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ACCOUNTING

NEWS
BLIND FREDDY – COMMON
ERRORS IN ACCOUNTING FOR
DISCONTINUED OPERATIONS
Our ‘Blind Freddy’ series focuses on errors where the preparer has typically not read, or applied,
requirements that are very clear in accounting standards. In this month’s article we look at ‘Blind
Freddy’ errors relating to AASB 5 Non-current Assets Held for Sale and Discontinued Operations.
Background
The aim of AASB 5 is to enable users to understand the performance of the continuing business. In
reality, the thrust of the standard is intended to restrict which assets can be classified as held for
sale, and which operations can be shown as being discontinued.
There is obviously a great incentive for entities with loss making businesses to classify them as
discontinued operations and to present a much better set of results from continuing operations.
Similarly, showing an asset as held for sale can give an unrealistically positive view of an entity’s
liquidity position if the asset is presented as current when it is not highly probable that it will be
disposed of in the next 12 months.
Historically under US GAAP, prior to the issuance FAS 144 (ASC 205-20), US businesses would
report the same loss making business as a ‘discontinued operation’ year after year because a buyer
was being sought for a business nobody wanted, or the business was being marketed at a price that
could not attract a buyer. FAS 144 introduced a set of very tight rules to stop this abuse, and AASB
5 follows these same rules.
Some of the major Blind Freddy errors, discussed further below, include:
• Classification as held for sale when the asset fails to meet the ‘held for sale’ criteria
• Classification of disposals of interests in subsidiaries
• Measurement of a non-current asset (or disposal group) classified as held for sale
• Presentation and disclosure of results from continuing and discontinuing operations.
‘An entity shall classify a non-current asset (or disposal group) as held for sale if its carrying amount
will be recovered principally through a sale transaction rather than through continuing use.’
AASB 5, paragraph 6
‘For this to be the case, the asset (or disposal group) must be available for immediate sale in its
present condition subject only to terms that are usual and customary for sales of such assets
(or disposal groups) and its sale must be highly probable.’
AASB 5, paragraph 7
‘For the sale to be highly probable, the appropriate level of management must be committed
to a plan to sell the asset (or disposal group), and an active programme to locate a buyer
and complete the plan must have been initiated. Further, the asset (or disposal group) must be
actively marketed for sale at a price that is reasonable in relation to its current fair value. In
addition, the sale should be expected to qualify for recognition as a completed sale within one
year from the date of classification, except as permitted by paragraph 9….’
AASB 5, paragraph 8

IN THIS
EDITION

P1 Blind Freddy – Common errors in
accounting for discontinued operations
P2 New BDO publications
P4 ACNC transitional reporting continues
P4 ASIC reissues rounding and other class
orders
P5 AASB issues Australian amendment for
disclosure initiative on additional cash
flow statement disclosures
P6 Explorers and miners take note - ASIC
Information Sheet 214 on forwardlooking statements
P7 Comments sought on exposure drafts
In this edition we continue our series on
‘Blind Freddy’ common errors, i.e. errors
that are so obvious that even ‘Blind Freddy’
would spot them. Our second article in the
2016 series focuses on common errors in
accounting for discontinued operations.
Further to our article last month that the
Australian Charities and Not-for-profits
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highlight certain transitional financial
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draw your attention to the approval of recent
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including the release of various financial
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class orders that have expired due to sunset
clauses, and an Information Sheet to provide
guidance to miners when making ‘forwardlooking statements’.
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Classification as held for sale
There are a number of ‘Blind Freddy’ errors that can result in an entity incorrectly classifying an
asset or a business as held for sale. These include:
• The asset is not saleable in its current state
• The asset is not being actively marketed
• It is not highly probable that the asset will be disposed of within the next 12 months because,
for example:
−− The asking price is unrealistically high and it is not highly probable that a buyer will be found
at that price, or
−− There simply is not a market for that asset/business in the current economic cycle
• The asset is to be abandoned rather than sold (AASB 5, paragraph 13)
• The asset(s) or disposal group is to be used and then closed down.
Disposal of an interest in a subsidiary
‘An entity that is committed to a sale plan involving loss of control of a subsidiary shall classify
all the assets and liabilities of that subsidiary as held for sale when the criteria set out in
paragraphs 6–8 are met, regardless of whether the entity will retain a non-controlling interest in
its former subsidiary after the sale.’
AASB 5, paragraph 8A
‘Blind Freddy’ errors that can occur here include:
• Showing a partial disposal in a subsidiary (but still having control of the subsidiary) as an asset
held for sale
• When an entity is to dispose of a controlling stake in a subsidiary, but will continue to hold a
non-controlling interest in the entity, only showing the holding in the subsidiary to be disposed
of as an asset held for sale, rather than the entire holding.
Measurement of a non-current asset (or disposal group)
‘An entity shall measure a non-current asset (or disposal group) classified as held for sale at the
lower of its carrying amount and fair value less costs to sell.’
AASB 5, paragraph 15
‘An entity shall not depreciate (or amortise) a non-current asset while it is classified as held for
sale or while it is part of a disposal group classified as held for sale…’
AASB 5, paragraph 25
‘Blind Freddy’ measurement errors of non-current assets and disposal groups held for sale include:
• Entities incorrectly revaluing (upwards) an asset held for sale to its expected fair value less costs
to sell (FVLCTS)
• Being over-optimistic in determining the fair value less cost to sell (FVLCTS)
• Continuing to depreciate/amortise the asset after it has been classified as held for sale.
AASB 5, paragraph 15’s requirements are clear that measurement is at the lower of carrying
amount and FVLCTS. Therefore upward revaluations cannot be made unless a revaluation policy is
being applied to the asset class.
Presentation and disclosure
‘An entity shall present and disclose information that enables users of the financial statements
to evaluate the financial effects of discontinued operations and disposals of non-current assets
(or disposal groups).’
AASB 5, paragraph 30
‘A discontinued operation is a component of an entity that either has been disposed of, or is
classified as held for sale, and:
a represents a separate major line of business or geographical area of operations,
b is part of a single co-ordinated plan to dispose of a separate major line of business or
geographical area of operations or
c is a subsidiary acquired exclusively with a view to resale.’
AASB 5, paragraph 32
The basic aim of AASB 5 is to restrict discontinued operations to a major component that
represents a major line of business.
‘Blind Freddy’ errors might therefore include:
• Treating a closure of a single store as a discontinued operation (closing a single store is unlikely
to be a major line of business)
• Treating the disposal of a single tenement or exploration area as a discontinued operation
• Treating the closure of a particular facility (factory, warehouse, data centre, etc.) as a
discontinued operation, when the entity is still involved in that line of business
• Treating a disposal of an operation in an outsourcing arrangement as a discontinued business.

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
• 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 11 Joint
Arrangements (Feb 2016), IFRS 9 Financial
Instruments (Oct 2015), 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 2015-08 IFRS Practice Statement:
Application of Materiality to Financial
Statements, IASB ED 2015-11 Applying
IFRS 9 Financial Instruments with IFRS 4
Insurance Contracts – Proposed amendments
to IFRS 4, IASB ED 2015-3 Conceptual
Framework for Financial Reporting, IASB ED
2015-5 Proposed amendments to IAS 19 and
IFRIC 14, IASB ED 2015-1 Classification of
Liabilities and Basel Committee on Banking
Supervision – Guidance on accounting for
expected credit losses.
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Closing a single store is unlikely to be a major line of business because
the entity is likely to still be operating in that particular sector.
In the case of junior explorers, a junior explorer’s business is to evaluate
various tenements/areas of interest, very likely across a number of
continents, and typically an entity will be exploring for a number of
minerals, gold, copper, nickel, silver etc. at the same time. The explorer’s
business is exploring. Closing a particular exploration project is unlikely
to represent the explorer ceasing to be in the exploration business unless
the particular exploration project represents one whole geographical area
of operations.
When an entity closes a single facility, e.g. a factory or a warehouse,
again this most likely represents a simple reorganisation of the entity’s
continuing business, rather than discontinuing a major component of its
business.
Also, where an entity disposes of assets or a business to an outsourcing
business, e.g. an entity disposes of its servers and data storage facilities to
an outsourcing operation, but will then engage that outsourcer to provide
data storage services, this type of arrangement would most likely not
represent a discontinued operation.
FAS 144 (ASC 205-20 ) contains a number of examples that demonstrate
the subtle differences as to how various specific facts and circumstances
impact whether an operation is determined to be a discontinued
operation. Set out below is Example 14 of this standard.
Example 14
An entity that manufactures sporting goods has a bicycle division
that designs, manufactures, markets, and distributes bicycles. For that
entity, the bicycle division is the lowest level at which the operations
and cash flows can be clearly distinguished, operationally and for
financial reporting purposes, from the rest of the entity. Therefore,
the bicycle division is a component of the entity. The entity has
experienced losses in its bicycle division resulting from an increase in
manufacturing costs (principally labor costs).
a The entity decides to exit the bicycle business and commits to a
plan to sell the division with its operations. The bicycle division
is classified as held for sale at that date. The operations and
cash flows of the division will be eliminated from the ongoing
operations of the entity as a result of the sale transaction, and the
entity will not have any continuing involvement in the operations
of the division after it is sold. In that situation, the conditions for
reporting in discontinued operations the operations of the division
while it is classified as held for sale would be met.
b The entity decides to remain in the bicycle business but will
outsource the manufacturing operations and commits to a plan
to sell the related manufacturing facility. The facility is classified
as held for sale at that date. Because the manufacturing facility is
part of a larger cash-flow-generating group (the bicycle division),
and on its own is not a component of the entity, the conditions
for reporting in discontinued operations the operations (losses) of
the manufacturing facility would not be met. (Those conditions
also would not be met if the manufacturing facility on its own was
a component of the entity because the decision to outsource the
manufacturing operations of the division will not eliminate the
operations and cash flows of the division [and its bicycle business]
from the ongoing operations of the entity.)

Typically these ‘Blind Freddy’ errors involve a discontinued loss-making
operation. Therefore the entity has incorrectly separated out from its
income statement the results of this loss making operation, completely
distorting the reported performance of the continuing operation,
including gross margin, operating expenses, impairment, etc.
Other ‘Blind Freddy’ errors
There is a tendency to put all losses and costs to the discontinued
operation, and to take all profits and credits to continued operations.
A simple example of a ‘Blind Freddy’ error would be instances where an
entity disposes of a business on contingent/deferred payment terms.

Example
In the 2016 financial year, Entity A disposes of Business B on deferred
payment terms, whereby based on a 3 year post disposal EBIT calculation,
Entity A will receive somewhere between $0 and $5 million in 2019.
When preparing its 2016 financial statements, Entity A takes a very
‘conservative’ view and recognises no receivable in respect of the deferred
consideration, therefore recording a significant loss from discontinued
operations.
Subsequently in 2017, Entity A reassesses the likelihood of the EBIT target
being met and determines that it is likely to be $1 million. It credits this
revised estimate to continuing operations.
In 2019 Entity A actually receives the full $5 million. It then makes three
‘Blind Freddy’ errors:
• Continues to recognise all of the $5 million gain as a gain from
continuing operations
• Shows the $5 million cash inflow as an operating cash flow, or fails
to disclose this as a discontinued operation, and
• Includes the $5 million gain in its segment note as a profit from a
continuing segment.
Next month
In next month’s Accounting News we continue the series with a
discussion on impairment issues.
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ACNC TRANSITIONAL REPORTING CONTINUES
Further to our article in last month’s newsletter, ACNC is here to stay, the Australian Charities and Not-for-profits Commission (ACNC) has updated its
transitional reporting guidance for the 2016 reporting period.
While the ACNC is working with the Government and state and territory regulators to remove duplication and reduce the burden of red tape, in the
interim the ACNC has indicated on its website that it will continue to accept financial reports lodged with state and territory regulators for the 2016
financial reporting period.
Office of the Registrar of Indigenous Corporations (ORIC)
Indigenous corporations registered with ORIC must continue to comply with ORIC reporting obligations and lodge financial statements with ORIC. No
separate reporting is required to the ACNC as ORIC provides financial information to the ACNC to update on the ACNC register.
State or territory regulators of incorporated associations, co-operatives or charitable fundraisers
The same financial statements lodged with the state or territory regulator may be lodged with the ACNC for 2016. In such cases, the accounting
framework noted in the Basis of Preparation is that required by the state or territory regulator. Only note ‘..in accordance with the ACNC Act 2012’ if all
those requirements have been met.
Note that these exemptions do not apply to Western Australian incorporated associations, and Northern Territory and Tasmanian charitable fundraising
organisations because these entities are not required to lodge financial statements in their respective states or territories. As such, financial statements
for these entities must be lodged with the ACNC in accordance with ACNC financial reporting requirements.
Department of Education and Training (DET)
Non-government schools that submit a financial questionnaire to DET do not have to provide financial information to the ACNC for the 2016 reporting
period. The ACNC will accept the financial information lodged with DET as meeting their requirements under the ACNC Act to complete the financial
information in the Annual Information Statement (and to lodge a financial report for medium and large charities).
However, if a fund or organisation associated with a non-government school registers separately with the ACNC as a charity (and has a separate ABN)
it will be required to lodge financial statements with the ACNC. Examples include school building funds, scholarship funds, early learning centres and
parents and friends associations. In such cases, the transitional exemption described above does not apply.

ASIC REISSUES ROUNDING AND OTHER 		
CLASS ORDERS
The Australian Securities and Investments Commission (ASIC) recently reissued class orders that impact financial reporting because ‘sunset clauses’
mean that they would otherwise be repealed ten years after commencement date.
The class orders are now referred to as ‘Legislative Instruments’. The new references and commencement dates are recorded in the table below:
LEGISLATIVE
INSTRUMENT

DETAILS

COMMENCEMENT
DATE

REPLACES CLASS
ORDER

ASIC Corporations
(Exempt Proprietary
Companies)
Instrument 2015/840

Continuation of ‘grandfathering’ exemption from certain private
companies having to lodge financial statements with ASIC (financial
statements must still be audited within four months of year end)

1 October 2015

05/638

ASIC Corporations
(Non-reporting
Entities) Instrument
2015/841

Non-reporting entities still permitted to apply transitional provisions
in accounting standards for recognition and measurement

1 October 2015

05/639

ASIC Corporations
(Post Balance Date
Reporting) Instrument
2015/842

Allows entities to disclose balance sheets showing financial effect
of an acquisition or disposal after reporting date in the notes to the
financial statements

1 October 2015

05/644

ASIC Corporations
(Electronic Lodgment
of Financial Reports)
Instrument 2016/181

Relieves listed disclosing entities from obligation to lodge reports with
both ASIC and market operator (e.g. ASX), and allows the reports to be
lodged electronically

1 April 2016

00/2451

ASIC Corporations
(Rounding in Financial
/ Directors’ Reports)
Instrument 2016/191

Allows rounding in financial statements and directors’ report for
financial years or half-years ending from 30 June 2016 onwards.

06/06
98/104
1 April 2016

98/100

ASIC CO 98/100 continues to apply to financial years or half-years
ending before 30 June 2016.

Are there any changes?
Other than the legislative instrument dealing with rounding (2016/191) there are no substantive changes. The wording in the instruments have
essentially just been ‘cleaned up’ and references to superseded accounting standards have been deleted.
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Rounding changes
There are four instances where entities with total assets of more than $1 billion will be prevented
from rounding to the nearest thousand dollars ($’000), even though they were previously
permitted to round under CO 98/100:
• s300(1)(d) – details of options granted to directors and any of the five most highly remunerated
officers (directors’ report)
• s300(11) – directors’ interests in shares and options of listed companies
• s300(12) – directors of responsible entity of listed schemes – interests in shares and options
• Paragraphs 44 and 46 of AASB 2 Share-based Payment – option reconciliations and valuation
inputs (notes), however these can now be rounded to the nearest cent.
The revised class order does not permit rounding at all for s300(1)(d) disclosures and only permits
rounding to the nearest one cent for all entities for the following:
• s300(6)(c) - options outstanding at the date of the directors’ report – exercise price
• s300(7)(d) and (e) – options exercised during the period – amounts paid and unpaid for
exercised options
• AASB 2, paragraphs 44 and 46 - option reconciliations and valuation inputs.
Consistent with current requirements, no rounding is permitted in the audited remuneration report.

AASB ISSUES
AUSTRALIAN
AMENDMENT
FOR DISCLOSURE
INITIATIVE ON
ADDITIONAL
CASH FLOW
STATEMENT
DISCLOSURES
In line with the International Accounting
Standards Board’s January 2016 release of
amendments to IAS 7 Statement of Cash Flows,
the Australian Accounting Standards Board, in
March 2016, issued AASB 2016-2 Amendments
to Australian Accounting Standards – Disclosure
Initiative: Amendments to AASB 107.
The changes require additional disclosures
about changes in an entity’s financing liabilities
arising from both cash flow and non-cash flow
items.
For more details, refer to February Accounting
News article, More cash flow statement
disclosures – Changes to IAS 7.
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EXPLORERS AND
MINERS TAKE NOTE ASIC INFORMATION
SHEET 214 ON
FORWARD-LOOKING
STATEMENTS
On 12 April 2016, the Australian Securities and Investments Commission
(ASIC) issued Information Sheet 214 Mining and resources – Forwardlooking statements (INFO 214) that consolidates the rules that apply to
forward-looking statements into one place.
Many investors in mining and resources companies put emphasis on
forward-looking statements when considering an investment. These
predictive statements may include:
• Production targets (i.e. projections or forecasts of the amount of
minerals to be extracted from mining tenements two years or more
ahead)
• Forecast financial information
• Income-based discounted cash flow valuations.
The purpose of INFO 214 is therefore to improve compliance and
reduce the risk of litigation or regulatory action as a result of misleading
statements.
What does the guidance cover?
The guidance in INFO 214 explains the existing reference sources that
apply to forward-looking statements, and gives practical advice and
examples of how to comply with the existing legal obligations. Included
are discussions on:
• The legal requirement that forward-looking statements must be based
on reasonable grounds
• How relevant industry codes, ASX Listing Rules and ASIC guidance
apply to forward-looking statements
• What is a ‘forward-looking statement’, and how is it different
to ‘aspirational statements’ (which do not need to be based on
reasonable grounds)
• For reasonable grounds to be established, the JORC Code mineral
resource estimates used must be based on a sufficient level of
geological knowledge and confidence, and all JORC Code modifying
factors must be sufficiently progressed
• How the ‘reasonable grounds’ legal requirement applies to ore reserve
and mineral resource estimations
• How the ‘reasonable grounds’ requirement applies to the JORC Code's
'economic' modifying factor if secured funding is not in place
• The disclosure requirements for forward-looking statements and what
you can disclose if you do not have reasonable grounds for forwardlooking statements
• The requirements for updating forward-looking statements when your
company's circumstances change or a project changes hands
• ASIC focus areas when assessing forward-looking statements.
Action required
We encourage all miners to carefully review the guidance in INFO 214
before making any forward-looking statements.
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COMMENTS SOUGHT ON
EXPOSURE DRAFTS
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 270 Reporting
Service Performance
Information

Proposes to establish principles and
requirements for entities to report service
performance information that is useful for
accountability and decision making.

COMMENTS DUE COMMENTS DUE
TO AASB BY
TO IASB BY
29 April 2016
N/A
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