Specific disclosure issues – provides substantially more guidance
about how to deal with ‘earnings surprises’ as well as how exploration
and production targets should be issued by mining and gas entities.
ASX enforcement practices – this new section explains how the ASX
monitors and enforces compliance with Listing Rule 3.1.
Annexure A – includes more detailed examples illustrating the
principles included in Guidance Note 8.
Annexure B – new annexure providing guidance about how the
Corporations Act continuous disclosure requirements interact with
Listing Rule 3.1.
Annexure C – new annexure giving guidance as to what policies and
procedures listed entities should be implementing to comply with their
continuous disclosure obligations under the Corporations Act and Listing
Rule 3.1.
A new abridged guide on continuous disclosure
The revised Guidance Note 8 is now quite lengthy due to the amount of
comprehensive guidance and worked examples that have been added.
Guidance Note 8 is generally targeted at legal and other professional
advisers. The abridged guide is shorter and targeted at directors and
other officers of listed entities.
Comment date
The ASX is seeking comments from listed entities, their advisers and
other stakeholders. Comments close Friday 30 November 2012 and we
encourage interested parties to make submissions.
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TAX RULING TO IMPACT ACCOUNTING FOR
DIVIDENDS
THE AUSTRALIAN TAX OFFICE (ATO) HAS RELEASED A TAX RULING TR 2012/5 ‘INCOME TAX: SECTION 254T OF THE
CORPORATIONS ACT 2001 AND THE ASSESSMENT AND FRANKING OF DIVIDENDS PAID FROM 28 JUNE 2010’ (TAX RULING)
WHICH MAY AFFECT THE WAY WE ACCOUNT FOR DIVIDEND PAYMENTS IN FUTURE.

It appears from the Tax Ruling that in cases where a company has
accumulated losses in prior years, but profit in a current year, that the
ATO is now linking a company’s ability to pay a franked dividend to the
way these profits are recorded in the company’s financial statements, not
just its general ledger.
The Tax Ruling rules on the following:
• If a company pays a dividend out of ‘profits recognised in the
company’s accounts and available for distribution’, the dividend can be
a franked dividend even though the company may have unrecouped
losses accumulated in prior years or lost as part of its share capital
• A company can pay a franked dividend out of an unrealised capital
profit recognised in the accounts provided that the company’s net
assets exceed its share capital by at least the amount of the dividend
(and the payment is permitted by the company’s constitution and
does not result in a breach of section 254T and the share capital
reductions and share buy-back provisions of the Corporations Act)
• Distributions that are a reduction or return of share capital cannot be
franked.
While much of the language used in the Tax Ruling is legal and technical,
some of the terms used above have the following meanings (in plain
English):
TERM
Accounts

Dividend

Net assets

Profits

MEANING
Financial reports and statements prepared in accordance with
Australian Accounting Standards
Includes interim and half-yearly financial reports and
statements
Accounts do not include general ledger or journal entries
Does not include amounts paid or credited to shareholders
where amounts paid or credited have been debited against the
share capital account
Amount by which company’s assets exceed its liabilities
Calculated in accordance with Accounting Standards in force at
the relevant time
Profits recognised in a company’s accounts which are available
for distribution by way of dividend
Do not include amounts of income/loss included in other
comprehensive income

In this article we will not try to delve into the complexities of the detailed
meaning of ‘profits’ for tax purposes. For more details, refer to the full
text of TR 2012/5.
However below are some examples of how tax treatment in the future
may well be determined by how companies record accumulated losses
and current year profits in their financial statements.
These examples are based on the principle that dividends cannot be
funded directly or indirectly from share capital, with amounts of profit
applied against accumulated losses being considered part of ‘share
capital’.
Example 1 – Final dividend declared out of profits carried to a
profits reserve
The financial statements of ABC Limited are as follows:
BALANCE SHEET
Cash
PPE
Net assets
Share capital
Accumulated profit/(loss)
reserve
2012 profit reserve
Equity
STATEMENT OF
COMPREHENSIVE INCOME
Profit or loss
Current year profit
Other comprehensive income
Net change in reserves
Total comprehensive income

31 DECEMBER
2012 ($)
80
20
100
140
(70)

31 DECEMBER
2011 ($)
50
20
70
140
(70)

30
100

NIL
70

31 DECEMBER
2012 ($)

31 DECEMBER
2011 ($)

30

(70)

NIL
30

NIL
(70)
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Can ABC Limited pay a franked dividend of $25 on 1 February 2013
out of the $30 profit earned during the year ended 31 December
2012?
Yes. In this case a $25 dividend can be paid out of the $30 profit earned
during 2012 because it has been appropriated into a profits reserve. In
addition, $5 remains available for a dividend payment in subsequent
years as it has been separately appropriated into a profits reserve in the
financial statements.
Example 2 – Final dividend declared out of profits that have been
netted off against accumulated losses
Similar facts to Example 1, except that the current year profit is set off
against accumulated losses carried forward from 2011. The financial
statements of DEF Limited are as follows:
BALANCE SHEET
Cash
PPE
Net assets
Share capital
Accumulated profit/(loss)
reserve
Equity
STATEMENT OF
COMPREHENSIVE INCOME
Profit or loss
Current year profit
Other comprehensive income
Net change in reserves
Total comprehensive income

31 DECEMBER
2012 ($)
80
20
100
140
(40)

31 DECEMBER
2011 ($)
50
20
70
140
(70)

100

70

31 DECEMBER
2012 ($)

31 DECEMBER
2011 ($)

30

(70)

NIL
30

NIL
(70)

Can ABC Limited pay a franked dividend of $25 on 1 February 2013
out of profits for the 2012 financial year?
Generally, profits earned in one year are considered ‘appropriated’, and
therefore not available for distribution in a subsequent year, if they are
netted off against the balance of accumulated losses in the financial
statements. This would mean that a $25 dividend could not be paid.

However, this conclusion can be reversed if the directors pass a binding,
legally effective resolution to pay the $25 dividend at the same meeting
that the financial statements are approved. However, the remaining $5 is
considered ‘appropriated’ and is therefore not available for distribution in
future years as a franked dividend.
Summary
Some of you may read this article and think that this is ‘accounting gone
mad’ or ‘tax gone mad’. It is important to note, however, that the Tax
Ruling follows from the legal opinion by Slater and Hmelnitsky which
states (on page 20) that ‘If the company has appropriated the profits of
the current year to make good past losses, that appropriation is binding:
the profits cannot be ‘withdrawn’ from the replenished profit and loss
account, except to the extent that there is a year end surplus (i.e. where
profits exceed the past losses).’
We therefore recommend that when preparing your next set of financial
statements that you remember the following if your company has
accumulated losses but current year profits:
• The best way to preserve current profits to pay dividends in future
years is to segregate them into a ‘Profits Appropriation Reserve’. As
mentioned in the definition table above, ‘accounts’ do not include
general ledger or journal entries. Therefore, it is not sufficient to keep
memorandum records or separate general ledger accounts for these
profits. They need to actually be described as such in the financial
statements.
• If current profits have not been segregated into a ‘Profits
Appropriation Reserve’, these will generally roll into the balance of
accumulated losses for future years and you will not be able to pay
these out as franked dividends in future years.
• If you do not wish to record a separate ‘Profits Appropriation Reserve’
but wish to declare or pay the dividend in the following year, directors
can pass a legally effective resolution to declare or pay the dividend at
the same meeting that the financial statements are approved.
Another issue that the Tax Ruling has clarified is that a company paying
dividends to shareholders must itself have sufficient profits available for
appropriation to distribute a dividend. So in group situations, the parent
entity itself, as a standalone entity, must have sufficient profits available.
To obtain a full understanding of the tax implications for shareholders of
paying dividends, we recommend that you read the Tax Ruling.

7

ACCOUNTING NEWS

ASIC UPDATES GUIDANCE
ON FINANCIAL REPORTING
REQUIREMENTS FOR AFS
LICENSEES
Australian Securities and Investments Commission (ASIC) Class Order 11/1140 Financial
requirements for responsible entities was issued in November 2011 to ensure that responsible
entities have adequate resources to meet operating costs. ASIC have given responsible entities until
1 November 2012 to comply with the new financial requirements. This means that the new financial
reporting requirements are now effective.
CO 11/1140 requires that licensees comply with any conditions of its licence that relate to:
• Cash needs requirements
• Net tangible assets (because it is a responsible entity)
• Audit requirements.
Under the changes, responsible entities must prepare twelve month cash flow projections,
approved at least quarterly by directors.
To meet the new net tangible asset (NTA) capital requirements, responsible entities must hold NTA
being the greater of:
• $150,000
• 0.5 per cent of the average value of scheme property (capped at $5 million)
• Ten per cent of the average responsible entity revenue of the responsible entity (uncapped).
A liquidity requirement has also been introduced where a responsible entity must hold at least
50 per cent of its NTA requirement in cash or cash equivalents, and an amount equal to the NTA
requirement in liquid assets.

FOR MORE INFORMATION
ADELAIDE
PAUL GOSNOLD
Tel +61 8 7324 6049
paul.gosnold@bdo.com.au
BRISBANE
TIM KENDALL
Tel +61 7 3237 5948
timothy.kendall@bdo.com.au
CAIRNS
GREG MITCHELL
Tel +61 7 4046 0044
greg.mitchell@bdo.com.au
DARWIN
CASMEL TAZIWA
Tel +61 8 8981 7066
casmel.taziwa@bdo.com.au
HOBART
CRAIG STEPHENS
Tel +61 3 6324 2499
craig.stephens@bdo.com.au
MELBOURNE
DAVID GARVEY
Tel: +61 3 9603 1732
david.garvey@bdo.com.au

To the extent that revenue of the responsible entity is not the licensee’s revenue within the
meaning of Accounting Standards, CO 11/1140 defines responsible entity revenue to allow
deduction of expenses paid by the responsible entity in connection with the registered scheme it
operates.
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Regulatory Guide 166 Licensing: Financial requirements has now been updated to include detailed
appendices of the requirements for different types of financial services and products as follows:

PERTH

APPENDIX
1
2
3
4
5
6
7
8

TOPIC
Market and clearing participants
Responsible entities
Investor directed portfolio services
Custodial or depository services
Trustee companies providing traditional services
Issuers of margin lending facilities
Foreign exchange dealers
Retail over the counter derivative issuers

GRANT SAXON
Tel: +61 2 9240 9976
grant.saxon@bdo.com.au
BRAD MCVEIGH
Tel +61 8 6382 4670
brad.mcveigh@bdo.com.au

All AFS licensees should familiarise themselves with the detailed content of the Regulatory Guide 166.
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