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P1 Directors & CEOs – Ten key issues to
consider when reviewing your 30 June
2017 financial report

In its media release MR 17-162, the Australian Securities and Investments Commission
(ASIC) once again re-iterated its views regarding directors’ responsibilities for the financial
report, particularly that:
XX Directors are responsible for the quality of the financial report, including providing
useful and meaningful information for investors and other users of the financial report
XX Directors are not expected to be accounting experts, but they should seek explanation
and advice supporting the accounting treatments chosen and, where appropriate,
challenge the accounting estimates and treatments applied in the financial reports,
and
XX Directors should particularly seek advice where a treatment does not reflect their
understanding of the substance of an arrangement.
Being in the middle of the listed entity reporting season, this article serves as a reminder
to all directors and CEOs about their responsibilities regarding their financial reports, as
well as key issues to look out for when reviewing the reports.
Our ‘top ten’ key issues to consider (i.e. areas directors and CEOs commonly overlook),
are as follows:
1. New audit reports - Key audit matters (KAMs) for listed entities
2. Revenue recognition
3. Expense deferral
4. Impairment testing and asset values
5. New transactions and agreements
6. Profit or loss and other comprehensive income
7. Major new accounting standards
8. Consistency of information between the Operating and Financial Review (OFR) and
the financial report
9. Remuneration reports and materiality
10. Disclosure initiative (‘Decluttering’ your financial report).
These are discussed in more detail below.

P7 More infrastructure projects (service
concession arrangements) of public
sector entities to be recognised on
balance sheet
P10 Interpretation 23 approved by AASB on
accounting for uncertain tax treatments
P10 New BDO resources & publications
P11 Comments sought on exposure drafts
In this edition, we highlight key issues for
directors and CEOs to consider, along with
common errors to watch out for when
reviewing the 30 June 2017 financial report.
We also summarise the new accounting
requirements for public sector grantors
in public-private partnerships (PPPs)
contained in AASB 1059 Service Concession
Arrangements: Grantors and draw your
attention again to the new accounting
requirements for uncertain tax positions
contained in the recently released
Interpretation 23 Uncertainty over Income
Tax Treatments.
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NEW AUDIT REPORTS – KEY AUDIT MATTERS (KAMS) FOR
LISTED ENTITIES
For 30 June 2017 financial reports, your audit report will look
different. In particular, it will include an outline of key audit
matters (KAMs), which are the matters, which in the auditor’s
judgement, are of most significance in the audit of the financial
report for the current period. KAMs may relate to significant
accounting estimates, as well as judgements about appropriate
accounting policies.
Key issue 1
Ensure that KAMs involving key estimates and judgements
have been clearly disclosed in the financial report as required
by AASB 101 Presentation of Financial Statements, paragraphs
122 and 125.
In particular, ASIC are looking to see more detailed information
disclosed regarding items subject to material estimation.
REVENUE RECOGNITION
Users of financial statements, and in particular investors and
analysts, have indicated that they are particularly interested in the
amount and timing of revenue recognised in the financial report.
Key issue 2
Ensure that the accounting policies adequately describe, in
Plain English, how revenue is recognised so that it can easily be
understood by users of the financial report.
A Plain English, bespoke ‘revenue’ accounting policy will assist
you in understanding the policy, and in turn ensures that
revenue is recognised in accordance with currently applicable
accounting standards, and the substance of the underlying
transactions.
To assist you in this process, we recommend you review
management’s accounting papers outlining the appropriate
accounting treatment for each revenue stream based on
authoritative guidance in accounting standards AASB 118
Revenue, AASB 111 Construction Contracts and other relevant
interpretations dealing with revenue recognition.

EXPENSE DEFERRAL
Other than when an entity prepays for a good or service in
advance, AASB 138 Intangible Assets only permits deferral of
expenses as assets in very limited circumstances.
Key issue 3
For each new asset type on the balance sheet, enquire which
accounting standard governs its recognition (e.g. AASB 102
Inventories, AASB 116 Property, Plant and Equipment, AASB
140 Investment Property and AASB 139 Financial Instruments:
Recognition and Measurement).
For all other assets, ensure that they meet the recognition
criteria as an intangible asset under AASB 138, noting that the
following cannot be capitalised:
XX Internally generated intangibles such as brands, mastheads
and customer lists
XX The costs of introducing a new product or service
XX Selling costs
XX Staff training
XX Inefficiencies and initial operating losses incurred before the
asset achieves optimum performance levels.
IMPAIRMENT TESTING AND ASSET VALUES
The diagram below illustrates the appropriate accounting
standards dealing with the impairment requirements for financial
and non-financial assets:
TYPE OF ASSET

Non-financial:
XX Goodwill
XX PPE
XX Intangibles

Financial:
XX Receivables
XX AFS investments

Impairment indicators –
AASB 136, paragraph 12:
XX External sources - e.g.
adverse changes in
technology, market
& economic factors,
changes in interest
rates, & NAV > market
capitalisation
XX Internal sources – e.g.
asset obsolescence, idle
assets, poor economic
performance, etc.

Objective evidence of
impairment - indicators –
AASB 139:
XX Receivables (paragraph
59/60) - Significant
financial difficulty,
breach of contract such
as defaults, probable
bankruptcy, measurable
decrease in estimated
future cash flows,
disappearance of an
active market, etc.
XX AFS investments
– (paragraph 61) –
adverse changes in
technology, market
& economic factors,
significant or prolonged
decline in fair value.
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Non-financial assets are often significant assets of an entity, with the value attributed
to these assets affecting not only the entity’s reported financial position, but also its
reported performance. Calculations to determine the recoverable amount often rely on
discounted cash flows and can be complex.
The Attachment to ASIC’s media release, MR 17-162 outlines in more detail items for
directors to look out for when reviewing impairment models, including ensuring that:
XX Cash flows and assumptions appear reasonable based on historical cash flows,
economic and market conditions and funding costs
XX Discounted cash flows are not used to determine recoverable amount based on fair
value less costs of disposal unless forecasts and assumptions that a market participant
would use can be reliably estimated
XX Value in use calculations should assume declining growth rates in cash flows after year
five
XX Value in use calculations should assume cash flows from the asset in its current
condition, and not assume cash flows from restructuring unless the entity is
committed, or from improving the asset’s performance
XX Value in use calculations should match cash flows with the assets in the cashgenerating unit (CGU) being tested. For example, if cash flows from collecting
receivables and selling inventories are included as cash inflows in the impairment
model, receivables and inventories are to be included in the carrying value of CGU
assets against which the recoverable amount from the impairment model is compared.
Similarly, if cash outflows to settle creditors are included as cash outflows in the
impairment model, creditors should be deducted from CGU assets.
Financial assets such as receivables carried at amortised cost, and available-for-sale
investments with negative fair value movements recorded in other comprehensive
income, also need to be tested for impairment if there are impairment indicators of the
type listed in the diagram above. Even though available-for-sale (AFS) investments are
recognised at fair value in the balance sheet, any negative balance in the AFS reserve
should be reclassified as an impairment loss in profit or loss if there is a ‘significant or
prolonged decline in fair value’.
Key issue 4
Ensure that impairment indicators for financial and non-financial assets have been
considered under the correct accounting standard (AASB 136 for non-financial assets
and AASB 139 for financial assets).
Non-financial assets
Review management’s impairment models for all material non-current assets or
cash-generating units requiring an impairment test under AASB 136 Impairment of
Assets (including goodwill, intangible assets with an indefinite life, and assets with
impairment indicators).
Paying attention to items to consider outlined in the ASIC Media release, you need to
review management’s cash flows and assumptions, having regard to your knowledge
of the business, the economic environment, the assets and future business prospects,
to satisfy yourself that the recoverable amount of these assets exceed their carrying
amount.
Financial assets
Ensure that impairment losses have been recognised in profit or loss for all AFS
investments with negative balances in the AFS reserve that represent a significant or
prolonged decline in fair value.
NEW TRANSACTIONS AND AGREEMENTS
While you may be familiar with the accounting treatment for last year’s transactions and
balances, there is a risk that new transactions and agreements entered into during the
current year are incorrectly accounted for in your June 2017 financial report.
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As directors and CEOs, you are best placed, based on your knowledge of transactions
and agreements, to determine whether these transactions and agreements have been
correctly accounted for.
Key issue 5
For each new significant agreement or transaction stream, review management’s
accounting papers outlining the appropriate accounting treatment based on
authoritative guidance in accounting standards. Examples to consider include:
XX Off-balance sheet arrangements - have these been appropriately consolidated or
disclosed under AASB 12 Disclosure of Interests in Other Entities?
XX Joint arrangements - have these been appropriately accounted for as joint ventures
or joint operations?
XX Business combinations – have these been appropriately noted as being provisionally
accounted if the purchase price allocation has not been finalised?
XX Share-based payment arrangements – have all options granted been valued and
appropriately expensed (including to KMPs, even if these are immaterial – refer to
comments under remuneration reports and materiality below)?
XX Share-based payments – have shares issued under non-recourse or limited recourse
loans been appropriately accounted for as de facto options?
XX Derivatives – have all derivatives been recognised at reporting date with fair value
movements recorded in profit or loss (unless the hedge accounting requirements
have been met, in which case fair value movements are recognised in other
comprehensive income)?
XX Funding arrangements/capital raisings – have funds received been appropriately
classified as debt vs equity?
PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
Users are particularly interested in earnings and therefore the statement of profit or loss
and other comprehensive income. In this regard, it is important the entity appropriately
calculates and presents statutory profit and earnings per share (EPS).
Key issue 6
Subtotals
Review the presentation of the profit number in the statement of profit or loss and
other comprehensive income, ensuring that any profit subtotals such as EBITDA are
not presented in bold.
It should be noted that if you present expenses ‘by function’, i.e. including cost of sales
(COGS), it is not usually appropriate to present a subtotal EBITDA because some amounts
for depreciation and amortisation will be included as part of COGS, meaning that
describing a subtotal as EBITDA is not an accurate description of the relevant line item.
Diluted EPS
Also ensure that EPS has been correctly computed, particularly diluted EPS for the
effect of dilutive options. Entities with losses do not have diluted EPS as the impact of
any dilutive options would be, in fact, antidilutive. Also note that the effect of out-ofthe-money options on diluted EPS is also antidilutive and therefore is not disclosed.
In-the-money options only impact diluted EPS to the extent of the number of shares
that would be issued for no consideration.
Reclassifying items of OCI
Ensure that gains on disposal of items subject to revaluation or fair value adjustments
in other comprehensive income (OCI) are correctly accounted for, for example:
XX Revaluation surpluses on PPE remain in OCI, or are transferred to retained earnings
but are not recycled through profit or loss, and
XX Available-for-sale reserves are recycled and recognised in profit or loss in period of
disposal (with the reversal appearing in OCI for the period).
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MAJOR NEW ACCOUNTING STANDARDS

AASB 17 Insurance Contracts

Directors should be mindful of the disclosure requirements
when an entity has not applied a new Australian Accounting
Standard that has been issued but is not yet effective (AASB 108
Accounting Policies, Changes in Accounting Estimates and Errors,
paragraphs 30-31). The entity is required to disclose known
or reasonably estimable information relevant to assessing the
possible impact that application of the new Australian Accounting
Standard will have on the entity’s financial statements in the
period of initial application.

AASB 17 will replace AASB 4 and requires all insurance contracts
to be accounted for in a consistent manner, making financial
statements more comparable for users. Insurance obligations will
be accounted for using current values, instead of historical cost.

As at 30 June 2017, the following five Australian Accounting
Standards have been issued but they are not yet effective:
AASB 9 Financial Instruments
The main impacts of AASB 9 are that:
XX There are strict tests that must be met for financial assets to be
measured at amortised cost, so in future some financial assets
will be measured at fair value through other comprehensive
income (certain debt instruments only) or fair value through
profit or loss
XX The new ‘expected loss’ impairment model is more forward
looking and will replace the existing ‘incurred loss’ model
where a credit event (or impairment ‘trigger’) needs to occur
before credit losses are recognised
XX Hedge accounting may be easier to achieve for certain entities.
AASB 15 Revenue from Contracts with Customers
The core principle of AASB 15 is to recognise revenue to depict the
transfer of promised goods or services to customers in an amount
that reflects the consideration to which the entity expects to
be entitled in exchange for those goods or services. AASB 15
introduces a five-step revenue model to determine when to
recognise revenue and at what amount.
AASB 16 Leases
AASB 16 introduces a single lessee accounting model (all leases,
finance and operating leases, will be accounted for in the same
way) and requires a lessee to recognise assets and liabilities for
all leases. A lessee will now be required to recognise a right-ofuse asset representing its right to use the underlying leased asset
and a lease liability representing its obligation to make lease
payments.
Not-for-profit entities only: AASB 1058 Income of Not-for-Profit
Entities and AASB 1059 Service Concession Arrangements: Grantors
AASB 1058 establishes principles and guidance that apply to
transactions where the consideration to acquire an asset is
significantly less than fair value principally to enable a not-forprofit entity to further its objectives, and the receipt of volunteer
services.
AASB 1059 outlines the appropriate accounting treatment for
infrastructure projects of public sector entities conducted via
public-private partnerships.

AASB 17 will generally not apply to normal trading entities
that have entered into insurance contracts for assets and other
business purposes. It will only apply to insurance companies and
entities issuing insurance and reinsurance contracts and holding
reinsurance contracts.
Key issue 7
These new Australian Accounting Standards come into effect
over the next two to four years. You should therefore ensure
that the notes to your June 2017 financial statements disclose
the impact on the future financial position and results.
Please note the following when reviewing these disclosures:
XX Directors should not be making statements to the effect
that there will be no impact (or no material impact) for a
particular standard unless your transition assessment is
complete and your auditors are satisfied with your analysis
XX If you have completed your assessments for particular
standards, companies have continuous disclosure
obligations to keep the market informed, and as such, the
notes should quantify the impacts if transition date has
passed, and
XX If transition assessments are still ongoing, with particular
transaction streams or balances having been identified but
the impacts not quantified, ASIC still expects a narrative
description of the types of transactions and balances
impacted, as well as whether earnings and net assets are
likely to increase or decrease.
Interpretation 23 Uncertainty over Income Tax Treatments
It is also worth noting that the AASB recently issued
Interpretation 23, which could result in significant increases
in current tax liabilities for entities with transfer pricing and
other uncertain tax positions. Although its recent release
means there is unlikely to be expectation from ASIC or users
to quantify the impacts in your June 2017 financial report, you
will need to consider whether this interpretation could have a
potential impact in future and disclose narrative information
accordingly.
CONSISTENCY OF INFORMATION BETWEEN THE
OPERATING AND FINANCIAL REVIEW (OFR) AND THE
FINANCIAL REPORT
While not technically part of the audited financial statements,
directors are nevertheless responsible for preparing the ‘other
information’ contained in the Directors’ Report and the Operating
and Financial Review (OFR).
This ‘other information’ should be consistent with amounts
recognised, measured and disclosed in the financial statements.
Audit reports for 30 June 2017 for the first time will include a
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section on ‘other information’. Any material inconsistencies
identified between the ‘other information’ and the financial
statements that have not been rectified will be described in the
audit report (ASA 720 The Auditor’s Responsibility Relating to Other
Information).
Key issue 8
Ensure that all discussion and analysis in the OFR is consistent
with the way transactions and balances have been recognised,
measured and disclosed in the financial report. For example
XX Discussion of a poorly performing asset in the OFR should
trigger an impairment test and relevant disclosures in
the financial statements regarding assumptions used in
determining recoverable amount, or
XX The number of segments disclosed in the segment note
should generally correspond with the number of business
units whose results are analysed in the OFR. We would
usually only expect to see more business units than
segments if they meet the criteria in AASB 8, paragraph 12,
for aggregating operating segments into fewer reportable
segments, and details of the judgements made in applying
the aggregation criteria have been disclosed.
REMUNERATION REPORTS AND MATERIALITY
Although forming part of the directors’ report, the remuneration
report for listed companies required by s300A of the Corporations
Act 2001 is audited and then voted upon by members at the
annual general meeting (albeit via a non-binding vote under
s250R(3)). It is therefore a key piece of information used by
shareholders to assess the reasonableness of director and key
management personnel (KMP) compensation.
While ‘materiality’ applies to transactions and balances recognised
and measured under Accounting Standards, the Corporations
Act 2001 includes no such concept. This means that even though
Regulation 2M.3.03(5) refers to definitions in accounting
standards to determine how much compensation is disclosed for
KMPs, there is no materiality threshold. Therefore, details of all
amounts paid or payable to KMPs, shares/options/loans to KMPs,
as well as transactions with KMPs must be disclosed.
It should be noted that analysts and shareholder groups are
also becoming increasingly vocal regarding disclosure of KMP
compensation. In many cases, the remuneration report and KMP
long-term incentives may be voted down simply because the
performance conditions are not adequately or clearly disclosed.
Indeed, the descriptions of performance conditions in some
reports is either too high level (e.g. a generic statement that
performance conditions are ‘based on personal targets’, without
including a description of the targets), or too detailed and
complicated that it almost appears as if the disclosure has been
constructed so that users are unable to understand the terms.
Key issue 9
Review the remuneration report to ensure that information
disclosed for KMPs is complete and accurate, including KMP
non-cash compensation.
Ensure that performance conditions for KMP long-term and
short-term incentives are clearly explained, in Plain English.

DISCLOSURE INITIATIVE (‘DECLUTTERING’ YOUR
FINANCIAL REPORT)
In line with ASIC’s expectations that directors are responsible
for the quality of the financial report, including providing useful
and meaningful information for investors and other users of
the financial report, entities are encouraged to ‘declutter’ their
financial statements and apply judgement when deciding which
mandatory disclosures are relevant to users, and which are not.
Key issue 10
Review all accounting policies and ensure:
XX All redundant accounting policies are deleted
XX Accounting policies are written in Plain English and tailored
to suit your entity’s circumstances, and
XX Disclosures carried forward from years gone by are deleted
if they do not provide useful information relating to current
transactions and balances.
To make the financial report even more user-friendly, you may
also want to consider:
XX Moving accounting policies relating to specific transactions
and balances into those respective notes (e.g. revenue into
the revenue note, PPE into the PPE note, etc.)
XX Moving disclosures about key estimates and assumptions
into the relevant note, and
XX Re-ordering and grouping notes.
The above recommendations will not only assist users’
understanding of the financial report, but will enable a more
efficient and effective process for your own reviews.
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MORE INFRASTRUCTURE PROJECTS (SERVICE
CONCESSION ARRANGEMENTS) OF PUBLIC
SECTOR ENTITIES TO BE RECOGNISED ON
BALANCE SHEET
On 20 July 2017, the Australian Accounting Standards Board
issued AASB 1059 Service Concession Arrangements: Grantors,
which when effective, is likely to result in more infrastructure
projects of public sector entities conducted via public-private
partnerships (PPPs) being recognised on balance sheet.
WHAT IS A PPP?
Governments typically enter into PPPs in order to deliver certain
services to the public. Common examples of PPPs include the
construction and management of infrastructure assets such as
toll roads, bridges, airports and hospitals by private sector entities
where control of the asset may be given back to the government
after a specified period.
‘Some PPPs involve the government paying the private
sector operator directly and some involve the operator being
permitted to collect payment directly from the public, e.g.
collecting road tolls. The new requirements mean assets will be
recognised consistently, regardless of how they are financed.
In addition, more disclosures will be made around the terms of
PPP arrangements, giving taxpayers a greater understanding of
the risks associated with such projects.’
Extract from AASB Media Release, 20 July 2017

OPERATOR

GRANTOR

Operator
constructs/
upgrades asset
(road)

Grantor grants
use of service
concession asset

HIGHWAY

Service
concession
asset

Operator operates toll road
on behalf of grantor

TOLL BOOTH

AASB 1059 does not govern the accounting by operators in a
service concession arrangement. Instead, guidance for these is
contained in Interpretation 12 Service Concession Arrangements.

WHAT TYPE OF ARRANGEMENTS ARE COVERED BY
AASB 1059?

WHAT TYPE OF ARRANGEMENTS ARE OUTSIDE THE
SCOPE OF AASB 1059?

AASB 1059 provides guidance to public sector entities on how it
should recognise assets and liabilities from PPPs where it is the
grantor in a service concession arrangement.

The following types of arrangements are outside the scope of
AASB 1059:
XX No public service is delivered
XX The operator manages the public services as agent for the
grantor (rather than as principal), and
XX The service and management components of the contract
relate to assets not controlled by the grantor.

However, public sector entities would only apply AASB 1059 to
service concession arrangements structured where the operator:
XX Provides a public service related to a service concession asset
on behalf of a grantor, and
XX Manages at least some of the services provided at its own
discretion, rather than at the discretion of the grantor.
However, the services provided need to be more than
insignificant to the arrangement.

WHAT IS A ‘SERVICE CONCESSION ASSET’?
A ‘service concession asset’ is an asset other than goodwill, to
which the operator has right of access to provide public services
on behalf of the grantor in a service concession arrangement that:
XX The operator constructs, develops, upgrades or replaces major
components, or acquires from a third party or is an existing
asset of the operator, or
XX Is an existing asset of the grantor, including a previously
unrecognised identifiable intangible asset and land under roads,
or an upgrade to or replacement of a major component of an
existing asset of the grantor.
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WHEN SHOULD THE GRANTOR RECOGNISE A SERVICE
CONCESSION ASSET?
A grantor recognises a service concession asset, or an upgrade to a
service concession asset, in its statement of financial position if it
controls the asset.
‘….The grantor controls the asset if, and only if:
(a) the grantor controls or regulates what services the
operator must provide with the asset, to whom it must provide
them, and at what price; and
(b) the grantor controls – through ownership, beneficial
entitlement or otherwise – any significant residual interest in
the asset at the end of the term of the arrangement.’
Extract AASB 1059, paragraph 5
Service concession arrangements have different terms and
conditions around the length of time the service provider
operates the asset. These can vary from the constructed asset
being managed by the private operator for its entire useful life
(whole-of-life asset), to the private operator managing the asset
for part of its useful life, then returning the asset to government.
A grantor still recognises a service concession asset in an
arrangement where the operator manages the asset for its entire
useful life, provided the grantor controls the asset in accordance
with the requirements of AASB 1059, paragraph 5(a) described
above.
Example 1
A government department enters into an arrangement with a
private company to construct a toll road between an airport and a
major city, and the private company is responsible for maintaining
the road to a specified level, and collecting tolls for a period of 15
years after construction.
The government department is responsible for regulating the price
of the tolls during the period of the arrangement, and the road
must be transferred to the government department at the end of
the arrangement.
In this case, the government department controls the asset
because the agreement stipulates:
XX The asset (road) that must be provided to the public
XX The condition the road must be maintained to
XX The price the toll operator can charge the public to access the
road, and
XX That the road will be transferred to the government
department after 15 years, at the end of the arrangement.
HOW SHOULD THE GRANTOR MEASURE THE SERVICE
CONCESSION ASSET?
The grantor initially recognises a service concession asset at
‘current replacement cost’, calculated in accordance with the
‘cost approach’ to fair value measurement in AASB 13 Fair Value
Measurement.
This same principle applies to existing assets owned by the
grantor and transferred to a service concession asset under a new
service concession arrangement, and any difference between
the fair value of the asset using current replacement cost and

the carrying value of the asset is accounted for as if it were a
revaluation (i.e. taken to the asset revaluation reserve). However,
this initial revaluation does not mean that the grantor must adopt
a revaluation model going forward.
Example 2
If a government entity reclassifies a hospital that it previously
owned and operated as a service concession asset when it enters
into an agreement to expand the hospital, and transfers the
day-to-day operations of the hospital to the private operator,
the existing hospital would be reclassified as a service concession
asset and recognised at its current replacement cost.
HOW IS THE SERVICE CONCESSION ASSET
SUBSEQUENTLY MEASURED?
After initial recognition, the grantor depreciates or amortises the
service concession asset over its useful life using the principles in
AASB 116 Property, Plant and Equipment or AASB 138 Intangible
Assets.
If the asset is measured using the revaluation model, fair value is
determined using ‘current replacement cost’. In a departure from
the requirements of AASB 138, service concession assets classified
as intangible assets can be measured using the revaluation model
even if there is no active market.
WHAT HAPPENS TO THE SERVICE CONCESSION ASSET
WHEN THE AGREEMENT FINISHES?
If, at the end of the agreement, the asset is transferred to the
public sector entity (i.e. the service provider did not operate the
asset for its entire useful life) the grantor:
XX Reclassifies the asset based on its nature or function, i.e. a PPE
service concession asset would be classified as PPE and not as a
service concession subset of PPE
XX Applies any of the fair value measurement methods in AASB
13 to determine fair value (i.e. references to fair value are no
longer read as meaning ‘current replacement cost’), and
XX Only derecognises the asset when it loses control of the asset.
WHEN SHOULD THE GRANTOR RECOGNISE A SERVICE
CONCESSION LIABILITY?
The general requirement is that the grantor in a service
concession arrangement should recognise a service concession
liability whenever it meets the conditions to recognise a service
concession asset.
An exception to this principle occurs when the grantor reclassifies
an existing asset to a service concession asset.
Example 3
A government entity reclassifies a hospital that it previously
owned and operated as a service concession asset when it enters
into a new agreement to expand the hospital and transfers the
day-to-day operations of the hospital to a private operator.
In this case, the government entity would not recognise a service
concession liability for the original hospital asset transferred
because it is merely reclassifying an asset as a service concession
asset, and no additional consideration is received from the
operator.
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HOW SHOULD THE GRANTOR INITIALLY MEASURE A
SERVICE CONCESSION LIABILITY?

TYPE OF
LIABILITY

DESCRIPTION

The grantor in a service concession arrangement should recognise
a service concession liability at the same amount as the service
concession asset.

SUBSEQUENT
MEASUREMENT
OF LIABILITY

A financial liability
to the operator

Where the grantor
has a contractual
obligation to pay
cash or another
financial asset to
the operator. For
example:
XX Where the
grantor has an
arrangement to
pay the operator
for operating a
hospital, or
XX In the case
of a toll road
operator, if the
grantor will
compensate the
operator for toll
usage below
a guaranteed
minimum,
any shortfall
represents a
financial liability.

After initial
recognition,
measure liability
in accordance with
AASB 9 Financial
Instruments

A grant of a right
to the operator
to earn revenue
from third party
users of the service
concession asset

Where the grantor
grants the right
to the operator to
earn revenue from
the public from use
of the asset. For
example, where the
grantor gives the
right to a toll road
operator to collect
tolls from the road
it constructed over
a 20 year period.

This liability relates
to unearned
revenue, and the
grantor reduces
this liability by
recognising revenue
according to the
substance of the
service concession
arrangement.

Service concession
asset ($)

Service concession
liability($)

However, when the grantor reclassifies an existing asset as
a service concession asset, no liability is recognised unless
additional consideration is provided by the operator.
Example 4
A government entity reclassifies a hospital that it previously
owned and operated as a service concession asset when it enters
into a new agreement to expand the hospital and transfers the
day-to-day operations of the hospital to a private operator.
In Example three we observed that the government entity does
not recognise a service concession liability for the original hospital
asset transferred because it is merely reclassifying an asset as
a service concession asset, and no additional consideration is
received from the operator.
However, as the hospital is expanded and upgraded, the
government entity would recognise a service concession asset
and a corresponding liability for the amounts spent on upgrade/
expansion work.
SUBSEQUENT RECOGNITION OF THE SERVICE
CONCESSION LIABILITY
After initial recognition, the grantor needs to determine if the
liability represents a:
XX Financial liability owing to the operator, or
XX Grant of a right to the operator to earn revenue from third
party users of the service concession asset.
In some cases, there may need to be a split between both types of
liabilities.

WHEN DOES THE STANDARD FIRST APPLY?
Public sector entities that are grantors in a service concession
arrangement will be required to apply this standard to their
financial reports for periods beginning on or after 1 January 2019.
The entity has the option of early adopting this standard for
periods before 1 January 2019.
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INTERPRETATION 23 APPROVED
BY AASB ON ACCOUNTING FOR
UNCERTAIN TAX TREATMENTS
The Australian Accounting Standards Board (AASB) approved IFRIC 23 Uncertainty over
Income Tax Treatments on 3 August 2017 as Interpretation 23 in Australia.
Effective for annual periods beginning on or after 1 January 2019, Interpretation 23 can
now be adopted by Australian entities in earlier periods. However, due to the nature of its
requirements (discussed below), we do not anticipate many entities early adopting this
interpretation.
Interpretation 23 requires entities to calculate the current tax liability in their financial
statements as if the tax authorities were going to perform a tax audit, and the tax
authorities knew all the facts and circumstances about the entity’s tax position.
This could prove a fortuitous development for the ATO, with entities having to disclose
key estimates and judgements regarding the determination of uncertain tax positions.
MORE INFORMATION
For more information on the requirements of Interpretation 23, please refer to our July
2017 Accounting News.

NEW BDO RESOURCES &
PUBLICATIONS
AUSTRALIAN RESOURCES
The IFRS Advisory section of our website includes training materials on IFRS and other
financial reporting issues including the following webinars (one hour video recorded
presentations presented live on a monthly basis).
Recent webinars include:
MONTH

TOPIC

August 2017

The New AASB 15 – Determining and Allocating the Transaction price
to the Performance Obligations

July 2017

The New AASB 15 – Identifying the Contract and the Separate
Performance Obligations in the Contract

June 2017

Overview of the New IFRS 15 Revenue from Contracts with Customers

May 2017

Financial Reporting Update – Getting ready for 30 June 2017

April 2017

The new AASB 9 Financial Instruments – Impairment requirements

March 2017

The New AASB 9 Financial Instruments – Classification and
Measurement Requirements

March 2017

The New AASB 1058 Income of Not-for-Profit Entities

February 2017

Overview of the New AASB 16 Leases

Please register for the remaining webinars in 2017.
BDO GLOBAL RESOURCES
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
XX Need to Knows – updates on major
IASB projects and highlights practical
implications of forthcoming changes
to accounting standards. Recent Need
to Knows include IFRS 15 Revenue from
Contracts with Customers - IFRS v US
GAAP Differences (Dec 2016), IFRS
16 Leases (July 2016), 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).
XX

IFRS in Practice – practical information
about the application of key aspects
of IFRS, including industry specific
guidance. Recent IFRS in Practice include
IFRS 16 Leases (March 2017), IFRS 15
Revenue from Contracts with Customers
(Dec 2016), IFRS 15 Revenue from
Contracts with Customers - Transition
(July 2016), IFRS 11 Joint Arrangements
(Feb 2016), IFRS 9 Financial Instruments
(Oct 2015), 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)
XX 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 2017
02 Improvements to IFRS 8 Operating
Segments, IASB ED 2017 03 Prepayment
Features with Negative Compensation,
IASB ED 2017-01 Annual Improvements
2015-2017 Cycle, IASB ED 2016-01
Definition of a Business and Accounting
for Previously Held Interestes - Proposed
amendments to IFRS 3 and IFRS 11, IASB
ED 2015-08 IFRS Practice Statement:
Application of Materiality to Financial
Statements, IASB ED 2015-3 Conceptual
Framework for Financial Reporting, IASB
ED 2015-5 Proposed amendments to IAS
19 and IFRIC 14, and IASB ED 2015-1
Classification of Liabilities.
XX
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FOR MORE INFORMATION

COMMENTS SOUGHT ON
EXPOSURE DRAFTS

ADELAIDE
PAUL GOSNOLD
Tel +61 8 7324 6049
paul.gosnold@bdo.com.au

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
ED280 Property,
Plant and Equipment
- Proceeds before
Intended Use

PROPOSALS

COMMENTS DUE COMMENTS
TO AASB BY
DUE TO IASB BY
18 September 2017 19 October 2017

Proposes prohibiting deducting any
proceeds from selling ‘test items’
against the cost of an item of PPE, as
well as clarifying:
• The meaning of ‘testing whether the
asset is functioning properly’, and
• That the proceeds from sale of
items produced while bringing
an asset into the location and
condition necessary for it to
be capable of operating in the
manner intended by management
would be recognised in
accordance with applicable
accounting standards, for
example, inventories produced
would be recognised as revenue.
ITC 35 Disclosure
In this next step in the IASB’s
4 September 2017
Initiative – Principles Disclosure Initiative project, this
of Disclosure
Discussion Paper seeks to establish
clear principles governing what, how
and where information should be
disclosed in the financial statements.
The proposals include:
• Seven principles of effective
communication for entities
preparing financial statements
• Possible approaches to improve
the disclosure objectives and
requirements in IFRS Standards, and
• Principles of fair presentation
and disclosure of performance
measures and non-IFRS
information in financial
statements, to ensure that such
information is not misleading.
ITC 36 Request
As part of its post-implementation
31 August 2017
for Comment on
review of IFRS 13 Fair Value
IASB Request for
Measurement, the IASB is seeking
Information on Post- feedback on:
implementation
• Fair value disclosures – usefulness
Review – IFRS 13 Fair
and which level 3 disclosures are
Value Measurement
costly to prepare
• Determining fair value for quoted
investments in subsidiaries,
joint ventures, associates and
CGUs – whether there are
material differences in fair value
between prioritising level 1 inputs
(P*Q) and fair value using other
valuation techniques
• Applying the concepts of ‘highest
and best use’ when measuring fair
value of non-financial assets, and
• Applying judgement in assessing
whether a market for an asset
or liability is active and whether
a input is unobservable and
significant (i.e. level 3).

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
DAVID PALMER
Tel +61 3 6324 2499
david.palmer@bdo.com.au
MELBOURNE
DAVID GARVEY
Tel: +61 3 9603 1732
david.garvey@bdo.com.au

2 October 2017

NEW SOUTH WALES
GRANT SAXON
Tel: +61 2 9240 9976
grant.saxon@bdo.com.au
PERTH
PHILLIP MURDOCH
Tel +61 8 6382 4716
phillip.murdoch@bdo.com.au

22 September
2017

This publication has been carefully prepared, but it has
been written in general terms and should be seen as broad
guidance only. The publication cannot be relied upon to
cover specific situations and you should not act, or refrain
from acting, upon the information contained therein without
obtaining specific professional advice. Please contact the
BDO member firms in Australia to discuss these matters in
the context of your particular circumstances. BDO Australia
Ltd and each BDO member firm in Australia, their partners
and/or directors, employees and agents do not accept or
assume any liability or duty of care for any loss arising from
any action taken or not taken by anyone in reliance on the
information in this publication or for any decision based on it.
BDO refers to one or more of the independent member
firms of BDO International Ltd, a UK company limited by
guarantee. Each BDO member firm in Australia is a separate
legal entity and has no liability for another entity’s acts and
omissions. Liability limited by a scheme approved under
Professional Standards Legislation other than for the acts or
omissions of financial services licensees.
BDO is the brand name for the BDO network and for each of
the BDO member firms.
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