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ACCOUNTING

NEWS
BLIND FREDDY – COMMON
ERRORS IN ACCOUNTING FOR
IMPAIRMENT – PART 2B
The ‘Blind Freddy’ proposition is a term used by Justice Middleton in the case of ASIC v Healey & Ors
[2011] (Centro case) to describe glaringly obvious mistakes.
The whole essence of the ‘Blind Freddy’ series is to highlight instances where, despite the
accounting standards being very clear on a particular accounting treatment, preparers regularly
ignore the clear instructions in the standard, resulting in their financial statements being potentially
materially misstated.
While estimating an asset’s recoverable amount requires a great degree of judgement and
estimation, in a number of cases there are a set of very clear rules that ‘Blind Freddy’ could
recognise, which are commonly overlooked. These include:
• Not testing for impairment when the standard clearly requires it
• Not testing for impairment at the correct ‘unit of account’
• Not including the correct assets in the impairment test
• Basic errors in determining recoverable amount
−− Basic errors in determining ‘value in use’
−− Basic errors in determining ‘fair value less cost of disposal’.
In last month’s article (Part 2a), we identified 10 ‘Blind Freddy’ errors preparers make when
determining value in use (VIU) for recoverable amount calculations under AASB 136 Impairment of
Assets. This month, Part 2b covers more ‘Blind Freddy’ errors relating to VIU calculation, including:
• Projections of cash outflows required to get an asset ready for use
• Avoid double-counting cash flows
• Cash flows shall only include those for the asset in its current condition
• Not including refurbishment costs (day-to-day servicing)
• Including cash inflows or outflows from financing activities in the VIU model
• Treatment of income tax receipts or payments
• Estimating the net cash flows to be received (or paid) for the disposal of an asset at the end of
its useful life
• Foreign currency future cash flows.
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Projections of cash outflows required to get an asset ready for use
If an asset is not yet ready for use, cash flows to get that asset ready for
use must be included in the VIU model.

Example 10
Manufacturer A prepares a VIU cash flow model using its forecast EBITDA
budget as its basis. Manufacturer A typically has an inventory turnover of
120 days.

When the carrying amount of an asset does not yet include all the
cash outflows to be incurred before it is ready for use or sale, the
estimate of future cash outflows includes an estimate of any further
cash outflow that is expected to be incurred before the asset is ready
for use or sale. For example, this is the case for a building under
construction or for a development project that is not yet completed.

At 31 December 2016, it has 90 days of finished goods on hand and 60
days of work in progress.

AASB 136, paragraph 42

Commentary - Assuming the entity sells goods on 90 day credit terms,
and has at least 90 days finished goods on hand, the entity will not
receive any cash from the producing assets for 180 days. The cash flow
model must be adjusted for this.

Example 9
Entity H is testing an intangible not yet ready for use for impairment.
Carrying value is $10,000,000.
VIU calculation is based on the forecast EBITDA. The asset is forecast to
start generating revenue in nine month’s time.
Entity H determines the VIU using a 10% discount rate as follows:
2017

2018

2019

2020

2021

$'000

$'000

$'000

$'000

$'000

EBITDA

600

1,000

3,000

4,000

6,000

10%

$545.45

$826.45

$2,253.94

$2,732.05

$3,725.53

The recoverable amount is determined to be $10,083,430 and Entity
H concludes that no impairment charge is to be recognised (carrying
amount is $10 million).
Entity H forecasts that a further $700,000 development spend is required
to complete the asset.
Correct VIU calculation is therefore as follows:
2017

2018

2019

2020

2021

$'000

$'000

$'000

$'000

$'000

EBITDA

600

1,000

3,000

4,000

6,000

Capital
Spend

(700)

Cash flow

(100)

1,000

3,000

4,000

6,000

10%

-$90.91

$826.45

$2,253.94

$2,732.05

$3,725.53

Recoverable amount is $9,447,060 and an impairment charge of
$552,940 should have been recognised ($10,000,000-9,447,600).
Blind Freddy Error 11 – Cash flows to get an asset ready for use
VIU model does not include cash outflows required to get an asset
ready for use.
Avoid double-counting cash flows
To avoid double-counting, estimates of future cash flows do not include:
a) cash inflows from assets that generate cash inflows that are largely
independent of the cash inflows from the asset under review (for
example, financial assets such as receivables); and
b) cash outflows that relate to obligations that have been recognised as
liabilities (for example, payables, pensions or provisions).
AASB 136, paragraph 43
Double counting cash flows from working capital - Cash inflows from
other assets on the balance sheet
When preparing VIU calculations, preparers must be careful not to
‘double count’ cash flows from assets recognised separately on the
entity’s balance sheet, that are independent from the asset being tested
for impairment. This particularly relates to the receipts from trade
receivables, receipts of refundable GST, and the receipts from the sale of
finished inventory.

It tests the long-term assets (goodwill and PPE) for impairment, without
adjusting the EBITDA forecasts for working capital associated with
inventory on hand.

Example 11
Entity I has 90 day credit terms and sells approximately 25% of its annual
sales in June each year.
At the year end, 30 June 2016, Entity I has trade receivables of $10
million, which will be collected as follows:
• $1 million in July 2016
• $2 million in August 2016
• $7 million in September 2016.
Entity I uses its 30 June 2017 cash flow forecast as the basis for its VIU
at 30 June 2016, without any adjustment for working capital.
Commentary - The cash flow model includes $10 million of cash flows
that are not being generated by the assets which are being tested for
impairment.
Blind Freddy Error 12 – Double counting cash inflows for 		
working capital
Double counting cash inflows for receivables and inventory in VIU
impairment testing.
Double counting cash flows from working capital - Inclusion/
exclusion of liabilities
In a similar manner to adjustments required to VIU models in respect
of assets recognised separately on the balance sheet (receivables and
inventories), preparers should be aware of adjustments required for
working capital adjustments to be made for liabilities on the balance
sheet that represent future obligations to pay out cash. This includes
trade payables, accrued wages, provisions for restoration, etc.
An area that can commonly lead to errors is the recognition of deferred
revenue liabilities when determining VIU, and incorrectly deducting this
liability from the carrying value of the asset to be impaired.
Example 12
Software Co sells software licences.
It receives 100% of the sales proceeds when it sells the licence, and
recognises a deferred revenue liability. It then recognises revenue over the
life of the licence.
Software Co has assets (goodwill and intangibles) of $10 million and a
deferred revenue amount of $2 million. When determining the value of
the asset to be tested for impairment, it models out its cash flows, using
expected cash inflows and adjusting for working capital in respect of
trade receivables and trade payables.
It deducts the deferred revenue amount from the carrying value of the
producing assets.
Commentary - By its nature, cash has already been received for the
deferred revenue, therefore there should be no adjustment in the VIU
model.
Blind Freddy Error 13 – Double counting deferred revenue liabilities
Deducting deferred revenue liabilities from CGU assets when
determining carrying amount of CGU assets tested for impairment.
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Cash flows shall only include those for the asset in its 		
current condition
Future cash flows shall be estimated for the asset in its current
condition. Estimates of future cash flows shall not include estimated
future cash inflows or outflows that are expected to arise from:
a) a future restructuring to which an entity is not yet committed; or
b) improving or enhancing the asset’s performance.
AASB 136, paragraph 44
Because future cash flows are estimated for the asset in its current
condition, value in use does not reflect:
a) cash outflows or related cost savings (for example reductions in
staff costs) or benefits that are expected to arise from a future
restructuring to which an entity is not yet committed; or
b) future cash outflows that will improve or enhance the asset’s
performance or the related cash inflows that are expected to arise
from such outflows.
AASB 136, paragraph 45
Factoring restructuring into the VIU
AASB 136, paragraph 12(g) requires an entity to test for impairment
when ‘evidence is available from internal reporting that indicates that the
economic performance of an asset is, or will be, worse than expected.’ In
such cases, it is reasonable to expect the entity to take actions to return
the asset to its anticipated economic performance. This can be through
reorganisations, cost cuttings, redundancies, etc. Preparers must be
careful not to include cost savings from a planned restructuring unless
they can demonstrate that they are clearly committed to such a plan.
There would appear to be an alignment with this requirement, and the
entity recognising a redundancy provision under AASB 137 Provisions,
Contingent Liabilities and Contingent Assets. AASB 136, paragraphs 44(a)
and 45(a) clearly prohibit inclusion of savings from restructuring for
which an entity is not committed.
Example 13
Publisher A has two operating segments:
• Print publishing
• Online publishing.
In November 2016, it prepares its annual budget for 2017, which shows a
significant downturn in the profitability of the print publishing division.
This triggers the requirement to test the print publishing assets for
impairment (AASB 136, paragraphs 9 and 12 (g)).
Concurrent with modelling the VIU, a plan is derived to restructure
the operation and merge the print and online businesses, resulting in
savings through reducing head count by 100, mainly through reducing
duplication of functions (sales, admin and editorial).
At 31 December 2016 this plan has not been communicated to
management, staff or to the market. Publisher A incorrectly includes the
anticipated savings and concludes that there is no impairment.
Blind Freddy Error 14 - Restructuring
Including increased cash inflows from a restructuring to which an
asset is not yet committed.

Factoring in enhancements into a VIU model
Entities may also look to improve the performance of an asset by making
technological enhancements to the asset. Again, AASB 136, paragraph
44 assumes that cash flows are estimated for the asset in its current
condition, and paragraphs 44(b) and 45(b) prohibit the inclusion of the
impacts of enhancements to an asset to which it is not yet contractually
committed.
Until an entity incurs cash outflows that improve or enhance the
asset’s performance, estimates of future cash flows do not include
the estimated future cash inflows that are expected to arise from the
increase in economic benefits associated with the cash outflow (see
Illustrative Example 6).
AASB 136, paragraph 48

Example 14
In October 2016, Oil Refiner forecasts operating losses in its refinery
operation in Sydney.
The refinery is over 30 years old, and management recognise that in
order to compete with more modern refineries operating in Singapore,
approximately $100 million investment is required.
In accordance AASB 136, paragraph 9, the refinery is tested for
impairment. The VIU includes the cost of $100 million for the required
plant enhancements, together with the adjusted capacity and operating
costs, and revenue forecasts from these enhancements.
This shows there is no impairment. The entity is in the process of
selecting the supplier for these enhancements (i.e. not yet committed).
These enhancements cannot be included in the VIU model because they
do not represent cash flows of the refinery in its current condition.
Blind Freddy Error 15
Including increased cash inflows from improving or enhancing the
asset’s performance which do not represent future cash flows of the
asset in its current condition.
Not including refurbishment costs (day-to-day servicing)
Estimates of future cash flows include future cash outflows necessary
to maintain the level of economic benefits expected to arise from the
asset in its current condition. When a cash-generating unit consists of
assets with different estimated useful lives, all of which are essential to
the ongoing operation of the unit, the replacement of assets with shorter
lives is considered to be part of the day-to-day servicing of the unit when
estimating the future cash flows associated with the unit. Similarly, when
a single asset consists of components with different estimated useful
lives, the replacement of components with shorter lives is considered
to be part of the day-to-day servicing of the asset when estimating the
future cash flows generated by the asset.
AASB 136, paragraph 49
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Example 15
A CGU comprises a mine, mining equipment, a processing plant and trucks.
The mine has a forecast useful life of 20 years.
The processing plant will require a midlife overhaul after ten years and trucks will need to be fully
replaced after ten years.
The VIU model incorrectly excludes the cost of the mid-life refurbishment of the processing plant
and the cost of replacing the trucks in ten years.
Example 16
A hotel owner estimates the useful life of its hotel to be 20 years.
It uses a VIU model showing a steady revenue stream between years six and 20, assuming that it
will be able to operate as a five star hotel in that city, and that demand and supply for hotel beds
will remain in equilibrium.
In order to maintain its position as a five star hotel, it forecasts that it will have to undertake
significant renovations every seven years to both its rooms and food and beverage outlets.
The VIU model incorrectly excludes the cost of these refurbishments.
Blind Freddy Error 16
Not including future cash flows necessary to maintain the level of economic benefits expected
to arise from the asset in its current condition.
Including cash inflows or outflows from financing activities in the VIU model
Estimates of future cash flows shall not include:
• cash inflows or outflows from financing activities; or
• income tax receipts or payments.
AASB 136, paragraph 50
Estimated future cash flows reflect assumptions that are consistent with the way the discount
rate is determined. Otherwise, the effect of some assumptions will be counted twice or ignored.
Because the time value of money is considered by discounting the estimated future cash flows,
these cash flows exclude cash inflows or outflows from financing activities. Similarly, because
the discount rate is determined on a pre-tax basis, future cash flows are also estimated on a
pre-tax basis.
AASB 136, paragraph 51
Example 17
Entity J borrows $100 million to finance the construction of its new factory.
It incurs cash outflows of $10 million per annum servicing this debt.
It wrongly includes these cash outflows in its VIU model.
Example 18
Entity K forecasts that its operation will generate significant cash surpluses which it intends to
place on deposit in high yield fixed rate bonds. It wrongly includes the forecast interest income in
its VIU model.
Blind Freddy Error 17
Including cash inflows or outflows from financing activities in the VIU model.
Treatment of income tax receipts or payments
As the VIU model must use the pre-tax interest rate, it is incorrect to include cash receipts or
payments in respect of income tax.
Example 19
Entity L has a CGU with a carrying value of $10 million and determines its VIU to be $4,058,000 by
wrongly including a 30% tax charge. It recognises an impairment loss of $2,942,000.
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Profit before tax

600

1,000

3,000

4,000

6,000

Tax at 30%

(180)

(300)

(900)

(1,200)

(1,800)

Cash flows

420

700

2,100

2,800

4,200

10%

$381.82

$578.51

$1,577.76

$1,912.44

$2,607.87
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The above VIU model should have recorded no impairment charge because without the deductions
for tax payments, the recoverable amount would have exceeded $10,000 (refer table below).
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Profit before tax

600

1,000

3,000

4,000

6,000

Cash flows

600

1,000

3,000

4,000

6,000

10%

$545.45

$826.45

$2,253.94

$2,732.05

$3,725.53

Blind Freddy Error 18
Including income tax receipts or payments in the VIU model.
Estimating the net cash flows to be received (or paid) for the disposal of an asset at the end of
its useful life
The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end of its
useful life shall be the amount that an entity expects to obtain from the disposal of the asset in an
arm’s length transaction between knowledgeable, willing parties, after deducting the estimated
costs of disposal.
AASB 136, paragraph 52
Example 20
Entity M prepares the following VIU model for a CGU with a carrying amount of $10 million.
It determines the recoverable amount to be $9,773,000 and recognises an impairment loss of $227,000.
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Profit before tax

600

1,000

3,000

4,000

5,500

Cash flows

600

1,000

3,000

4,000

5,500

10%

$545.45

$826.45

$2,253.94

$2,732.05

$3,415.07

The VIU model incorrectly excluded the forecast scrap value ($500,000) of disposing of all of the
assets that should have been included in the VIU model. This resulted in a VIU of $10,083,000 with
no impairment write-down.
2017

2018

2019

$’000

$’000

600

1,000

Cash flows

600

10%

$545.45

Profit before tax

2020

2021

$’000

$’000

$’000

3,000

4,000

5,500

1,000

3,000

4,000

6,000

$826.45

$2,253.94

$2,732.05

$3,725.53

Sale proceeds

500

Blind Freddy Error 19
Not including the net cash flows to be received (or paid) for the disposal of an asset at the end
of its useful life in the VIU model.
Estimating the fair value
The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end of
its useful life is determined in a similar way to an asset’s fair value less costs of disposal, except
that, in estimating those net cash flows:
a) an entity uses prices prevailing at the date of the estimate for similar assets that have
reached the end of their useful life and have operated under conditions similar to those in
which the asset will be used.
b) the entity adjusts those prices for the effect of both future price increases due to general
inflation and specific future price increases or decreases. However, if estimates of future cash
flows from the asset’s continuing use and the discount rate exclude the effect of general
inflation, the entity also excludes this effect from the estimate of net cash flows on disposal.
AASB 136, paragraph 53
Example 21
Entity N prepares the following VIU model for a CGU with a carrying amount of $10 million.
It determines the recoverable amount to be $10,083,000 assuming that the scrap value of the
equipment, including the impact of inflation, over the next five years of 5% per annum is $500,000.
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Profit before tax

2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

600

1,000

3,000

4,000

5,500

Sale proceeds

500

Cash flows

600

1,000

3,000

4,000

6,000

10%

$545.45

$826.45

$2,253.94

$2,732.05

$3,725.53

The discount rate of 10% excludes inflation. Therefore the estimated fair value the sale value of
the asset should not have been adjusted for inflation and should instead have been recorded at
$300,000 with an impairment loss of $41,000 (refer table below).
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

600

1,000

3,000

4,000

5,500

Cash flows

600

1,000

3,000

4,000

5,800

10%

$545.45

$826.45

$2,253.94

$2,732.05

$3,601.34

Profit before tax
Sale proceeds

300

Blind Freddy Error 20
Incorrectly estimating the net cash flows to be received (or paid) for the disposal of an asset at
the end of its useful life in the VIU model.
Foreign currency future cash flows
Future cash flows are estimated in the currency in which they will be generated and then
discounted using a discount rate appropriate for that currency. An entity translates the present
value using the spot exchange rate at the date of the value in use calculation.
AASB 136, paragraph 54
Example 22
Entity O has an asset with a carrying value of $10 million.
It has cash inflows in USD and translates the forecasted cash flows at the forward rates available
for the next two year period, then takes a consensus view with a steady weakening of the
Australian dollar. The VIU recoverable amount is calculated as $11,892,000 and Entity O records no
impairment loss.
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Sale proceeds in USD

2,700

2,700

2,700

2,700

2,700

Exchange rate

0.70

0.65

0.60

0.58

0.57

Sale proceeds converted
to AUD

3,857

4,154

4,500

4,655

4,737

Costs in AUD

(1,200)

(1,200)

(1,200)

(1,200)

(1,200)

Net cash flows

2,657

2,954

3,300

3,455

3,537

10%

$2,415.58

$2,441.20

$2,479.34

$2,359.93

$2,196.10

The spot rate was 0.74 and the VIU impairment model should have been as follows:
2017

2018

2019

2020

2021

$’000

$’000

$’000

$’000

$’000

Sale proceeds in USD

2,700

2,700

2,700

2,700

2,700

Exchange rate

0.74

0.74

0.74

0.74

0.74

Sale proceeds converted
to AUD

3,649

3,649

3,649

3,649

3,649

Costs in AUD

(1,200)

(1,200)

(1,200)

(1,200)

(1,200)

Net cash flows

2,449

2,449

2,449

2,449

2,449

10%

$2,226.04

$2,023.68

$1,839.71

$1,672.46

$1,520.42

This results in a recoverable amount of $9,282,000 and an impairment loss of $718,000.
Blind Freddy Error 21
An entity translates foreign currency cash flows at a rate other than the prevailing spot rate.
Next month
In next month’s article (Part 2c) we will look at errors in determining the discount rate.

7

ACCOUNTING NEWS

ASSOCIATIONS
BENEFIT FROM STATE
RED TAPE REDUCTION
BUT MUST NOW LODGE
WITH THE ACNC
Associations in South Australia and Tasmania will soon benefit from red
tape reduction, in the future only having to lodge financial reports with
the Australian Charities and Not-for-Profits Commission (ACNC) and not
with state regulators. Currently, the ACNC uses its transitional powers
to exempt registered charities (including associations) from lodging
financial reports with the ACNC if they are required to be lodged with a
state regulator.
South Australia
This change was made with the passing in the South Australian
Parliament on 24 May 2016 of the Statutes Amendment (Commonwealth
Registered Entities) Bill 2016. The main changes relate to associations
(charities) registered with the ACNC and include:
• No longer being required to submit financial information to their state
regulator. They will simply file their Annual Information Statement
with the ACNC.
• No longer needing to apply for a fundraising licence in South Australia,
nor having to file an annual return to the state government.
This will be a significant reduction in time and resources for South
Australian-based charities, as well as other charities that fundraise in
South Australia.
The Bill is expected to be operative from 1 January 2017.
Tasmania
The changes were passed in the Tasmanian Parliament on 2 June 2016 via
the Associations Incorporation Amendment Bill 2016. They received Royal
Assent on 21 June 2016 and the main changes include:
• Tasmanian incorporated associations registered with the ACNC will
no longer be required to provide duplicative reporting to their state
regulator, and
• Harmonising the threshold for a ‘small’ charity in Tasmania with the
ACNC requirements, i.e. raising the audit threshold from $40,000
to $250,000 revenue, resulting in approximately 3,000 registered
charities with annual revenue of less than $250,000 will no longer be
required to have their financial statements audited.
The legislation is scheduled to come into effect on 1 October 2016.
The ACNC have indicated that they will work with the relevant South
Australian and Tasmanian government agencies to develop information
sharing systems and plain language guidance for charities.

CHANGES TO IFRS 2
SHARE-BASED PAYMENT
– CLASSIFICATION AND
MEASUREMENT OF
SHARE-BASED PAYMENT
TRANSACTIONS
On 20 June 2016, the International Accounting Standards Board (IASB)
issued narrow scope amendments to IFRS 2 Share-based Payment to
clarify the accounting for:
• The impact of vesting and non-vesting conditions when measuring
cash-settled share-based payments
• Share-based payment transactions with a net settlement feature for
withholding tax obligations, and
• Share-based payments where the classification of the transaction
changes from cash-settled to equity-settled.
The changes apply to annual periods beginning on or after 1 January 2018
and can be early adopted. There are specific transitional provisions for
each of these amendments (refer to discussion below).
Impact of vesting and non-vesting conditions when measuring cashsettled share-based payments
The liability shall be measured, initially and at the end of each
reporting period until settled, at the fair value of the share
appreciation rights, by applying an option pricing model, taking into
account the terms and conditions on which the share appreciation
rights were granted, and the extent to which the employees have
rendered service to date.
AASB 2, paragraph 33
Although AASB 2, paragraph 33 requires cash-settled share-based
payment transactions to be measured at fair value using an option pricing
model, it does not give guidance on if, and how, vesting and non-vesting
conditions should be taken into account when measuring fair value of the
cash-settled liability.
These changes clarify that market and non-market vesting conditions
and non-vesting conditions should be taken into account when
determining fair value of the cash-settled share-based liability in the
same way as they would be for equity-settled share-based payment
transactions.
Conditions

Example

How accounted for in
cash-settled liability?

Vesting – non-market

Target sales/profit

No impact on fair value.
Adjust number of awards
expected to vest.

Vesting – market

Target share price

Adjust fair value at each
reporting date until
settlement

Non-vesting

Future commodity price

Adjust fair value at each
reporting date until
settlement

This means that for all types of conditions, the cumulative amount
recognised for goods and services as consideration for cash-settled sharebased payment transactions will equal the cash paid.
Cumulative expense = cash paid
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Transition
These amendments only apply to share-based payment transactions:
• Unvested at the date that the entity first applies the amendments, and
• Those granted on or after the date that the entity first applies the
amendments.
The entity first applies these amendments on 1 January 2018 for entities
with 31 December 2018 year ends, and 1 July 2018 for entities with 30
June 2019 year ends.
Transition – granted before date amendment first applies
For unvested share-based payment transactions granted before the date
that the entity first applies these amendments, the cash-settled liability
must be remeasured on the date the amendments are first applied (e.g. 1
January or 1 July 2018), and the effects of remeasurement recognised in
opening retained earnings on that date.
Net settlement feature for withholding tax obligations
Tax laws in some countries require an entity to withhold an amount
to settle an employee’s tax obligation for a share-based payment
transaction, and to pay that amount over to the tax authorities on the
employee’s behalf, usually in cash.
To fulfil these obligations, share-based payment transactions may allow/
require entities to withhold a number of equity instruments, equal to the
monetary value of the employee’s tax obligation, from the total number
of equity instruments that otherwise would have been issued. The
obligation to settle in cash would usually result in such transactions being
classified as cash-settled. The changes in paragraphs 33E to 33H clarify
that such transactions with the net settlement feature will be accounted
for as follows:
• Classify the transaction as equity-settled in its entirety if, without the
net settlement feature, it would have been so classified, and
• Debit payments made by the entity for withholding tax as a deduction
from equity.
However, paragraph 33H clarifies that this treatment will not apply
where:
• There is no obligation on the entity under tax law to withhold
amounts to cover the employee’s tax obligations from the share-based
payment arrangement, or
• The entity withholds equity instruments in excess of the employee’s
tax obligation under the share-based payment arrangement. In such
cases the excess equity instruments withheld are accounted for as a
cash-settled share-based payment if this amount is paid in cash.
Transition – granted on or after date amendment first applies
These amendments only apply to unvested (or vested but unexercised)
share-based payment transactions that are granted on or after the date
that the entity first applies the amendments, i.e. 1 January 2018 for
entities with 31 December 2018 year ends and 1 July 2018 for entities
with 30 June 2019 year ends.
Transition – granted before date amendment first applies
For unvested (or vested but unexercised) share-based payment
transactions that were previously accounted for as ‘cash-settled’ because
of the net settlement feature, but are now classified as ‘equity-settled’,
the carrying amount of the cash-settled liability must be reclassified as
equity on the date these amendments are first applied.
Changing classification from cash-settled to equity-settled
Guidance paragraphs B44A to B44C have been added to clarify the
accounting if the terms of a share-based payment are modified such that
a cash-settled transaction becomes an equity-settled transaction. The
steps to follow on modification date are:

Measure
equity-settled
transaction @
FV of equity
instruments
granted (A)

Derecognise
cash-settled
liability (B)

(A) Less (B)
is recognised
immediately
profit or loss

Transition
These amendments only apply to modifications that occur on or after
the date that the entity first applies the amendments, i.e. 1 January 2018
for entities with 31 December 2018 year ends and 1 July 2018 for entities
with 30 June 2019 year ends.
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AASB 9 ARTICLES AND
PUBLICATIONS – BANKS
AND CORPORATES
TAKE NOTE
BDO has recently appeared in various articles and publications regarding
the implementation of AASB 9 Financial Instruments. These serve as
useful guidance when determining the impacts of AASB 9 adoption on
your business, which could be significant if you are a bank or financial
institution.
Global Public Policy Committee (GPPC) article on implementation of
IFRS 9 impairment issues by banks
The new expected loss impairment model is particularly challenging
for banks to implement, and we expect this to be subject to scrutiny by
prudential regulators, securities regulators and audit regulators, all of
which will expect to see high quality implementation of the new model.
The Global Public Policy Committee (GPPC), which comprises
representatives of BDO, Deloitte, EY, Grant Thornton, KPMG and PwC,
recently published a paper, ‘The implementation of IFRS 9 impairment
requirements by banks – Considerations for those charged with
governance of systemically important banks’.
The aim of the paper is to promote the high quality implementation
of the IFRS 9 expected loss model, and to assist those charged with
governance when assessing management’s progress during the transition
and implementation period. While the paper is aimed primarily at
systemically important banks (SIBs), i.e. banks that are Global SIBs, banks
that have been designated by their supervisor as a domestic SIB, or banks
that are under the supervision of the European Central Bank, some of its
content may also be relevant to other banks and financial institutions.
Why corporates should take note of IFRS 9 impairment
implementation issues
The May 2016 Chartered Accountants Australia and New Zealand’s
Acuity magazine featured an article in their Perspective Series by Wayne
Basford, FCA, IFRS Leader Asia Pacific, and Judith Leung, CA, senior
manager at BDO called ‘Why corporates should take note of IFRS 9
impairment implementation issues’.
Shortly after the release of the full version of AASB 9, the International
Accounting Standards Board (IASB) set up a Transition Resource Group
for Impairment of Financial Instruments (ITG) to discuss implementation
issues related to the new impairment model for financial assets. While
most of the ITG discussions have been from a banking perspective, some
issues will pose practical challenges for corporates. This article looks at
the ITG discussions that are relevant to corporates.
Why the use of options as hedging instruments is more appealing
under AASB 9
The December 2015 Chartered Accountants Australia and New Zealand’s
Acuity magazine featured an article in their Perspective Series by Judith
Leung, CA, senior manager at BDO called ‘Why the use of options as
hedging instruments is more appealing under AASB 9’.
The good news is that the movement in the time value component of the
fair value of an option, previously recognised in profit or loss under AASB
139 Financial Instruments: Recognition and Measurement, is recorded in
other comprehensive income (OCI) under AASB 9 Financial Instruments.
More information
Please refer to our Issues and Trends page for more information on IFRS 9
and other new standards.

ASIC PUTS ALL
CORPORATE
GOVERNANCE
RESOURCES IN ONE
PLACE FOR EASIER
ACCESS BY BOARDS
The Australian Securities and Investments Commission (ASIC) recently
restructured its web site so that all corporate governance resources can
now be found in one place under ‘Regulatory Resources’.
The new Corporate Governance page includes relevant ASIC speeches,
published articles, ASIC Regulatory Guides, and Information Sheets,
where relevant, for the following corporate governance issues:
• AGMs and shareholder engagement
• Director oversight of financial reporting and audit
• Risk oversight
• Handling corporate information
• Executive remuneration
• Directors and corporate culture
• Directors as gatekeepers.

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 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)
• 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 The implementation of IFRS 9 requirements
by banks, 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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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 275 Definition
of a Business and
Accounting for
Previously Held
Interests

Proposes to amend AASB 3 Business
Combinations and AASB 11 Joint
Arrangements to clarify:
• The definition of a business, and
• Accounting for previously held
interests when an entity obtains
control of a business that is a joint
operation, and when it obtains joint
control of a business that is a joint
operation.

COMMENTS DUE
TO AASB BY
23 September 2016

COMMENTS DUE
TO IASB BY
31 October 2016
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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
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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.
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