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ACCOUNTING

NEWS
ARE YOUR FINANCIAL
STATEMENTS OVERWEIGHT?
The issue of ‘decluttering’ financial statements has arisen as a result of the International
Accounting Standards Board’s (IASB’s) disclosure initiative project that aims to improve disclosure
requirements in IFRS financial statements.
The reality is that fear of regulator scrutiny, and preparer and auditor complacency has
resulted in the financial statements of many Australian entities being ‘overweight’.
The human condition
Many annual reports seem to be suffering from ‘middle aged spread’ at the moment. Too much fat
and too little lean muscle are affecting their ability to act efficiently and effectively. Besides having
to prepare financial statements for compliance reasons, the financial statements are intended
to concisely convey to the various users an accurate picture of the entity to allow them to make
decisions. If there is too much fat detracting from the underlying muscle, users will have a hard
time understanding the financial statements.
What do overweight financial statements look like?
The following add weight to the financial statements, with little benefit for the user:
• Too much useless information about immaterial items that are not relevant to users (e.g. small
profit or loss item disclosures, detailed reconciliations of PPE where movements are minimal
during the period)
• Accounting policies describing transactions and events that do not occur in the entity (e.g.
hedging, certain types of financial instruments, consolidations, equity accounting, joint
arrangements, revaluing assets, etc.)
• Accounting policies that are so boilerplate that users are unable to really understand how
transactions are recognised and measured (e.g. revenue recognition)
• Information about sources of estimation uncertainty that is so boilerplate it tells the user
nothing about the specific assumptions made in the estimate that could impact the estimation
of the carrying amount of assets and liabilities in the next financial year
• Providing information about estimates that are not significant to the financial statements (e.g.
employee leave provisions), or will not result in a material adjustment to assets and liabilities in
the next financial year (e.g. share-based payment estimations)
• Boilerplate information about judgements made that do not explain, in plain English, what the
judgement was (e.g. choice of accounting policy A instead of accounting policy B because …)
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• Laundry lists of detailed information about standards that are only
effective in future years which are unlikely to have a material impact
on the entity, or indeed could never vaguely apply to the entity
because they do not operate in a particular industry or engage in the
relevant types of transactions
• Comparative information carried forward which has no relevance
to the current period financial statements (e.g. including detailed
disclosures for a business combination that occurred two years ago or
a share-based payment that was granted three years ago)
• Too much narrative when a tabular format of disclosure would enable
the user to better understand disclosures
• Technical accounting or other jargon which is not explained, rather
than using plain English wherever possible
• Notes about the most important transactions and events buried in the
financial statements, making them hard to find.
What about materiality?
While most preparers, users and auditors understand quantitative
materiality in the context of recognition and measurement, it is more
difficult to apply materiality to disclosures because some disclosures may
be qualitatively, rather than quantitatively, material.
Many preparers would rather include all disclosures (the ‘kitchen sink’
mentality) because:
• They cannot be ‘rapped over the knuckles’ by the Australian Securities
and Investments Commission (ASIC) for lack of disclosure
• Even if the item is not material this year, including it will remind us
that we need it next year if it becomes material
• It takes too long to negotiate with the auditor what is material and
what is not.
However, failing to think about, and apply materiality to disclosures is
one of the major reasons for financial statements being overweight.
The good news is that the IASB have undertaken to issue an Exposure
Draft of a Practice Statement Application of materiality to financial
statements to provide guidance on applying materiality when disclosing
information. We expect that it will be issued before the end of 2015. We
will update you in future editions of Accounting News when this Exposure
Draft is issued.
Start thinking ahead
While many listed entities may have completed, or be nearing
completion of their 30 June 2015 financial report, private companies and
other types of entities may still be in the process of drafting accounts
and have the opportunity to start ‘going on diet’. This means that there
are simple steps you can take to start shedding pages and unnecessary
disclosures in your financial statements.
Even if you decide that it is too late to start now, we urge you to start
thinking aboutw the process and start planning to tone up your 2016
financial statements. Our March newsletter will assist you with this
process and includes a checklist to get you started. Taking note of the
points above will also go a long way to reducing the clutter.

WHAT IS HEDGE
ACCOUNTING? ... WHY
IMPORTERS MIGHT
CHOOSE TO APPLY
HEDGE ACCOUNTING
The new financial instrument standard, AASB 9 Financial Instruments,
significantly changes the rules for applying hedge accounting. These
revised rules make hedge accounting far more achievable than is the case
under the current rules.
In this article we look at:
• What is hedge accounting
• Why do entities that are importers want to apply hedge accounting and
• How effectiveness testing is much simpler under AASB 9.
Next month we will review the benefits of hedge accounting
for exporters.
What is hedge accounting and why do importers want to apply
hedge accounting?
The basic premise of AASB 139 Financial Instruments: Recognition and
Measurement and AASB 9 is that all derivatives must be recorded at fair
value at each reporting date.
Where an importer purchases inventories priced in foreign currencies,
and takes out a forward contract to lock in the foreign currency purchase
price, if it does not apply hedge accounting:
• The movement in the fair value of the derivative is recognised
immediately in profit or loss
• On delivery, inventory is recorded at the spot price paid for the
purchases designated in foreign currencies.
If the importer does apply hedge accounting:
• The movement in the fair value of the derivative is recognised in other
comprehensive income until the derivative is settled
• On delivery, inventory is recorded at the spot price paid for the
purchases designated in foreign currencies
• Any balance in other comprehensive income is recognised as part of
the cost of the inventory, which means that inventory is recorded at
the rate locked in by the forward contract.
Example
1 October 2014
Entity A is an importer of goods. It enters into a contract to purchase
goods from an overseas supplier. The goods will be delivered in six
months’ time and USD 500,000 is payable on delivery.
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Entity A does not wish to be exposed to changes in the USD exchange
rate. On 1 October 2014, it takes out a forward contract to purchase USD
500,000 in six months’ time, at an exchange rate of USD 0.75/AUD 1.

DR

Note: Economic risk management aims to lock in the purchase price for
the goods at AUD 666,667 (USD 500,000/0.75).

DR Derivative asset

Fair value movement of derivative from 1 October 2014 to 31 December
2014 is AUD 47,619 [(USD 500,000/0.70)-(USD 500,000/0.75)].
For simplicity, we have ignored the effect of time value of money and any
credit/debit value adjustments.
No hedge accounting
The journal entry if hedge accounting is not applied is as follows:
DR

AUD 714,286

CR Cash

AUD 714,286

To recognise inventory and cash paid at the spot rate at 31 March 2015.
CR

AUD 47,619
AUD 47,619

To derecognise the derivative asset and recognise cash as the derivative is closed out.

AUD 47,619
AUD 47,619

DR

AUD 714,286

To recognise inventory and cash paid at the USD/AUD spot rate at 31 March 2015.

AUD 47,619

To reclassify the gain in OCI to inventory.

2014

2015

-

-

Profit or loss

-

-

Equity (OCI)

AUD 47,619

(AUD 47,617)

The impact on the balance sheet when there is hedge accounting is applied:

CR

AUD 47,619

CR Derivative asset

CR

AUD 47,619

CR Inventory

Gain/loss from derivatives

AUD 714,286

DR

DR
DR Hedge reserve (OCI)

The impact on the statement of profit or loss and other comprehensive
income when hedge accounting is applied is as follows:

CR

CR Cash (USD 500,000/0.70)

Inventory

AUD 47,619

To derecognise the derivative asset and recognise cash when the derivative is settled.

The impact on the income statement when there is no hedge accounting
is as follows:
2014

2015

AUD 47,619

-

AUD 47,619

-

The impact on the balance sheet when there is no hedge accounting is:

Inventory

DR Inventory

CR

CR Derivative asset

31 March 2015
If the USD/AUD exchange rate remains at USD 0.70/AUD 1 when the
goods are delivered on 31 March 2015, then the journal entries will be:

Profit or loss

DR

DR Cash

This accounting does not follow Entity A’s hedge objectives of the
transaction i.e. to lock in a purchase price for the goods at USD 0.75/
AUD 1. Instead, it gives rise to significant profit or loss volatility, bringing
forward a notional derivative gain of AUD 47,619 on 31 December 2014.

Gain/loss from derivatives

When the goods are delivered and paid for on 31 March 2015, the journal
entries are:

DR

CR

CR Profit or loss

DR Cash

AUD 47,619

To recognise the derivative at fair value and the changes in equity (OCI).

The derivative is now an asset worth AUD 47,619 [(USD 500,000/0.70)(USD 500,000/0.75)], representing the gain the holder of the derivative
will make by buying US dollars at USD 0.75/AUD 1 compared with the
market forward price of USD 0.70/AUD 1.

DR Inventory

CR

AUD 47,619

CR Hedge reserve (OCI)

31 December 2014
The forward rate is USD 0.70/AUD 1.

DR Derivative asset

The journal entry at 31 December 2014 if hedge accounting is applied is
as follows:

2014

2015

-

AUD 714,286

This obviously does not reflect the economic hedge objective which was
to protect Entity A from price volatility on known purchases. The carrying
amount of the inventory does not reflect the economic risk management
to lock in the purchase price at AUD 666,667.
Hedge accounting
In order to record the hedging effect on the price of inventory, Entity A
would have to apply hedge accounting. While still following the basic
requirement that all derivatives must be recorded at fair value at each
reporting date, for ‘cash flow’ hedges, hedge accounting allows any gain
or loss on the derivative to be deferred by making an entry into equity
(other comprehensive income (OCI)).

2014

2015

-

AUD 666,667

(Note: This example assumes all the hedge effectiveness criteria are met
and the hedge is 100 per cent effective.)
When the hedging transaction is recorded, the hedging gain or loss is
reclassified from OCI against that hedged item (i.e. inventory). This
results in the carrying amount of inventory being recorded at AUD
666,667, reflecting the aim of economic risk management which is to
lock in the purchase price at AUD 666,667.
Effectiveness testing is much simpler under AASB 9
Hedge accounting under AASB 139 is very difficult, with numerous rules
laid out as to the criteria that entities must satisfy in order to qualify
for hedge accounting. One of the most troublesome criteria that has
prevented entities from applying hedge accounting under AASB 139 is the
strict 80-125 per cent hedge effectiveness test.
AASB 139 contains very strict rules around hedge effectiveness in terms
of requiring both:
• A hedging relationship to sit within an 80-125 per cent effectiveness
band, and
• Very strict rules as to how effectiveness will be calculated (which
includes the mandatory requirement to perform both forward and
backward looking mathematical effectiveness tests).
Effectiveness testing under AASB 9
The new standard, AASB 9, has simplified the hedge effectiveness testing
criteria and has removed the 80-125 per cent highly effective threshold,
as well as the mandatory requirement to perform forward and backward
looking mathematical effectiveness tests.
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Under AASB 9, if derivatives are entered into for the same quantity,
timing and pricing index as the forecast sales or purchases (i.e. the
‘critical terms match’), it may be sufficient to only carry out a forward
looking qualitative test, without the need to perform any further
mathematical calculations.
Example
Entity B has forecast purchases of USD 1million in six months’ time. It
does not wish to be exposed to changes in the USD exchange rate so it
enters into a foreign exchange forward contract to purchase USD 1million
in six months’ time. Assume that credit risk is not expected to deteriorate
significantly.
Effectiveness testing is satisfied by the ‘critical terms match’ test. The
critical terms of the hedged item, being the forecast purchases, matches
the critical terms of the derivative, i.e.:
• Same quantity – USD 1million
• Same underlying risk – USD/AUD exchange rate
• Timing match - settlement date of the contract matches the timing of
the purchases in USD.
Effective date and early adoption
Although AASB 9 does not come into effect until 1 January 2018, it can
be early adopted.
Next month
Next month we will review the benefits of hedge accounting for
exporters.
For more information
If you would like more information about the new AASB 9 hedge
accounting requirements please contact Wayne Basford.
We can assist with implementation of the new AASB 9 standard
including:
• Providing accounting advice on the application of hedge accounting
• Drafting hedge accounting documentation to comply with accounting
standards
• Drafting hedge accounting risk management policy to comply with
the accounting standard
• Assist with complying with the hedge effectiveness testing
requirements.

IS THERE A DIFFERENCE
BETWEEN ‘CURRENT
REPLACEMENT COST’
AS A MEASURE OF
FAIR VALUE (AASB 13)
AND ‘DEPRECIATED
REPLACEMENT COST’ AS
A MEASURE OF VALUE
IN USE (AASB 136)?
Questions have been raised whether the term ‘current replacement cost’
used as a measure of fair value in AASB 13 Fair Value Measurement, and
‘depreciated replacement cost’ used as a measure of ‘value in use’ for
not-for-profit entities (NFPs) in AASB 136 Impairment of Assets, have
different meanings.

To clarify this issue, the Australian Accounting Standards Board (AASB)
recently issued Exposure Draft, ED 269 Recoverable Amount of Non-cashgenerating Specialised Assets of Not-for-Profit Entities.
‘Depreciated replacement cost’ same as ‘current replacement cost’
for NFPs
In order to clarify that these terms mean the same thing, ED 269 is
proposing changes to AASB 136 Impairment of Assets as follows:
• Delete paragraph Aus 6.1 which makes reference to ‘depreciated
replacement cost’ as a proxy for ‘value in use’ when the future
economic benefits of the asset are not primarily dependent on the
asset’s ability to generate net cash inflows and where the entity
would, if deprived of the asset, replace its remaining future economic
benefits
• Delete the definition of ‘depreciated replacement cost’ in paragraph
Aus 6.2
• Delete paragraphs Aus 32.1 and 32.2
• Adding paragraph Aus 5.1 to explain that given that assets of NFPs,
which are not held to primarily generate cash flows, are rarely
sold, their cost of disposal is typically negligible. Accordingly, the
recoverable amount of these assets is expected to be materially the
same as fair value determined under AASB 13.
When do these changes become effective?
The proposed application date for these amendments is for annual
periods beginning on or after 1 July 2016.

NEW BDO
PUBLICATIONS
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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MORE DISCLOSURE PROPOSED
FOR NOT-FOR-PROFIT ENTITIES
ABOUT SERVICE PERFORMANCE
Currently there is no Australian Accounting Standard that requires service performance information
to be reported. There merely exists ad hoc requirements for certain entities, such as:
• Corporations Act 2001 (s300B) which currently requires companies limited by guarantee to
report in its annual directors’ report, some information about the entity’s objectives, strategy,
how it achieves its objectives and key performance indicators (KPIs)
• Public Governance, Performance and Accountability Act 2013 that requires some public sector
entities to provide information about how the entity has performed in achieving its purpose.
In order to ensure not-for-profit entities (NFPs) disclose consistent and sufficient information about
service performance, the Australian Accounting Standards Board recently issued Exposure Draft ED
270 Reporting Service Performance Information.
Comments on ED 270 close 12 February 2016.
Effective date and transition
The proposed effective date for these new disclosures is for annual periods beginning on or after 1
July 2018, but comparative disclosures are not required in the first year.
Which entities will be required to disclosure service performance information?
The ED is only proposing that NFPs disclose service performance information if they prepare
general purpose financial statements (GPFS), including those preparing GPFS in accordance with
Part 2M.3 of the Corporations Act 2001.
At what level will service performance information be required?
The ED proposes that service performance information will be required for the reporting entity
that prepares GPFS. This means that separate, standalone financial statements will include service
performance information for the single entity, whereas group financial statements will include
service performance disclosures for all entities on a consolidated basis.
How often will service performance information need to be reported?
Service performance information will need to be disclosed at least annually, preferably covering the
same reporting period as the GPFS.
Where will service performance information be provided?
ED 270 is proposing that the NFP can choose to include service performance information in the
same report as the financial statements, or in a separate report, or in a variety of different reports if
there is a cross-reference from the financial statements.
What needs to be disclosed?
The ED proposes that service performance information that is material to users be disclosed. So
as not to overwhelm users, information should only be disclosed about key service performance
objectives and achievements.
Required disclosures proposed include:
• Description of service performance objectives
• KPIs relating to inputs, outputs, outcomes, the link between inputs and outputs and/or
outcomes (efficiency), and the link between outputs and/or outcomes and service performance
objectives (effectiveness)
• Total costs of goods and/or services
• Assumptions and methodologies adopted in compiling the service performance information.
If the entity is also accountable for the achievement of outcomes, the ED is proposing that it must
report additional information about the outcomes it seeks to influence, including:
• Descriptions of the population or target group, including current status
• Explaining how the entity has influenced outcomes and KPIs to support this explanation
• Rationale for selecting KPIs.
Narrative discussion and analysis
The ED also recommends that the entity should consider including a narrative discussion and
analysis to provide a concise overview of:
• The degree to which service performance objectives have been met
• The information disclosed, covering both positive and negative aspects of the entity’s service
performance
• The efficiency and effectiveness of the entity’s service performance.

Planned vs achieved performance
If entities publish information about planned
service performance, these disclosures must
compare and report actual service against
planned service and explain major differences.
Consistency
Service performance information must be
presented consistently from one period to
another. However, if an entity changes its
performance objectives, it will also need to
disclose the nature of the change and the effect
on the current period.
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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

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

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.

ED 268 Effective Date of Proposes to defer indefinitely the
9 September 2015 9 October 2015
Amendments to AASB 10 effective date of the IASB Sale or
and AASB 128
Contribution of Assets between an
Investor and its Associate or Joint
Venture until the IASB finalises
amendments that may result from its
research project on the equity method.
ED 269 Recoverable
Proposes to clarify that ‘current
16 November 2015 N/A
amount of Non-cashreplacement cost’ referred to in
generating Specialised
AASB 13 Fair Value Measurement and
Assets of Not-for-Profit ‘depreciated replacement cost’ referred
Entities
to in AASB 136 Impairment of Assets as
a measure of ‘value in use’ mean the
same thing.
ED 270 Reporting
Proposes to establish principles and
12 February 2016
N/A
Service Performance
requirements for entities to report
Information
service performance information that
is useful for accountability and decision
making.
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PERTH
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